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Dear

	
During	February	2018	we	finally	saw	the	back	of	the	outgoing	president	Jacob	Zuma	with	his	deputy	president,	and	the	current
president	 of	 the	 ruling	 African	 National	 Congress,	 Mr	 Cyril	 Ramaphosa	 being	 elected	 the	 president	 of	 South	 Africa.	 	 This
fortunately	has	brought	an	end	to	the	Zuma	era	that	was	characterised	by	corruption	and	incompetence,	causing	loses	of	billions
of	 Rand	 to	 the	 country	 and	 the	 economy.	 	 We	 have	 seen	 such	 an	 increase	 in	 positivity	 amongst	 our	 client	 base	 with	 the
movements	in	the	political	landscape	and	once	again	investors	are	happy	to	invest	locally	(last	year	the	sentiment	was	that	South
Africans	wanted	to	look	at	options	to	get	their	money	out	the	country	and	invest	offshore).
	
The	final	piece	 in	 the	puzzle	was	put	 in	place	 late	 in	 the	month	with	Mr	Ramaphosa	announcing	his	 first	cabinet	 reshuffle.	 	He
managed	 to	 remove	 a	 number	 of	 underperforming	ministers	 who	were	 seen	 to	 be	 staunch	 allies	 of	Mr	 Zuma,	many	 of	 them
linked	to	the	narrative	of	state	capture.		These	ministers	were	replaced	by	a	number	of	members	of	parliament	who	had	been	fired
during	the	Zuma	years.		The	most	notable	of	these	replacements,	and	one	which	we	think	is	tremendously	positive,	was	the	return
of	Mr	Nhlanhla	Nene	as	the	Finance	Minister.	 	Mr	Nene	has	the	respect	of	business	and	was	making	great	progress	in	watching
costs	 and	 turning	 the	 economy	 around	 in	 his	 previous	 spell	 as	 Finance	Minister,	 before	 he	 was	 ousted	 in	 a	 surprise	move	 in
December	2015.
	
We	also	had	 the	budget	 speech	delivered	 in	 the	month	which	 contained	both	positives	 and	negatives.	 	We	 feel	 that	 the	 speech
should	have	dealt	more	with	 curbing	 expenses	 and	yet	 instead	 focused	mainly	on	 revenue	growth.	 	South	Africa’s	big	budget
deficit	 hasn’t	 come	 about	 solely	 as	 a	 result	 of	missed	 tax	 collections.	 	We	would	 argue	 the	 budget	 deficit	 is	 the	 result	 of	 ever
increasing	 public	 sector	 expenditure.	 	 This	 can	 be	 seen	 in	 the	 public	 sector	wage	 negotiations	where	 it	 appears	 that	 the	 public
servants	are	going	to	get	annual	increases	of	between	1%	and	3%	above	inflation.	 	The	wage	bill	 is	already	35%	of	the	budget,
very	high	compared	to	other	countries.		The	one	bright	item	in	the	budget	was	that	the	government	was	prepared	to	raise	VAT.	
VAT	is	a	more	equitable	 tax	as	everyone	ends	up	paying	 it	but	has	always	been	avoided	as	a	political	hot	potato	–	 reality	may
have	 sunk	 in	 that	 one	 cannot	 always	 penalise	 the	 handful	 of	wealthy	 citizens	 to	 bail	 out	 the	 country.	 	We	 look	 at	 the	 budget
amendments	in	more	detail	in	our	financial	view	this	month.	
	
All	of	 the	abovementioned	events	are	seen	to	be	positive	for	 the	country	and	we	saw	the	Rand	continuing	to	strengthen	against
the	major	currencies.		South	Africa	has	seen	good	foreign	inflows	into	our	markets,	which	notably	include	inflows	into	the	stock
market.		Foreigners	are	also	positive	about	South	Africa.		The	only	negative	at	the	moment	seems	to	be	around	land	that	will	be
taken	without	compensation.	 	This	 is	 a	very	 serious	 issue	and	must	be	dealt	with	carefully	as	 it	 runs	 the	 risk	of	 running	out	of
control.		Ownership	of	assets	and	rights	are	fundamental	to	wealth	management.
	
The	 JSE	 had	 a	 volatile	month	 taking	 its	 lead	 from	 international	markets.	 	 Investor	 concerns	 around	 inflation	 in	 the	USA	 and
possible	interest	rates	hikes	saw	a	steep	global	correction	at	the	start	of	the	month	before	a	very	healthy	rebound	from	the	recent
lows.
	
Although	 South	 Africa	 seems	 awash	 with	 positive	 sentiment	 we	 would	 caution	 investors	 about	 having	 all	 your	 eggs	 in	 one
basket.		The	South	African	economy	still	lags	the	rest	of	the	world	and	it	will	take	lots	of	hard	work	and	policy	revisions	to	put	us
back	 on	 track	with	 the	 rest	 of	 the	world.	 	 Diversification	 is	 still	 key	 in	 portfolios	with	 exposure	 to	 all	 asset	 classes,	 including
offshore.
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FINANCIAL	VIEW

	
AMENDMENTS	INCLUDED	IN	THE	BUDGET	SPEECH
	

The	outgoing	Minister	of	Finance,	Mr	Malusi	Gigaba,	delivered	his	National	Budget	on	the	21st	February	2018.	 	Leading	up	to
the	Budget	 Speech	 it	was	 acknowledged	 that	 South	Africa	 had	 a	 problem.	 	 The	 deficit	was	 growing	 as	 expenses	were	 up	 and
revenue	collection	was	down	meaning	that	there	wouldn’t	be	sufficient	income	to	cover	all	the	costs.		We	had	hoped	that	part	of
the	budget	would	deal	with	the	reduction	of	costs,	specifically	some	effort	to	curb	the	spiralling	public	sector	wage	bill.
	
In	the	end	Mr	Gigaba	laid	out	a	budget	that	focused	almost	exclusively	on	trying	to	collect	more	tax	revenue.		The	good	news	is
that	this	will	be	done	on	a	slightly	more	equitable	basis	and	the	burden	will	be	shared	by	everybody	including	cash	earners.	 	In
this	month’s	financial	view	we	look	at	some	of	the	amendments	that	will	be	in	effect	for	the	next	tax	year	end.
	
Valued	Added	Tax	(VAT)

The	major	focus	has	been	on	the	increase	in	VAT	to	15%.		For	the	first	time	since	democracy	South	Africa	has	changed	its	VAT
rate.		The	increase	in	VAT	was	expected	as	it	was	the	one	area	where	the	government	could	collect	a	huge	amount	of	tax	revenue
–	estimates	are	that	the	1%	VAT	rate	hike	will	bring	and	additional	R23bn	into	the	fiscus.		The	one	reason	why	VAT	may	have
been	left	unchanged	is	that	politicians	are	very	wary	of	increases	in	the	VAT	rate	as	changes	in	VAT	impact	everyone,	including
the	 poor.	 	 With	 the	 economic	 disparity	 in	 South	 Africa	 the	 poor	 represent	 the	 largest	 proportion	 of	 voters	 and	 thus	 for	 the
government	 to	 potentially	 displease	 their	 voters	 it	 demonstrates	 the	 difficult	 situation	South	Africa	 had	 found	 itself	 in.	 	To	 try
counter	the	impact	on	the	poor	the	social	grants	were	increased	by	7%.		The	VAT	increase	will	take	effect	from	1	April	2018.
	
One	of	the	justifying	reasons	around	the	VAT	hike	is	that	South	Africa	had	a	relatively	low	VAT	rate	when	compared	to	the	rest
of	 the	world.	 	The	UK	and	other	major	European	nations	all	have	VAT	rates	 in	excess	of	20%.	 	Even	when	compared	against
other	African	countries	our	VAT	rate	was	lower	than	the	average	of	around	17%.		A	move	to	15%	puts	us	in	line	with	Zimbabwe,
Namibia	and	a	few	other	west	African	countries.

Exchange	Control	Allowances
	
The	offshore	 investment	 allowance	 for	 institutional	 investors	was	 increased	by	5%	 to	30%.	 	This	 is	 very	 important	 to	 note	 for
individual	 investors	 as	 it	 means	 that	 the	 regulation	 28	 limitations	 on	 your	 retirement	 savings,	 whether	 pension,	 provident	 or
retirement	annuities	has	 increased	 from	25%	and	will	now	allow	your	 fund	 to	hold	30%	directly	offshore.	 	The	South	African

economy	less	is	than	0.4%	of	global	GDP	marking	it	as	the	39th	biggest	economy	in	the	world.		The	JSE	is	the	17th	biggest	stock
exchange	but	the	total	market	capitalisation	of	all	the	JSE	listed	companies	represents	only	1.14%	of	global	market	capitalisation.	
By	increasing	the	offshore	allowance	it	opens	up	a	lot	more	opportunity	for	diversification	–	your	one	free	lunch	in	investing	as
popularised	by	the	Nobel	prize-winning	economist	Harry	Markowitz	in	the	1950s.		
	
Individual	Income	Tax
	
The	budget	didn’t	contain	any	significant	adjustments	 to	 income	tax.	 	The	lower	 income	tax	brackets	were	increased	slightly	 to
protect	the	lower	earners	against	inflation.		The	upper	brackets	were	not	moved	at	all.		This	means	that	many	medium	and	higher
taxpayers	will	be	slightly	poorer	when	measured	in	real	terms	in	the	coming	financial	year.
	
Increase	in	Fuel	Price	Levy
	
There	is	another	increase	in	the	fuel	levy.		This	time	a	further	52c/l	to	push	the	total	fuel	levies	to	R5.30	per	litre.		This	is	another
tax	 that	 impacts	 everyone	 and	 the	 above	 inflation	 increase	 will	 hurt	 the	 poor	 the	 hardest	 as	 they	 are	 most	 reliant	 on	 public
transport.	 	This	increase	comes	into	effect	at	the	start	of	April	so	we	would	encourage	readers	to	remember	to	fill	up	before	the
end	of	March.
	
Conclusion
	
As	we	have	intimated	we	are	not	totally	happy	with	the	budget	but	we	think	that	at	least	the	tax	increases	have	been	affected	on	a
more	equitable	basis	and	will	have	to	be	borne	by	all	South	Africans,	not	just	the	handful	of	wealthy	individuals.		In	light	of	the
additional	 expenditure	on	 tertiary	education	we	are	not	 sure	 if	 the	 increases	will	be	 sufficient	 to	 cover	budget	 expenditure	 and
reduce	the	deficit,	resulting	in	additional	tax	increases	next	year	February.	
	
With	 the	continued	 increase	 in	 taxes	 that	you	are	paying	across	 the	spectrum	it	 is	very	 important	 to	 take	advantage	of	your	 tax
allowances	and	benefits.	 	Please	contact	Magwitch	for	appropriate	advice.		This	is	especially	critical	in	the	coming	year	with	the
increased	allowance	to	offshore	assets	in	your	retirement	savings.	

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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