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Dear

	
The	narrative	in	November	2018	was	very	similar	to	the	previous	months,	almost	affording	us	the	ability	to	do	a	copy	and	paste
of	our	economic	commentary.		The	Zondo	commission	into	state	capture	is	ongoing	and	although	there	were	further	revelations,
specifically	from	Pravin	Gordhan,	no	heads	have	rolled	as	yet	and	it	is	slightly	discouraging	that	at	this	point	it	still	appears	that
nobody	is	going	to	be	held	accountable.		Sharp	dresser	and	lady’s	man	Malusi	Gigaba	was	the	only	casualty	this	past	month	but
that	 appears	 to	 be	 as	 a	 result	 of	 a	 campaign	 against	 him	 from	 within	 the	 ANC	 as	 opposed	 to	 any	 disclosures	 at	 the	 Zondo
commission.		His	resignation	forced	President	Ramaphosa	to	reshuffle	his	cabinet	but	it	was	done	on	a	conservative	basis	with	no
Ministers	 losing	 their	 positions.	 	 It	 is	 becoming	 clear	 that	 the	 2019	 general	 election	 is	 a	 critical	 one	 for	 both	 the	 future	 of	 the
country	and	of	the	ruling	party.
	
International	 stock	 markets	 continues	 to	 move	 sideways	 as	 huge	 uncertainty	 existed	 with	 the	 trade	 stand-off	 between	 Donald
Trump	 and	China.	 	 Investors	 hate	 uncertainty	 and	 as	 soon	 as	 any	 possible	 risk	 rises	 they	will	move	 into	 the	 “safer”	 and	more
conservative	asset	classes	such	as	cash	and	bonds.	 	Our	 local	stock	market	ended	 the	month	down	but	 this	was	mainly	due	 to	a
stronger	Rand.		Emerging	markets	generally	had	a	good	month	as	one	could	argue	that	all	negative	news	had	already	been	priced
in.
	
The	big	economic	event	was	the	hiking	of	the	South	African	repo	rate	by	the	Monetary	Policy	Committee	with	a	further	0.25%
increase.	 	 The	MPC	 acknowledged	 that	 the	 short	 term	 inflation	 pressures	 have	 subsided	 with	 the	 Rand	 strengthening	 and	 oil
weakening.		The	reason	they	provided	for	the	rate	hike	was	tightening	global	financial	pressures	citing	some	local	examples	like
wage	 hikes,	 and	 increased	water	 and	 electricity	 prices.	 	Our	 opinion	 is	 that	 the	 biggest	 reason	 for	 the	 rate	 hike	 is	 the	 fact	 that
many	 other	 emerging	markets	 have	 been	 hiking	 their	 interest	 rates	 quite	 aggressively.	 	Our	 paltry	 rate	 hike	 is	 to	 try	 and	 keep
South	African	bonds	and	cash	an	attractive	 investment	option	 for	 foreigners.	 	The	 reported	CPI	 figure	 in	 the	month	was	5.1%
year	on	year	with	previous	fuel	increases	filtering	through.
	
We	remain	cautiously	optimistic	that	South	Africa	is	on	the	road	to	recovery.		It	will	be	a	long	journey	with	many	potholes	but	at
least	we	are	travelling	on	the	right	road.		In	this	month’s	Financial	View	we	look	at	one	such	pothole.
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EXPROPRIATION	WITHOUT	COMPENSATION	(“EWC”)
	
Parliament	 is	 set	 to	 debate	 and	 vote	 tomorrow	 on	 whether	 to	 adopt	 the	 recommendation	 of	 the	 joint	 constitutional	 review
committee	 for	 changing	Section	25	of	 the	Constitution	of	South	Africa.	 	This	 is	 formality	 that	 needs	 to	be	 followed	but	 it	 is	 a
foregone	conclusion	that,	due	to	the	political	stance	of	the	ANC	and	the	EFF,	it	will	be	adopted	at	the	sitting.
	
Magwitch	have	been	quiet	on	the	whole	matter	of	EWC	for	the	past	year	as	we	have	felt	that	it	would	be	a	nonsensical	policy	to
adopt.	 	With	it	appearing	to	be	steamrolling	ahead	it	may	be	best	to	finally	put	out	thoughts	down	in	writing	on	why	it	 is	set	to
fail.		We	have	looked	at	it	from	a	practical	and	business	point	of	view	and	there	are	just	too	many	too	many	reasons	why	it	cannot
succeed.		It	is	important	to	stress	that	Land	Reform	is	critical	in	our	country	where	he	have	such	a	wide	gap	between	the	“haves”
and	the	“have	nots”,	and	the	playing	fields	need	to	be	levelled.		It	is	just	a	matter	of	how	this	is	achieved.		We	firmly	belief	that
the	wrongs	of	the	past	have	to	be	corrected.
	
South	Africa	has	already	gone	through	a	process	of	land	restitution	and	land	redistribution	since	democracy	in	1994.		There	are	a
number	 of	 conflicting	 figures	 but	 by	 best	 estimates	 just	 over	 20%	 of	 farmland	 has	 already	 been	 transferred	 to	 previously
disadvantaged	 individuals	 /	communities.	 	This	 is	a	number	 that	 is	 far	higher	 than	what	 the	politicians	would	have	you	believe
and	there	lies	the	first	problem	with	the	EWC	proposal.		We	feel	that	this	is	an	electioneering	card	that	is	currently	being	played
by	politicians	given	next	year’s	general	election.	 	Obviously	voters	would	vote	 for	 the	party	 that	will	give	 them	something	 for
nothing	–	but	can	 they	deliver	on	 that	promise	or	are	 they	 just	creating	a	 false	expectation	 that	could	 lead	 to	unrest	and	 illegal
land	grabs?
	
All	 the	political	 rhetoric	has	been	at	 the	high	 level	 in	 that	 land	will	be	 taken	without	any	payment	however	not	a	 single	public
statement	or	utterance	has	dealt	with	how	this	will	work	in	practice.		The	broad	questions	of	what,	from	whom	and	to	whom	have
never	been	mentioned.		We	will	try	show	the	minefields	that	exist	for	the	legislators.
	
Section	25	of	the	Constitution
	
Section	25	of	the	Constitution	deals	specifically	with	Property.		In	order	not	to	get	into	a	technical	discussion	we	have	highlighted
the	gist	of	some	of	the	points.

25(1)	states	that	no	one	may	be	deprived	of	property.
25(2)	states	that	property	may	be	expropriated	for	public	purpose	or	public	interest	and	subject	to	compensation.
25(3)	 states	 that	 the	 amount	 of	 the	 compensation	 and	 the	 time	 and	 manner	 of	 payment	 must	 be	 just	 and	 equitable,
reflecting	an	equitable	balance	between	the	public	interest	and	the	interest	of	those	affected.

	
The	amendment	of	the	Constitution	will	assumedly	alter	25(2)	and	25(3).		Any	amendment	of	the	Constitution	has	to	follow	a	set
process	which	includes	public	hearings	and	public	comment.		Due	to	the	lengthy	process	it	will	be	impossible	for	the	constitution
to	be	amended	before	next	year’s	general	election.	
	
Amending	the	Constitution	is	one	matter	but	the	other,	and	more	important,	consideration	is	how	EWC	would	work	in	practice.	
More	detail	and	clarification	would	no	doubt	have	to	be	provided	before	the	public	hearings	and	comments.	
	
We	would	like	the	amended	legislation	to	provide	guidance	on	some	very	simple	questions:
	
Which	Land	is	subject	to	EWC?
	
The	current	focus	appears	to	be	on	rural	and	farmland,	especially	unproductive	land.		The	fact	is	that	South	Africa	is	becoming
an	 increasingly	 urbanised	 country.	 	 According	 to	 the	World	 Bank	 two	 thirds	 of	 all	 South	 Africans	 now	 live	 in	 urban	 areas.	
Would	the	poor	want	farmland,	land	in	an	urban	area	or	just	a	cash	payout	as	compensation?
	
Furthermore	farming	is	tough.		Most	farmers	are	in	debt	and	the	return	on	investment	is	very	low	and	thus	farming	is	not	always
a	real	generator	of	wealth.		Owning	the	land	is	only	viewed	a	wealth	provider	these	days	as	labour	is	no	longer	as	reliable	as	the
wealth	provider.		High	unemployment	rates	and	the	increased	mechanisation	of	jobs	has	meant	that	fewer	people	will	be	able	to
sustain	themselves	through	employment.		Owning	land	gives	you	an	asset	that	you	may	be	able	to	dispose	of	for	a	consideration
if	necessarily.		It	also	allows	you	to	at	least	subsistence	farm	and	provide	food	for	yourself	and	your	family	–	but	that	just	saves
costs,	 it	doesn’t	necessary	allow	for	wealth	creation.	 	The	poor	would	generally	not	be	better	off	with	farmland.	 	People	would
want	urban	land	as	you	can	then	own	land	plus	be	able	to	work	to	generate	wealth.
	
What	about	the	Farm	Assets?
	
A	 fair	 estimate	 of	 value	 of	 farms	 is	 that	 the	 land	 only	 accounts	 for	 10%	 of	 the	 total	 value.	 	 The	 rest	 of	 the	 value	 is	 held	 in
equipment	and	in	 improvements	(farm	buildings,	dams,	 irrigation,	plantations	etc).	 	As	these	do	not	fall	under	 the	definition	of
land	would	the	government	have	to	still	compensate	the	farmers	for	the	other	90%?
	
If	 there	 is	 no	 compensation	 for	 equipment	 and	 the	 affected	parties	 retain	 their	 equipment	how	would	 the	 recipients	of	 land	be
able	to	farm	without	the	necessary	equipment	and	infrastructure?
	
What	about	Land	subject	to	Debt?
	
With	so	much	land	and	property	subject	to	mortgage	bonds	how	would	the	compensation	work?		If	the	banks	are	not	settled	in
terms	of	EWC	then	it	would	cause	the	collapse	of	the	South	African	banking	sector.		If	the	debt	associated	with	land	is	settled	by
the	government	how	long	will	that	process	take?		Does	the	government	have	sufficient	budget	to	settle	debt	considering	that	the
allocation	to	land	reform	is	currently	just	1%	of	the	national	budget.
	
Further	what	 about	 those	 farms	 that	 are	 insolvent?	 	The	government	would	 find	 itself	 settling	more	debt	 than	 the	value	of	 the
farm	–	or	are	those	farms	just	to	be	ignored?		Are	we	going	to	see	a	rush	of	farmers	taking	out	loans	with	the	banks	just	to	have
their	farms	indebted?
	
Whose	Land	is	being	considered?
	
There	have	been	a	 lot	of	different	articles	over	 the	 last	year	on	EWC	and	some	bodies	have	even	published	a	 list	of	 farms	 that
could	be	subject	to	EWC.		It	is	important	to	note	that	there	has	never	been	a	pronouncement	on	the	accuracy	of	the	list	and	all	of
the	 farms	on	 the	 list	were	already	 subject	 to	negotiations	between	 the	government	 and	 the	owners	on	a	 “willing	buyer,	willing
seller”	fair	valuation	basis.
	
Is	 the	 land	 going	 to	 be	 determined	 based	 on	 location,	 productivity,	 profitability	 or	 just	 simply	 unused	 land	 as	 promised?	 	We
suspect	that	the	vast	tracts	of	inhospitable	land	in	the	semi-arid	regions	of	the	Karoo	and	Northern	Cape	won’t	hold	much	appeal
for	recipients…
	
It	is	critical	for	food	security	within	South	Africa	that	any	productive	land	that	is	subject	to	EWC	does	not	result	 in	a	decline	in
productivity.	 	How	does	the	government	propose	to	address	that?		We	saw	in	Zimbabwe	that	their	land	seizures	decimated	their
agriculture	sector	and	at	the	same	time	wiped	off	$10bn	of	the	land	value.
	
If	the	land	is	unproductive	land	what	assistance	will	be	provided	to	the	recipients	to	get	them	up	and	running	and	on	their	feet?
	
Who	will	receive	the	Land?
	
The	large	risk	lies	in	this	question.		We	have	already	seen	a	number	of	politically	connected	individuals	enrich	themselves	due	to
their	relationships	with	individuals	within	the	government.		Will	the	recipients	of	the	land	be	the	poor	(however	they	defined)	or
the	person	who	knows	someone?
	
The	 Constitution	 cannot	 be	 amended	 to	 exclude	 individuals	 on	 racial	 grounds	 so	 we	 would	 assume	 that	 anyone	 meeting	 the
requirements	as	a	recipient	would	be	able	to	receive	land.	
	
Summary
	
Based	 on	 the	 few	 simple	 questions	we	 believe	 EWC	 is	 destined	 to	 fail.	 	We	 believe	 this	 can	 be	 summarised	 for	 the	 following
reasons:

Most	people	would	prefer	cash	or	urban	land	over	rural	land.
The	 national	 budget	 is	 not	 sufficient	 for	 the	 government	 to	 settle	 debt	 and	 to	 compensate	 for	 equipment	 and
improvements.
The	national	budget	is	not	sufficient	to	provide	funding	to	allow	recipients	to	put	their	own	infrastructure	in	place.
There	is	too	much	room	for	corruption	in	the	question	of	who	receives	what	and	who	will	make	the	decision.
Each	 EWC	 transaction	 would	 take	 time	 to	 negotiate	 and	 complete	 –	 just	 the	 court	 cases	 alone	 will	 slow	 down	 the
process.		How	many	could	the	government	complete	/	facilitate	within	any	meaningful	period	of	time.

	
The	most	viable	solution	is	for	the	existing	land	restitution	process	to	continue	but	with	a	greater	allocation	of	the	national	budget
towards	it.
	
Our	big	concern	is	that	the	whole	debate	has	been	created	for	political	capital.		The	message	that	is	being	sent	is	very	vague	and
uncertainty	 is	 anti-investment.	 	Due	 to	 the	 uncertainty	 local	 investors	 are	 taking	 their	money	offshore	 and	not	 investing	 in	 the
country.	 	 How	 can	 we	 expect	 that	 foreigners	 investors	 would	 invest	 in	 South	 Africa	 if	 they	 have	 a	 concern	 over	 property
ownership	and	valuations	going	forward?
	
Magwitch	will	continue	to	monitor	the	story	and	provide	updates	to	our	client	base	as	and	when	is	necessary.		We	hope	that	sanity
will	prevail	and	that	any	issues	raised	will	be	addressed.		As	usual	we	hope	the	future	of	the	country	is	the	priority	and	that	EWC
is	not	merely	an	attempt	to	receive	populist	support.
	

	

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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