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South	Africans	 cast	 their	 votes	 in	 the	 national	 and	 provincial	 General	 Elections	 during	 the	month	 of	May	 2019.	 	 Overall	 the
elections	were	peaceful	and	the	results	were	as	was	expected	with	a	slight	shift	towards	political	parties	that	have	a	more	populist
view	with	 the	centre	 losing	votes	 to	 the	 far	 left	 and	 the	 far	 right.	 	What	 is	clear	 following	 the	election	 is	 that	 there	 is	 still	 some
manoeuvring	within	the	ruling	party.		The	president,	Mr	Cyril	Ramaphosa,	needs	to	deal	with	corruption	but	there	are	still	many
tainted	individuals	in	his	first	cabinet.
	
We	as	South	Africans	 tend	to	place	 too	much	emphasis	on	what	happens	 locally	when	looking	at	markets	and	currencies.	 	This
past	month	highlighted	how	things	beyond	our	control	can	have	a	bigger	impact	on	the	fortunes	of	investors.		We’ve	slated	him
in	the	past	and	once	again	Donald	Trump	has	flexed	his	muscles	over	twitter,	escalating	the	trade	war	between	the	US	and	China.	
Trade	wars	and	increased	tariffs	will	have	a	negative	knock-on	effect	by	constricting	global	growth.
	
The	JSE	had	a	dismal	month,	losing	just	under	5%.		This	was	in	line	with	the	losses	across	global	stock	markets.		The	losses	are
being	 driven	 by	 uncertainty	 due	 to	 the	 already	 mentioned	 escalating	 trade	 war.	 	 Globally	 we	 are	 currently	 experiencing	 the
longest	bull	market	ever	however	it	still	feels	that	investors	are	very	cautious.		Typically,	towards	the	end	of	a	bull	market	there	is
a	lot	of	euphoria	with	lots	of	new	money	finding	its	way	into	markets.		Investors	are	definitely	not	euphoric	currently.
	
The	Rand	tracked	other	emerging	market	currencies	ending	the	month	marginally	weaker.		We	expect	further	movements	in	the
currency	to	be	driven	by	the	next	move	between	China	and	the	US.		A	strong	US	Dollar	is	not	good	for	emerging	markets	yet	the
weakness	in	the	Rand	should	boost	exports.		Unfortunately,	on	the	flip	side	the	South	African	consumer	will	end	up	paying	more
for	things	such	as	fuel.
	
Just	to	put	everything	into	context	spare	a	thought	for	the	poor	Poms.		Their	Brexit	saga	and	uncertainty	continues	with	Theresia
May	resigning	as	Prime	Minister	in	the	month	of	May.		Opinions	are	still	divided	over	how	they	are	going	to	exit	the	European
Union.		Remember	that	the	first	referendum	on	Brexit	took	place	all	the	way	back	in	June	2016.		We	are	approaching	the	three-
year	anniversary	of	the	poll	and	it	appears	that	no	meaningful	progress	has	been	made.
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THE	IMPACT	OF	EXCESS	EXPENDITURE
	
In	naming	his	first	cabinet	Mr	Ramaphosa	managed	as	promised	to	consolidate	some	of	the	departments	and	in	doing	so	managed
to	reduce	the	number	of	cabinet	ministers	to	28	ministers.		This	is	a	reduction	of	8	posts	from	the	final	cabinet	appointed	by	the
previous	president.	 	Currently	cabinet	minsters	earn	an	annual	salary	of	R2	401	633	per	year.	 	This	means	the	government	will
save	R19.2m	in	salaries	going	forward.		The	move	was	seen	to	be	positive	although	perhaps	not	as	far	reaching	as	required.		It	is
important	to	remember	that	in	1994	under	Nelson	Mandela	we	had	just	17	cabinet	posts.
	
Part	of	 the	 reason	 that	South	Africa	need	 to	 reduce	costs	 is	 that	 the	government	 revenues	 (from	 taxes	and	other	 sources)	don’t
cover	 the	 current	 expenses.	 	This	has	occurred	 since	2008	when	 a	 combination	of	declining	 revenue	 collections	 and	 increased
expenditure	meant	that	the	country	was	running	at	a	loss.		This	is	the	budget	deficit	that	everyone	talks	about	and	this	deficit	has
continued	to	grow	each	year.
	

When	 reviewing	 the	Budget	 of	 South	Africa	 one	 can	 see	 that	 biggest	 single	 expenditure	 is	 for	 compensation	 to	 employees	 or
payroll	expenses.	 	The	public	sector	 is	 the	largest	employer	 in	South	Africa	with	the	police	force	consisting	of	 the	biggest	head
count	of	 the	various	departments.	 	Annual	 increases	are	generally	negotiated	beforehand	and	 for	years	 the	 increases	have	been
higher	than	inflation.	 	Many	people	see	public	sector	as	a	way	out	of	poverty	and	the	ruling	party	has	been	eager	to	employ	to
boost	their	voter	base.		Unfortunately,	all	these	extra	people	employed	and	earning	an	annual	above	inflation	increases	have	to	be
funded	by	the	taxpayers	–	this	is	you	and	me.
	

The	government	now	pays	600bn	in	salaries	every	year.		As	one	can	see	in	the	red	line	being	the	amount	of	the	income	spent	on
compensation	has	 increased.	 	 In	2008	 just	under	30%	of	 the	 income	was	spent	on	employees.	 	This	number	was	 then	escalated
rapidly	until	2014	when	it	reached	in	excess	of	43%.		The	blue	line	is	the	Rand	amount	paid.		The	blue	line	has	increased	by	an
annual	amount	of	12%,	well	above	inflation.
	
In	a	previous	article	we	looked	at	the	debt	spiral	and	used	Eskom	as	an	example.		The	South	African	government	is	unfortunately
no	different.	 	Because	South	Africa	has	a	budget	deficit	 it	 is	 forced	 into	 the	debt	market	 to	 fund	expenses.	 	The	South	African
government	issues	bonds	to	raise	the	necessary	funds	to	cover	the	shortfall	between	revenue	collected	and	expenses	paid.		These
bonds	 create	 their	 own	 cashflow	 implications	 as	 they	 have	 interest	 payments	 and	 also	 have	maturity	 at	which	 time	 the	 capital
borrowed	needs	to	be	returned	to	the	investor.		South	Africa	is	thus	forced	to	borrow	even	more	money	to	pay	for	expenses	and
cash	flow	commitments.			The	second	biggest	expense	in	the	South	African	budget	is	now	interest.
	

	One	can	see	that	the	years	of	operating	at	a	budget	deficit	has	increased	the	amount	that	is	required	to	borrow	and	the	amount	of
interest	that	gets	paid	in	any	financial	year.
	
We	 applaud	Mr	 Ramaphosa	 for	 at	 least	 taking	 a	 step	 in	 addressing	 the	 excess	 expenditure.	 	We	 would	 encourage	 him	 to	 do
everything	within	his	power	to	improve	the	business	environment	in	South	Africa.		More	businesses	will	mean	more	jobs	but	also
means	increased	revenues	from	tax.		South	Africa	needs	to	address	both	the	income	side	(try	increase	it)	and	the	expense	side	(try
reduce	expenses)	of	the	Budget.
	
Certainly,	 you	wouldn’t	 invest	 in	 any	 company	 that	 had	 an	 income	 statement	 like	 South	Africa.	 	 Luckily	 there	 are	 just	 a	 few
things	that	need	to	be	fixed	and	everything	will	look	a	lot	better.		Corruption	has	had	a	big	impact	on	the	figures	of	the	country
and	if	that	is	eradicated	half	the	work	will	be	done.		Corruption	isn’t	just	about	taking	backhanders	from	tender	awards	as	it	also
includes	creating	and	filling	jobs	when	there	is	no	work	to	be	done.			We	need	to	employ	capable	people	who	are	able	to	do	the
job	and	add	value	where	possible.
	
The	 reduction	of	 cabinet	ministers	 is	 a	 start,	 a	 step	 in	 the	 right	direction.	We	need	 to	 start	 doing	 things	properly	 (think	 traffic,
think	police,	think	education)	as	each	problem	addressed	no	matter	how	small	will	have	a	positive	effect	and	improve	confidence
of	the	public	and	investors	both	local	and	from	abroad.		
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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
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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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