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Dear

	
November	 2019	was	 a	 relatively	 quiet	month	 in	 terms	 of	 financial	 news	 and	was	 reflected	 in	 reduced	 volatility.	 	 The	 biggest
stories	 of	 the	 year,	 namely	 the	 ongoing	 US-China	 Trade	War	 and	 Brexit	 continued	 on	 at	 a	 leisurely	 pace	 with	 no	 significant
surprises	to	cause	any	anxiety.
	
Just	because	it	was	a	quiet	month	in	the	financial	news	it	doesn’t	mean	it	was	a	boring	month.		We	saw	a	heated	stand-off	at	South
African	Airways	(SAA)	between	the	company	and	its	employees,	who	had	undertaken	a	strike	called	for	by	a	couple	of	the	large
labour	 unions	 in	 response	 to	 anticipated	 restructuring,	 retrenchments	 and	 a	 disagreement	 in	 salary	 increases.	 	 In	 what	 can	 be
interpreted	as	a	positive	move	the	state	owned	enterprise	actually	stood	up	to	the	unions	and	quite	rightly	indicated	that	the	entire
company	 would	 be	 at	 risk	 if	 there	 weren’t	 retrenchments,	 at	 which	 point	 everyone	 would	 lose	 their	 jobs.	 	 There	 has	 been	 a
reluctance	 in	 the	 public	 sector	 to	 stand	 up	 to	 union	 demands	 for	 a	 number	 of	 years	 now	 which	 has	 resulted	 in	 a	 bloated
workforce	 receiving	 well-above	 inflation	 annual	 increases.	 	 SAA	 has	 failed	 to	 show	 a	 profit	 for	 a	 number	 of	 years	 and	 has
become	reliant	on	taxpayers	to	remain	in	business.		There	previously	has	been	a	lack	of	political	will	to	cut	costs,	especially	in	the
labour	force	where	each	job	is	held	by	a	potential	voter.		Finally	it	seems	that	common	sense	has	prevailed	even	though	the	final
settlement	was	above	inflation	so	not	a	total	victory	for	the	company.
	
On	 the	 inflation	 front,	 inflation	 was	 recorded	 at	 3.7%	 year-on-year,	 the	 lowest	 reported	 figure	 in	 a	 number	 of	 years.	 	 The
reduction	in	inflation	is	probably	an	indication	that	many	retailers	and	producers	are	having	to	absorb	any	increases	in	their	costs
as	they	know	that	the	embattled	consumer	cannot	afford	any	to	spend	anymore.		The	companies	are	thus	using	their	margins	as	a
buffer	for	inflation	just	to	ensure	their	sales	are	unaffected.
	
As	we	head	towards	the	end	of	the	year	we	are	feeling	a	little	more	positive	that	progress	is	now	being	made	in	the	fight	against
state	 capture.	 	There	 are	has	been	 a	 lot	 of	 financial	 press	 coverage	 since	 the	Gupta	 email	 leaks	 a	 couple	of	years	 ago	however
there	 haven’t	 been	 any	 prosecutions.	 	 Much	 has	 been	 revealed	 at	 the	 Zondo	 commission	 yet	 there	 haven’t	 been	 any
prosecutions.		Until	now,	that	is,	with	ex	Security	Minister,	Bongani	Bongo	being	the	first	high	profile	politician	arrested.		There
have	been	utterances	from	the	NPA	that	further	arrests	are	 in	 the	pipeline,	 they	are	 just	making	sure	that	 they	have	a	watertight
case	for	each	prosecution	–	examples	of	which	could	be	VBS	Bank	and	the	Estina	dairy	project.		We	have	been	calling	for	action
for	a	 long	 time	now	and	we	are	crossing	our	 fingers	 that	2020	could	be	 the	year.	 	We	are	moving	 in	 the	 right	direction	as	 the
directors	of	Regiments	Capital	have	been	visited	by	the	Asset	Forfeiture	Unit	and	Jacob	Zuma’s	Stalingrad	defence	has	come	to
an	end.
	
Then	on	an	admin	note	-	remember	that	if	you	are	needing	to	still	file	your	tax	return	there	are	just	2	days	left	of	tax	season	as	all
non-provisional	tax	payers	need	to	get	their	returns	in	by	the	4th	December	2019.
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FINANCIAL	VIEW

	
WHY	NOT	A	NATIONAL	SAVINGS	PLAN?
	
We	have	been	very	quiet	about	the	National	Health	Insurance	(“NHI”)	which	was	promulgated	earlier	this	year.		The	reason	we
have	been	very	quiet	is	that	we	don’t	believe	that	the	NHI	will	work	in	its	proposed	format.		The	NHI	is	seeking	to	address	a	real
problem	that	exists	 in	South	Africa	 in	 that	not	all	 the	citizens,	especially	 the	poor	and	those	 living	in	rural	areas,	have	access	 to
adequate	healthcare.		Currently	around	half	of	all	healthcare	expenses	are	spent	on	15%	of	the	population	–	these	are	those	with
medical	 aid	 and	who	 have	 access	 to	 private	 hospitals	 and	 private	 day	 clinics.	 	 The	 rest	 of	 the	 population	 are	 not	members	 of
medical	aids	and	they	obtain	their	healthcare	at	public	hospitals	and	clinics,	funded	by	the	Government	via	tax	revenues.
	
NHI	will	 seek	 to	 redress	 this	by	allowing	citizens	 to	access	healthcare	anywhere	 for	certain	comprehensive	healthcare	 services.	
This	means	that	one	would	not	need	to	be	a	member	of	a	medical	aid	to	gain	admission	into	a	private	hospital.		This	to	us	would
be	 the	 biggest	 hurdle.	 	 The	 state	 would	 foot	 the	 bill	 for	 everyone	 going	 to	 a	 private	 hospital	 so	 they	 effectively	 become	 the
biggest	debtor	to	the	likes	of	Netcare,	Mediclinic	and	Life	Healthcare.		Would	these	large	listed	companies	be	happy	to	be	reliant
on	the	internal	systems	of	the	Government	to	ensure	payments	are	made	on	time.		One	way	of	looking	at	how	likely	this	would
be	is	to	use	a	basic	example	in	another	industry	–	imagine	that	the	Government	decides	that	everyone	should	not	pay	for	bread
and	that	they	would	pick	up	the	bill.	 	All	very	honourable	but	would	you	want	to	be	the	supermarket	owner	having	to	buy	the
bread,	record	the	sale	and	then	wait	for	your	money	from	the	Government?		Would	you	want	to	be	the	baker	that	is	baking	the
bread	without	certainty	of	your	cashflow?
	
The	 proposed	 funding	model	 of	 the	NHI	would	 be	 in	 the	 form	 of	 a	 payroll	 tax	 and,	 as	medical	 aid	 is	 no	 longer	 required,	 a
removal	of	the	tax	credits	on	medical	aid	membership.		Medical	aids	may	become	redundant	as	everyone	will	have	access	to	the
comprehensive	 healthcare	 services	 through	 the	NHI.	 	 For	 this	 reason,	 politicians	 (who	 are	 the	 biggest	 drivers	 of	 the	 proposed
NHI)	suggest	that	many	people	will	be	better	off	and	end	up	paying	less	for	healthcare	(paying	tax	as	opposed	to	a	medical	aid
contribution).	 	 This	 unfortunately	won’t	 be	 the	 case	 –	 simple	mathematics	 tells	 us	 that	more	 people	 accessing	 private	 facilities
would	result	in	a	greater	cost.		If	the	taxes	are	a	percentage	of	income	then	the	wealthy	will	have	to	fund	their	expected	costs	of
the	NHI	plus	subsidise	the	costs	of	the	poor.		It	is	likely	that	the	total	cost	to	the	wealthy	would	increase	without	any	improvement
in	 their	healthcareAlthough	I	guess	 it	 is	 fair	 to	say	 that	 the	wealthy	are	already	subsidising	 the	poor’s	healthcare.	 	South	Africa
allocates	 12%	of	 its	National	Budget	 to	 the	 department	 of	Health.	 	 This	 is	 second	 to	 only	 the	 14%	 spent	 on	Basic	Education.	
Would	we	expect	to	see	private	schools	also	being	done	away	with	in	future?
	
As	we	said	up	front	we	don’t	think	NHI	would	work	in	the	proposed	format	and	whilst	reform	is	desperately	needed	there	has	to
be	 a	 level	 of	 confidence	 in	 the	 state	 before	 a	 NHI	 plan	 would	 be	 implementable.	 	 R222bn	 is	 to	 be	 allocated	 this	 year	 to	 the
department	 of	 Health.	 	 Do	 the	 state	 funded	 health	 facilities	 represent	 good	 value	 for	 this	 money	 –	 do	 we	 trust	 the	 state	 to
administer	the	funds	properly	to	ensure	top	notch	facilities?		Unfortunately,	the	number	of	people	on	medical	aid	would	indicate
we	just	don’t	trust	the	state	to	get	it	right.		Our	advice	would	be	that	the	department	of	Health	needs	to	better	manage	the	current
money	and	facilities	they	have	before	they	try	increase	their	input	and	funding	dramatically.	
	
We	think	that	 there	is	a	more	pressing	area	that	needs	attention	that	will	start	 to	address	the	inequality	between	rich	and	poor	in
this	 country.	 	 Poverty	 upliftment	 means	 getting	 a	 greater	 percentage	 of	 the	 population	 living	 above	 the	 breadline.	 	 Lower
unemployment	would	help	with	 this	 problem	but	 that	 is	 reliant	 on	 the	peaks	 and	 troughs	of	 our,	 and	global,	 economies.	 	Our
question	to	the	Government	–	why	don’t	we	consider	a	National	Savings	Plan?		Generally	this	would	take	the	form	of	retirement
savings,	providing	an	income	to	retirees	to	enable	them	to	draw	an	income	long	after	they	finish	working.		There	are	two	benefits
to	 this.	 	The	first	 is	 that	 the	number	of	social	grants	could	be	 reduced	and	secondly	 that	 the	 retirees	are	no	 longer	as	 reliant	on
their	 children	 to	 provide	 for	 them.	 	 Further	 on	 death	 the	 remaining	 balance	 of	 your	 retirement	 savings	 would	 go	 to	 your
dependants	thus	uplifting	them.
	
Melbourne	 Mercer	 conduct	 an	 annual	 study	 packaged	 as	 the	 Global	 Pension	 Index.	 	 They	 score	 the	 pension	 systems	 of	 37
countries	on	a	few	metrics	looking	at	the	effectiveness	of	it	in	providing	for	the	citizens	of	the	country.		We	know	South	Africa
has	pretty	robust	financial	systems	yet	we	only	scored	a	“C”	grade,	ranking	26th	out	of	all	 the	countries.	 	The	description	for	a
“C”	 (values	 between	 50	 –	 60,	 we	 scored	 52)	 is,	 “A	 system	 that	 has	 some	 good	 features,	 but	 also	 has	 major	 risks	 and/or
shortcomings	 that	 should	 be	 addressed.	 	 Without	 these	 improvements,	 its	 efficacy	 and/or	 long-term	 sustainability	 can	 be
questioned.”
	
Melbourne	Mercer	then	provide	a	report	on	each	of	 the	37	countries	and	highlighted	areas	that	needed	improvement.	 	Just	 two
that	we	feel	are	critical	to	highlight:

	

The	only	 countries	 that	 received	 an	 “A”	grading	were	 the	Netherlands	 and	Denmark.	 	The	difference	 in	 their	 system	 to	South
Africa	 is	 that	 they	have	 a	 two-tier	 pension	 system.	 	They	have	 a	 basic	 federal	 pension	 system	 funded	by	 tax	 revenue	 that	will
provide	 for	 everyone	meeting	 certain	 criteria	 (age	 and	years	 lived	 in	 the	 country).	 	This	 tax	based	 system	will	 provide	 a	basic
income	to	pensioners	below	the	minimum	wage	level	but	at	least	it	provides	an	income	for	life.		They	then	have	the	second	tier
which	is	a	corporate	or	individual	pension	system	(similar	to	our	pension	&	provident	funds	and	our	retirement	annuities)	which
allows	 the	 individual	 to	 increase	 their	wealth	 and	possibly	provide	 for	 future	generations.	 	This	 ensures	 that	 the	basic	needs	of
everyone	 is	 met	 and	 in	 addition	 each	 and	 every	 person	 can	 improve	 their	 lot	 in	 life.	 	 With	 life	 expectancies	 increasing	 and
healthcare	 improving	each	of	us	will	probably	 live	 to	an	older	age	 than	reached	by	our	our	parents.	 	Providing	sufficiently	for
old	age	is	going	to	become	even	more	difficult	but	if	the	correct	systems	are	in	place	it	will	make	it	a	little	easier.
	
A	compulsory	National	Savings	Plan	was	proposed	in	or	around	2007	and	was	to	be	implemented	by	2010,	nearly	10	years	later
and	nothing	has	materialised.		If	we	want	to	improve	the	lot	of	our	people	something	needs	to	be	done	and	be	taken	seriously.	
Increasing	the	size	of	our	retirement	savings	will	be	a	good	step	to	reducing	poverty	and	closing	the	wealth	gap.
	

	

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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