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Dear

	
As	we	enter	our	fifth	month	of	 lockdown	there	is	a	noticeable	correlation	between	decisions	made	by	the	political	 leaders,
and	the	impact	of	the	Covid-19	virus.		We	have	seen	constant	denial	in	the	US	and	Brazil,	the	two	countries	most	ravaged
by	the	pandemic.		Unfortunately,	South	Africans	are	not	immune	to	poor	decision	making	as	some	of	the	relaxations	of	our
lockdown	restrictions	seem	to	have	been	done	contrary	to	medical	advice.		The	lack	of	transparency	in	how	the	decisions
are	made	has	many	of	us	pulling	our	hair	out.
	
With	the	slow	relaxation	of	restrictions,	we	are	seeing	a	slow	increase	in	economic	activity	as	more	and	more	people	return
to	earning	some	form	of	income.		There	are	still	unfortunately	many	industries	that	are	impacted	by	the	regulations	and	a	lot
of	hardship	and	hunger,	especially	for	the	poor.
	
The	 opening	 up	 of	 economies	worldwide	 and	 added	 stimulus	 by	 governments	 boosted	 asset	 prices	with	 stock	markets
finishing	 the	month	higher,	 led	 in	 the	main	part	by	emerging	markets.	 	There	was	a	gradual	 return	 to	a	 risk	on	approach
through	the	month,	although	that	trend	reversed	sharply	at	month	end.		Weak	economic	data	released	at	month	end	gave
renewed	 impetus	and	a	 return	 to	safe-haven	assets,	 to	 the	detriment	of	emerging	market	currencies	which	 included	 the
Rand.
	
The	 reported	 inflation	 figure	 remains	 low	 at	 2.2%	 year-on-year.	 	 Statistics	 SA	 have	 finally	 caught	 up	 with	 the	 inflation
releases	however	with	 lockdown	the	cost	of	many	items	could	not	be	measured	so	historic	prices	have	been	used.		The
weaker	currency	could	feed	through	into	inflation,	so	we	remain	wary	of	upside	inflationary	pressure.
	
The	South	African	Reserve	Bank	plots	a	slightly	more	benign	inflation	trajectory.		This	allowed	them	to	further	reduce	rates
with	a	reduction	of	0.25%	during	the	month.		This	cut	in	rates	takes	our	repo	rate	to	an	all-time	low	of	3.50%	so	fortunately
for	the	embattled	consumer	funding	is	a	little	cheaper	now.		This	however	is	not	such	good	news	for	savers,	investors	and
people	in	retirement.				
	
The	general	mood	in	the	country	can	only	be	described	as	“gatvol”.		We	are	gatvol,	our	clients	are	gatvol,	our	friends	and
family	are	gatvol	and	much	of	this	angst	is	because	of	the	trajectory	of	the	country’s	finances.		We	felt	that	the	timing	is	right
for	us	to	put	our	thoughts	down	so	we	have	done	so	in	this	month’s	Financial	View.		It	is	time	for	the	Government	to	get	their
act	together	and	“live	within	their	means”.
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FINANCIAL	VIEW

	
IS	THE	GOVERNMENT	DISHONOURING	ITS	SOCIAL	CONTRACT	WITH	THE	PEOPLE	OF	SOUTH	AFRICA?
	
In	recent	developments	we	have	seen	the	South	African	Government	commit	to	provide	an	additional	R10.1bn	funding	for
the	proposed	restructuring	of	SAA.		The	airline	has	been	a	big	burden	on	the	State	with	it	not	making	a	profit	in	the	last	10
years.		Every	time	it	runs	out	of	the	cash,	it	goes	to	the	Government	for	another	bailout.		Effectively	throwing	money	at	a
loss-making	entity	each	 time	 it	 is	a	case	of	good	money	 following	bad.	 	The	question	has	 to	be	asked	 is	whether	South
Africa	actually	needs	a	national	airline?		The	Government	will	argue	that	 jobs	are	at	stake	but	that	misses	the	point.	 	The
discussion	needs	to	be	whether	there	is	sufficient	demand	for	the	routes	that	SAA	have	rights	to.		If	there	is	demand	in	the
absence	of	SAA	another	airline	would	fill	the	gap	and	jobs	would	be	maintained.		If	there	is	no	demand	then	SAA	will	continue
to	make	a	loss	and	the	Government	will	keep	throwing	good	money	after	bad.
	
This	is	just	one	example	of	poor	financial	decisions	being	made	by	our	Government	and	so	in	this	month’s	Financial	View	we
look	at	whether	the	Government	is	acting	responsibly	with	the	allocation	of	taxpayer’s	money.
	
In	her	1983	speech	to	the	Conservative	Party,	Margaret	Thatcher	the	then	Prime	Minister	of	the	United	Kingdom	famously
said,	 “The	 state	 has	 no	 source	 of	 money,	 other	 than	 the	 money	 people	 earn
themselves.	 If	 the	state	wishes	to	spend	more	 it	can	only	do	so	by	borrowing	your
savings,	or	by	taxing	you	more.	And	it’s	no	good	thinking	that	someone	else	will	pay.
That	someone	else	is	you."
“There	is	no	such	thing	as	public	money.	There	is	only	taxpayers’	money.”
	
Therein	lies	the	crux.		The	Government	is	not	spending	their	money.		It	is	spending	money	that	we	have	earned	and	given
them.		Every	South	African	contributes	to	the	coffers	with	everyone	paying	basic	taxes	such	as	VAT	and	contributing	to	the
Fuel	 Levy.	 	Employed	 individuals	 contribute	 additional	 funds	 through	 Income	 tax	 deducted	 from	 their	 salaries	with	 those
earning	more	contributing	higher	rates	of	tax.		As	we	all	contribute	to	the	fiscus	we	should	all	have	an	interest	in	how	these
funds	are	spent.	 	Any	 irrational	and	wasteful	spending	means	 that	we	will	need	 to	contribute	an	ever-increasing	amount.	
The	more	the	Government	needs,	the	less	the	people	will	have.		Government	borrowing	exacerbates	the	problem	because
each	year	more	of	the	tax	collected	goes	towards	interest	and	capital	re-payments	when	it	could	have	been	used	for	things
like	education	and	medical.		
	
In	the	original	2020	National	Budget	presented	by	the	Finance	Minister	Mr	Tito	Mboweni	revenues	from	taxes	was	estimated
to	be	R1.4trn	with	costs	at	R1.8trn.	 	Every	one	knows	that	 in	business	you	cannot	spend	money	you	don’t	have	yet	our
Government	doesn’t	bat	an	eyelid	 in	doing	so.	 	With	the	adjustments	to	forecasts	on	the	back	of	 the	Covid	pandemic	the
shortfall	 should	 increase	 to	R0.7trn.	 	 The	 only	way	 that	 this	 could	 be	 funded	 is	with	 South	Africa	 taking	 on	more	 debt.	
National	 Treasury	 have	 acknowledged	 the	 problem	 as	 the	 supplementary	 Budget	 included	 many	 negative	 statements
including	the	following	(highlighting	done	by	Magwitch).
	

“An	ever-increasing	share	of	tax	revenue	is	transferred	to	bondholders”
	
In	brief	monies	collected	in	taxes	from	us	is	going	to	repay	loans	that	Government	have	received	in	the	past	and	that	they
have	already	spent.		However,	in	its	current	structure	the	Budget	does	not	raise	enough	taxes	to	repay	the	interest	on	the
loans,	 let	alone	 the	capital.	 	Their	only	option	with	 the	current	 level	of	expenditure	 is	 to	make	 fresh	borrowings	 to	get	 the
funds	to	settle	existing	debts	that	become	due.		The	classic	case	of	a	debt	spiral.		At	this	stage	we	are	already	spending	the
tax	revenues	from	future	generations.
	
What	has	been	the	impact	of	the	Coronavirus?
	
The	Covid-19	pandemic	has	highlighted	just	how	fragile	the	situation	we	find	ourselves	in	and	how	incapable	or	unwilling	our
Government	is	to	act	to	rectify	its	spending	habit.		If	you	cannot	get	more	funds	in,	then	you	must	spend	less	is	Budgeting
101.		The	private	sector	has	been	decimated	with	business	closure,	loss	of	jobs	and	reduced	income	in	many	households.	
However,	in	the	public	sector	civil	servants	have	continued	to	receive	full	salaries,	whether	they	are	working	or	not.		In	fact,
it	 has	 gotten	 to	 the	 ridiculous	 stage	 where	 teachers	 employed	 by	 the	 State	 are	 not	 working	 (but	 being	 paid)	 yet	 those
employed	 in	 the	 private	 sector	 are	 working	 and	 teaching.	 	 Two	 of	 the	 countries	 top	 Scientists	 have	 indicated	 that	 the
Government	has	not	paid	any	attention	to	the	medical	advice	as	the	Government	is	“listening	to	unions	over	scientists”.		Ask
any	waiter,	any	barman,	and	restauranteur	whether	they	would	like	to	return	to	work	and	they	would	jump	at	the	offer,	yet
we	have	numerous	civil	servants	seemingly	finding	any	excuse	not	to	return	to	work.
	
So	where	to	from	now?
	
It	 is	 important	 to	state	 that	 in	our	opinion	 the	situation	 is	not	 irrecoverable	however	we	have	 to	acknowledge	 that	we	are
close	to	the	brink.		It	is	not	rocket	science	but	here	are	some	of	the	things	that	we	would	love	to	see	the	Government	take
action	on:
	

Closer	partnership	with	the	Private	Sector.		It	is	quite	clear	that	politicians	don’t	necessarily	make	good	financial
decisions.	 	Moody’s	 the	 large	credit	 rating	agency	said	 that	 it	 is	unlikely	 that	 the	South	African	Government	 can
reverse	the	spiralling	levels	of	debt	given	their	weak	track	record	of	fiscal	consolidation	in	recent	years.
Turn	off	the	taps	to	loss-making	State-Owned-Enterprises.		In	nearly	all	cases	they	enjoy	a	monopoly	within
their	sectors	(Prasa,	Eskom,	Denel,	etc).	 	This	should	put	 them	 in	such	an	advantageous	position	 that	only	mis-
management	and	corruption	could	cause	losses	within	their	businesses.		If	they	are	not	likely	to	turn	to	profit	in	the
hands	of	 the	Government	 then	 they	 should	be	privatised.	 	Something	 that	 you	 keep	having	 to	 pay	 for	 is	 not	 an
asset.
Stop	cadre	deployment	and	rather	employ	the	best	people	for	the	job.	 	 It	 is	common	knowledge	that	 there
was	no	flight	expertise	on	the	previous	board	of	SAA.		How	do	you	have	decision	makers	that	don’t	understand	the
intricate	detail	within	the	company	and	within	the	industry.
Root	 out	 corruption	 and	 prosecute	 those	 that	 are	 guilty.	 	 Part	 of	 the	 current	 frustration	 is	 the	 lack	 of
accountability	for	all	those	that	raided	the	state	coffers	(REMEMBER	THIS	IS	TAXPAYER	MONEY).		You	catch	a
few	of	the	bigger	perpetrators	and	that	will	be	the	deterrent	to	future	corruption.		Corruption	has	become	ingrained
as	a	culture	and	if	there	is	no	risk	of	consequence	what	is	to	stop	people	from	pilfering?
Link	wage	increases	to	inflation.	 	The	public	sector	wage	bill	has	 increased	by	66%	over	 the	 last	decade,	 far
outstripping	 increases	 in	 the	private	sector.	 	Currently	58%	of	 the	national	budget	 is	spent	on	salaries	with	many
millionaire	managers	(29	000	at	last	count).		A	large	part	of	the	problem	has	been	wage	negotiations	that	resulted	in
multi-year,	above	inflation	increases.
Focus	on	Foreign	 Investment.	 	 The	only	way	 to	 increase	 income	 is	 to	 for	 the	economy	 to	 grow.	 	A	 stronger
economy	will	mean	more	tax	revenues	through	a	greater	taxpayer	base.		We	need	to	be	attractive	for	companies	to
setup	operations	within	South	Africa.		The	nonsensical	economic	policies	that	may	frighten	away	big	money	needs
to	 be	 done	 away	with.	 	 Expropriation	without	Compensation,	Prescribed	Assets,	 etc	 are	 all	 populist	 talk	 that	will
scare	an	 investor	away.	 	We	need	desperately	need	the	 tax	revenue	so	put	a	hold	on	political	 talk	and	focus	on
growth.
Treat	 the	 taxpayer	 with	 more	 respect.	 	 Without	 taxpayers	 South	 Africa	 would	 become	 a	 failed	 state.	
Unfortunately	asking	a	public	servant	where	the	money	should	be	allocated	will	not	produce	any	meaningful	result
whilst	the	over-spending	of	it	has	no	consequence	for	them.		If	tax	revenues	decrease	then	reduce	the	wage	bill.		If
a	public	servant	 is	at	 risk	of	 losing	 their	 income	due	 to	a	bad	 financial	decision	would	 they	not	 take	more	 time	 to
make	the	correct	financial	decision?

	
As	we	mentioned	we	don’t	think	the	situation	is	irrecoverable	but	we	are	heading	towards	the	brink.		It	 is	up	to	all	of	us	to
voice	our	concerns	and	where	necessary	indicate	our	displeasure.		António	Gutteres,	the	UN	Secretary	General	summed	it
up	well	when	he	presented	at	this	year’s	Nelson	Mandela	Lecture.		He	stated	that,	“We	must	break	the	vicious
cycle	 of	 corruption,	 which	 is	 both	 a	 cause	 and	 effect	 of	 inequality.	 	 Corruption
reduces	and	wastes	 funds	available	 for	social	protection;	 it	weakens	social	norms
and	the	rule	of	law.”
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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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