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SA ECONOMY IN TROUBLE…
Watching our recent State of the Nation Address (SONA) 
was both sobering and tragic! Thank goodness for PVR, 
as I was able to pause the long winded and disgusting 
behaviour of Malema and his band of thugs (whose 
clear intention it is to grab attention as they have noth-
ing constructive to add) and get on with the real busi-
ness of the day, i.e. hear what Ramaphosa has planned 
in order to save us! 

Unfortunately, it seems as if Ramaphosa is not able or 
willing to make the hard decisions. He has to choose 
jobs over policy, reconciliation over racial populism, 
stand up to the unions and shed jobs, stop bailing out 
SOE’s, cancel the proposed NHI and stop forging ahead 
with land expropriation with compensation, and most 
importantly put the country first before his ANC party!

South Africa has now run out of time. Tito Mboweni, 
our finance minister, will be bringing in tougher tax 
measures, but this is not a sustainable and workable 
solution over the long term. Our tax base is shrinking at 
an alarming rate, and we are once again seeing a mas-
sive exodus of skills and wealth. 

So, what to do… If you go back into our 
newsletters, we have consistently advised  
clients to build up their offshore portfolio’s.  

Below is the very advice we shared back in our October 
2015 newsletter. Since then the Rand has weakened 
further from R13.13 to R15.14 to the Dollar, and over 
the past five years our JSE has yielded a poor 3.70% 
per annum versus the MSCI World Index which has re-
turned 14.24% over the same period. 

So, what is one to do? “October 2015”
In order to protect oneself from this continuous slide 
and the subsequent demise of one’s worldwide person-
al wealth it is imperative that you diversify your portfo-
lio by investing offshore. With the recent relaxation of 
exchange controls one can invest up to R1 million per 
annum without tax clearance and a further R10 million 
per annum subject to tax clearance. In addition to this 
one can invest locally in asset swap unit trust funds. 
Don’t procrastinate! 

11 alarming charts that show the South African 
economy is in deep, deep trouble

•	 The economy is in a very bad place at the moment, 
with government finances and households stretched to 
the limit.
•	 Load shedding is wreaking havoc on growth, 
and thousands of job cuts look set to worsen the  
unemployment crisis.

Very shortly, finance minister Tito Mboweni will pres-
ent the national Budget amid the grimmest econo-
my in a long time. Judging from recent data, there is 
a very slim chance that the economy actually grew 
in the last quarter of 2019, which means that South 
Africa was in recession in the last half of the year.  
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Manufacturing is faltering

Source: Statistics SA

Last year, South African factories manufactured less 
than in 2018 - and things got worse towards the end of 
the year, data from Statistics SA shows. Manufacturing 
production in December was almost 6% lower than a 
year before, with factory output in the vehicle industry 
down 25% from the previous year.

Land freight is plunging

Source: Economists.co.za

The value of land freight - a clear indicator of business 
activity - declined at its deepest rate since March 2009 
in the last quarter of 2019, reports Schüssler.

Eskom’s ability to generate electricity is at its weak-
est level in 17 years.

Source: Statistics SA

And 2020 is off to an unpromising start, with load 
shedding and the coronavirus extinguishing any hope 
of stronger growth. Things are very scary right now in 
the economy, says Mike Schüssler of Economists.co.za. 

Here are some of the biggest concerns:  

Government is spending R25 billion more a month 
than it is getting in

Source: Economists.co.za

According to a report by Schüssler, government’s 
monthly tax revenue minus its total expenditure has 
now reached a deficit of R25 billion a month. (This is a 
smoothed, average rate over 12 months.) State coffers 
are being drained by constant bailouts of state-owned 
enterprises like Eskom and SAA, and the weak economy 
has choked government’s tax income. 

Gross government debt has now reached 61% of the 
GDP - from only 24% a couple of years ago. Including 
the loan guarantees it has provided for debt-stricken 
SOEs, government debt has now reached 72% - a new 
record.

Source: Economists.co.za

This means that government has no money to stimu-
late the economy, and that higher taxes will probably 
be announced in next week’s Budget - with a further 
detrimental impact on the economy.
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According to a graph compiled by Schüssler, using data 
from Statistics SA, electricity production has reached its 
weakest levels in years. While independent producers 
are picking up some of the slack, Mineral Resources 
and Energy Minister Gwede Mantashe has warned that 
load shedding will remain on the cards for at least the 
next two years. Load shedding costs the economy from 
R1 billion to R5 billion a day, according to various esti-
mates.

The construction industry is severely depressed

Source: Statistics SA

The sharp downturn in building plans shows that there 
is very little property development happening in South 
Africa. A new report by the South African Property 
Owners’ Association (Sapoa) shows that office devel-
opments have slowed to the weakest rate since 2006 
– it has halved in the last 18 months, with only 247,000 
square metres under construction.

Almost half of people in the Eastern Cape, Free 
State and Mpumalanga are now unemployed....

Source: Statistics SA

... and the number of unemployed South Africans is 
now double the entire population of New Zealand

Source: Johann Biermann/Grafiek Retoriek

If the number of unemployed people in South Africa 
were a country, they would be the 88th largest coun-
try in the world (out of 235 countries),  says indepen-
dent analyst Johann Biermann. And the unemployment 
crisis looks set to get even worse after companies like 
Telkom, Glencore, Aspen, Samancor, Dion Wired and 
Sibanye-Stillwater announced deep job cuts in recent 
weeks.

The coronavirus could hit South Africa hard

According to research by Bloomberg Economics, South 
Africa will be one of the top ten worst affected coun-
tries by the coronavirus. China is South Africa’s biggest 
export market, with almost R180 billion in South African 
goods exported there last year. Nedbank has calculated 
that a 10% decline in exports from South Africa to China 
could hit GDP growth by 38 basis points. 

But that’s not all: the South Africa tourism sector could 
also be at risk of losing R200 million in foreign curren-
cy spending – and 1,000 jobs, due to the impact of the 
coronavirus on Chinese tourism, according to a new es-
timate from PricewaterhouseCoopers.
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Inflation is heating up - leaving less scope for  
interest rate cuts

Source: Statistics SA

The latest inflation numbers, for January, climbed to the 
highest level in seven months - due in part to the im-
pact of pricier fuel.

This is still weaker than economists expected, but it 
may give the SA Reserve Bank pause when it considers 
whether to lower rates further when it meets again in 
mid-March. The monetary policy committee is already 
jittery about the impact of the expected Moody’s down-
grade on the rand. 

Consumers are increasingly relying on short-term 
loans and credit cards to get by

Source: Absa

Unsecured credit (personal loans and credit cards) is 
growing fast as households are struggling to keep up 
with rising expenses and weaker incomes. One of SA’s 
biggest debt counselling groups, DebtBusters, has seen 
a 50% increase in unsecured lending among high-in-
come earners over the past four year.

Source : Business Insider SA
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INDUSTRIAL REVOLUTION. 

It is very important for us as a country to consider how 
technology is shaping the world around us. On a daily 
basis we focus on such fundamental issues that I feel 
it’s easy for us as a country to fall behind what people 
are calling the fourth industrial revolution. Alongside 
basic needs being addressed for people and communi-
ties, we would do well not to take our eye off the tech-
nology ball to remain relevant. Below is a well written 
piece which frames this. 

International approaches to consider

Having decided a few years back that they wanted to in-
vest heavily in digital blockchain, Singapore offered big 
incentives to companies looking to set up innovation 
and digital hubs within the country. As a result, they 
have gained access to some of the latest technology 
available, thus gaining a competitive advantage in the 
4IR (Fourth industrial revolution).

Within an African context, Angola is taking a similar  
approach and looking at offering incentives to compa-
nies involved in research and development, especially 
regarding technology.

And in 2017, the UAE appointed their first State Minister 
for Artificial Intelligence, tasked with investigating how 
to integrate artificial intelligence (AI) into all aspects of 
society and the economy, from transport and health-
care to immigration and tax collection.

These are all examples that South Africa could draw on 
with a view to furthering our own technological devel-
opment.
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Leapfrogging ahead

One of the challenges we face as a country is that we 
are desperately playing catch-up in the development of 
infrastructure.

This disadvantage also presents us with certain oppor-
tunities. We need not be bound by legacy but have the 
freedom to put innovative solutions into place right 
from the start – for example, by investing in solar pow-
er and other alternative energies, which will be more 
renewable and sustainable, rather than building coal-
fired plants. Or, rather than rolling out fibre across the 
suburbs to improve internet access – as SA is current-
ly doing – we could look towards establishing satellite 
stations to provide connectivity to the entire country, 
without having to roll out expensive infrastructure on 
the ground.

In short, the decision is: do we invest in following in the 
footsteps of the rest of the industrial world, or do we 
take a bolder approach and invest in innovation and 
digital technology to leapfrog what might now be re-
dundant steps in our current development plans?

Addressing the basics

What we’re seeing in the markets suggests that AI, 
digitisation and other technological innovation offer a 
means to solve critical issues economically and more 
effectively – from the provision of clean water and en-
ergy to healthcare, defence, roads, traffic management 
and beyond.

Similarly, with regard to healthcare, current thinking 
is to build clinics and hospitals to increase population 
penetration. It no longer makes sense to invest these 
amounts in physical structures, as opposed to say, in-
vesting in applications that provide healthcare to the 
masses through digital technologies and AI (e.g. the 
Veinfinder app).

When it comes to service delivery across the country, 
integrating technology offers a means of reducing the 
potential for fraud and mismanagement, thus holding 
out the possibility of improved delivery and less money 
lost to corruption.

And within the education sector, investing in extending 
and upgrading internet connectivity and increasing stu-
dents’ access to education via digital platforms, pres-
ents a means of providing education widely and more 
cheaply.

In short, innovation and technology can be used to find 
cheaper, more effective solutions to most problems, 
and those solutions may well be exportable to other 
countries. However, we need a forward-thinking ap-
proach from government to enable an environment 
that is conducive to developing and implementing such 
solutions.

Step up or lose out

Given that South Africa has many pressing issues, em-
phasising investment in innovation and technology 
may appear to be a case of putting the cart before the 
horse. On the contrary, I believe that it may be a more 
effective way to tackle exactly these issues.

If South Africa does not take the right steps in terms of 
getting the right levels of investment and offering in-
centives and tax breaks to companies investigating and 
developing new technologies, we will lose our best peo-
ple within the digitisation space – which from all per-
spectives, is currently a purely global market –  to other 
countries. Eventually, we will end up buying these same 
skills and services back, presumably at great cost.

At the same time, investing in technological develop-
ment is necessary in order to keep SA relevant over the 
long term. Around the world, the vast majority of all 
patents relating to AI have been issued either from the 
US or China, fuelling talk of an “AI war”. Many believe 
that the country that wins that war will ultimately con-
trol the world. We fail to remain relevant at our peril.

Government, therefore, needs to be forward-thinking 
in the way they use public funds with regard to tech-
nological development, and this requires a long-term 
plan. South Africa is at a crossroads, and it all comes 
down to leadership: Do we have a government that 
leads us down the beaten path, or do we have a bold 
government that embraces the technological age? Only 
time – and the forthcoming budget speech – will tell.

This article was written by Nevellan Moodley, Head of Fi-
nancial Services Technology, BDO South Africa

ROSS CAMPBELL
PRIVATE WEALTH MANAGER
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It is often said that there are no right or wrong invest-
ments but rather appropriate and inappropriate invest-
ments. Much has been written about tax-free savings 
and investment accounts (TFSAs) and there was con-
siderable excitement when these vehicles were first 
launched. While they do offer novel benefits, as with 
any other investment vehicle, they are designed for a 
specific purpose and should not be viewed as a one-
size-fits-all solution.

As a brief reminder, you are entitled to invest up to 
R33,000 per year into a TFSA and your contributions are 
capped at a lifetime limit of R500,000.

When not to use a TFSA

TFSAs are not intended for short-term savings. You 
would only benefit meaningfully from the tax-free 
treatment of money in the TFSA once the value of the 
investment is enough to exceed the annual interest ex-
emption and capital gains exclusion.

For instance, the current capital gains tax exclusion is 
R40,000 per year. If you chose investments with strong 
capital growth it could potentially exceed the capital 
gains exclusion within five years. Thereafter, you would 
be better off having this money in a TFSA than else-
where.

Consider that the current annual interest exemption 
for people below age 65 is R23,800 per annum and that 
this is not going to be increased in the future. If you 
are younger than 65 and select only interest-bearing 
funds earning, for example, 6% per annum, the fund 
would have to be worth R396,667 before the interest 
exemption is exceeded. It would take you just over 10 
years to reach those levels of investment in a TFSA if 
you invested R33,000 per year into interest-bearing as-
sets earning 6% pa.

When to use a TFSA

The use of tax-free savings and investment accounts is 
appropriate in the following circumstances:

Achieving long-term investment goals.

Saving for retirement when your income is below the 
income tax threshold, and you’ll consequently not en-
joy any personal income tax relief from contributions 
made to retirement funds.

Topping up retirement savings over and above the 
maximum amount per annum (namely R350,000) that 
one can receive tax breaks on. Given that most South 
Africans are under-funded for retirement, there is a 
need for most working people to play catch-up and 
contribute more than the deductible limits in retire-
ment funds. It is generally recommended that investors 
make use of all the tax breaks available for retirement 
funding investments before using their TFSA allowance. 

This is in line with the government’s objective to “com-
plement initiatives and incentives to promote retire-
ment savings.”

Saving for retirement when you are uncertain about 
your long-term income or job security and therefore 
may need to access the capital if you become unem-
ployed.

Saving for retirement if you are uncertain as to whether 
or not you will emigrate, in which case you may want to 
realise the investment to expatriate your capital should 
you leave.

In short, income taxpayers will benefit from this “mini 
tax haven” in the long term as it will dilute their over-
all tax rate over their lifetime. Couples stand to gain 
a double benefit as a household if they both invest in 
TFSAs for the long term. This same principle applies to 
families: each member of a family (including children) 
can invest up to R33,000 per year, meaning that par-
ents can invest in their children’s names for the long 
term. Consider, though, that each child has a R500,000 
lifetime limit and if the parent uses some of the child’s 
lifetime limit then the child is denied the opportu-
nity as an adult him/herself. A minor or adolescent 
child is likely to be below the income tax threshold. 
This means that an investment in the child’s name is 
likely to be tax free anyway. In this case, then, there 
would be no additional advantage to using a TFSA. If 
the child withdraws the investment before they start 
to pay tax, then some of their lifetime limit has been 
wasted in a season of life when they got no addi-
tional tax benefit out of having the money in a TFSA. 

High Net Worth (HNW) investors may find this especial-
ly beneficial should any additional wealth tax on invest-
ments be introduced in the future. Even though a fully 
utilised TFSA (due to the annual and lifetime contribu-
tions limits) may only form a small proportion of a HNW 
portfolio, it would still dilute the HNW individual’s - or 
their family’s - overall tax rate somewhat and contrib-
ute to a tax saving nonetheless.

Sourced from Mayaonmoney.co.za


