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Market Insight from the Harvard House Group

Thanks to the debacle over our finance minister in December 
of last year, the annual Budget was keenly anticipated, given 
its bearing on the future of our country. What do I mean by 
that? The change of finance minister precipitated a crisis in 
the country, and one that cannot easily be solved. Thanks 
to inconsistent policy, endemic corruption and ineffective 
leadership, the country has been on a steadily declining path 
for years. The change in finance minister was the last straw. 
The markets immediately priced in the possibility that the 
global ratings agencies would downgrade our sovereign debt 
to sub-investment grade, or “junk” status. The implication 
is that borrowing costs would escalate, leading to a vicious 
cycle of higher taxes, weak growth and higher debt. Once 
downgraded, it is a long climb back to respectability. 

Post the farcical State of the Nation address a few weeks ago – 
which contained some headline-grabbing statements but very 
little detail - the Nation and global stakeholders were looking 
to the Budget for answers as to how we are going to tackle 
some of our long term challenges. In that regard, the pressure 
on Minister Gordhan and the National Treasury was immense. 
Added to that, the Rand rallied hard in the days preceding 
the Budget, highlighting the market’s increasingly unrealistic 
expectations, which were heightened by the willingness of 
Government to engage with Big Business to seek solutions. 
There was no room for disappointment. In the end, the Budget 
was solid, making concessions on spending and raising taxes 

to shore up government finances. But it was light on structural 
reforms (privatisation, labour reform etc.) with only hints of 
changes to come.  Consequently, the Rand weakened sharply 
post the event, but we feel this is more a case of “buy the 
rumour, sell the fact” than a real disappointment with what 
was announced. In fact, we feel that the Budget will appease 
the ratings agencies, so it has bought us time to make further 
structural changes. But as is so often the case, much of the 
hard work is yet to come.

What did the Budget aim to achieve? In a nutshell, Minister 
Gordhan tried to walk the tightrope of avoiding a downgrade 
to junk status whilst still trying to generate some growth for 
our beleaguered economy. In that regard, Treasury plans to 
lower the expenditure ceiling, bolster tax revenue, actively 
manage fiscal risks from the State-Owned Enterprises 
(SOE), and limit growth in government salaries. These are 
all positive goals. There was also reference to more active 
private sector participation, rationalising SOEs and reducing 
waste and inefficiency. But the details were sparse, and hence 
our comment that whilst government has bought some time, 
there is no room for complacency. Concrete action will need 
to be forthcoming before markets will really start to give 
Government more credibility.

Let us get down to the nitty gritty of the Budget and how it 
affects you as consumers and investors.  The main point is the 
extra tax revenue that government hopes to generate – R18.1 
billion this year and a further R15 billion for each of the two 
years thereafter. Detail on spending cuts was limited, but 
reducing waste and corruption through the Chief Procurement 
Officer might yield surprising results. To try and make it 
more reader-friendly, we have broken the topics up into more 
digestible boxes. 

THE BUDGET: TOO 
MANY BALLS TO 

JUGGLE

Additional Revenue Amount
Limiting relief from fiscal drag R7.6 bn
Fuel Levy R6.8 bn
Excise duties (tobacco and alcohol) R2.3 bn
Other levies (Capital Gains, tyres, transfer) R1.4 bn

Total R18.1 bn

HOW OUR TAX WILL BE SPENT

Education 
16% 

Health 
12% 

Defence/Safety 
12% 

Tertiary Education 
5% 

Economic & 
Agriculture 

16% 

Settlement & 
Municipal 

12% 

Public services 
5% 

Social Grants 
11% 

Other 
11% 

A lot of tax goes on education, health and social grants, with the 
interest bill (see later comments) also consuming a huge chunk. 
Whilst money is being allocated to worthwhile areas, let us hope 
that it is spent efficiently.

SOURCE OF TAX REVENUE

Personal Income Tax 
37% 

Corporate Income 
Tax 
17% 

VAT 
26% 

Custom & Excise 
5% 

Fuel levies 
5% 

Other 
10% 

Personal income tax and VAT are the two main sources of revenue 
collection. We expected an increase in Capital Gains Tax, but were 
surprised that there was no change to Estate duty.
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IMPACT ON GOVERNMENT FINANCES

One of the biggest “fear factors” for South Africa from a 
ratings perspective is the Government’s debt position. Under 
the careful guidance of previous minister, Mr Trevor Manuel, 
South Africa had previously managed to reduce debt from more 
than 50% of GDP to a level of almost 20% of GDP. Arguably 
this occurred during a time of higher economic growth, but it 
was still a remarkable achievement. Unfortunately total debt 
has escalated since the Financial Crisis of 2008 to levels close 
to 50% again. 

Before this Budget, Government’s projections were for its 
debt to escalate to 50% of GDP again. However, with its back 
against the wall, Treasury had to balance the following risks:

• Rising interest rates and bond yields. Escalating 
inflationary pressures result in investors demanding 
higher compensation for risk in bond yields;

• Volatile capital flows due to wild currency swings and 
reaction to global events;

• A deteriorating economic environment with accelerated 
funding difficulties at state-owned companies, which 
could increase the cost of borrowing as well as the level 
of borrowing.

The Budget, through a combination of tax increases and 

spending cuts, projects that the ratio of Debt to GDP 
will stabilize at 46% over the next few years. This is an 
improvement from prior projections. How do we interpret 
this from an investment perspective?

The debt needs to be financed. There is nothing new here 
- all governments borrow money. The positive point is the 
reduction in the funding requirement, due to higher tax 
revenue and lower expenditure plans. At the end of the 

TAX HIKES

Government aims to raise an additional R18.1 billion this 
year through additional tax hikes. Encouragingly, tax hikes 
were not as pervasive as we had feared. 

We had feared that personal taxes would rise far more, with 
higher marginal tax rates for the top earners. In the end, there 
was marginal tax relief for low income earners, slightly higher 
rebates, but no adjustment for inflation for the wealthy. At the 
margin, this is a better outcome than we had anticipated. The 
flipside is that Capital Gains Tax has been raised. Previously 
the inclusion rate for individuals was 33.3% - that has been 
raised to 40%. In essence, this means that the maximum rate 
of capital gains tax is now 16.4% vs 13.7% previously. (Note 
that the annual exemption has been raised from R30,000 to 
R40,000 – the one hand giveth, whilst the other taketh away!)

The balance of the tax hikes come from higher fuel levies – 
the government striking whilst the oil price remains in the 
doldrums. Tax now makes up 37% and 45% of the cost of 

a litre of petrol and diesel respectively. “Sin taxes” rise as 
normal, and the government is introducing new taxes on tyres 
and fizzy drinks! There is nowhere to hide.

GOVERNMENT DEBT AS % OF GDP
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Government debt remains high vs GDP, coupled with low growth 
this leaves little room for sustainable government debt growth.

MARGINAL TAX RATES PER INCOME LEVEL
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There was some marginal tax relief for low income earners, but 
taxes are still well below where they were at the start of the century.
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SUMMARY AND CONCLUSION

In all, the Budget was less severe than we had anticipated. We 
feared multiple tax increases which did not materialize, and 
through marginal tax relief and social grants, the lower end 
of the economy will certainly receive some support – even if 
much of it is offset by the higher fuel levy. So the impact on 
the consumer has been mitigated which will certainly remove 
some of the pressure facing the economy in the near term. 

To the extent that the Budget has started to rebuild credibility, 
there may be room for the Rand to strengthen slightly, but we 
still maintain our long held view that the bulk of the Rand 
movement will be dictated by global events, rather than local 
factors. To this end, not much has changed recently, and we 
can expect global volatility to filter through to our local mar-
ket. But any Rand appreciation will limit the rise in inflation 
and reduce the pressure to raise interest rates further – positive 

current 3-year budget period, gross bond issuance will be at 
the lowest level since 2012. Furthermore, SA has a deep and 
liquid domestic capital market and its access to international 
borrowing continues to provide resources for government’s 
financing needs. Only 10% of South African debt is foreign 
denominated. An interesting statistic is that government will 
borrow R156 billion in the forthcoming year, whilst paying 
out R154 billion in interest on its accumulated debt! That 
highlights the need to reign in future borrowing.

How does this affect you, the investor? The lower funding 

requirement is positive for the bond market and should help 
to keep interest rates at manageable levels. Whilst we do not 
have much bond exposure in private portfolios, the Flexible 
Income Fund does invest in bonds. Lower bond yields imply 
higher prices, which benefits the Fund. 

Secondly, bond yields play an important role in the valuations 
of the listed property sector. Bond yields are used to value 
property as well as provide a benchmark for alternative 
income yields. Stable or lower bond yields should provide 
support to the listed property sector.

OTHER SNIPPETS

Apart from the items that we have already covered, we feel 
that it’s worth highlighting a few other interesting points.

1. There was no change to Dividends Withholding Tax, 
VAT or Company Tax. Whilst we feel that the rate of VAT 
should have been raised, there was a clear indication from 
the Budget that an increase might well come in 2017.

2. The amount spent on social grants continues to rise. R129 
billion was spent over the past twelve months, but this 
will rise to R140.5 billion next year (an increase of 9%) 
and R165 billion by 2019. 

3. A new band has been created for Transfer duty: properties 
over R10 million will be subject to a duty of 13%.

4. Government is hinting at privatisation and restructuring of 
state assets, but details were scarce. The only meaningful 
detail was the proposed merger of SAA and SA 
Express, under a new reconstituted board. Furthermore, 
government is seeking private sector participation in port 
and rail facilities. 

5. Government has caved in to the #feesmustfall campaign 
by allocating an extra R16 billion to higher education 
over the next 3 years, some of which is to eliminate 
student debt. On the other hand, only R1 billion has been 
allocated to drought relief. 

TRUSTS

Trusts have been under threat for some time, given the on-
going investigations from the Davis Tax Committee. The in-
dustry was fearing the worst, but the changes did not come 
in the anticipated areas.  The Budget focused on the use of 
trusts to avoid Estate Duty and / or Donations tax. To limit 
tax avoidance, government proposes to “ensure that the as-
sets transferred through a loan to a trust are included in the 

estate of the founder at death, and to categorise interest-free 
loans to trusts as donations”, which implies that they will be 
subject to Donations Tax of 20%. This is a major departure 
from existing policy with wide-reaching implications. Fur-
thermore, the Budget elaborated that further measures to limit 
the use of discretionary trusts for income-splitting and other 
tax benefits are still being considered. In line with changes 
to Capital gains tax, the effective rate of CGT for trusts rises 
from 27.3% to 32.8%.
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factors if they materialize.

Nonetheless, this Budget was not about growth, but rather 
about limiting the risk of a sovereign debt downgrade. We 
believe that it has achieved that goal – at least for the time 
being. But the outlook for our economy remains weak, and 
our projection of a tough year has not changed. A more posi-
tive mood may emerge should government follow through on 
some structural reforms, but only time will tell. For the time 
being, the market’s focus will shift back to reporting season 
where we will take our cue from unfolding global events. Un-
fortunately, volatility is likely to remain high, but read Nigel’s 
article for an alternative perspective on that.  

Finance Minister, Pravin Gordhan, has attempted a very tight 
balance to keep politicians, people and business happy.

This is the second draft of this article, 
which has been precipitated by the about-
turn in National Treasury’s intention to 
implement the T-proposals related to 
Retirement Products.  

The major intention of the new laws was 
to simplify the diversity of the retirement 
fund industry and harmonise the treatment 
of all vehicles both from a tax and 
retirement point of view. The about-turn 

has resulted in some amendments proceeding, whilst others 
have been suspended for two years. The pertinent points are 
as follows:

1. Going forward, all retirement vehicles are to be 
treated equally. Historically, Provident Funds were 
not tax deductible, but the eventual retirement benefit 
could be drawn fully as a lump sum (subject to tax). 
Company Pension Funds permitted employees to 
contribute up to 20% of their gross salaries as tax 
deductible contributions, while Retirement Annuities  
were limited to just 15% of non-pensionable income.  
 
From 1 March 2016, all retirement funds will enjoy 
identical deductibility. The previous proposal also 
changed the nature of the future benefit under all 

Provident Funds.  Currently, Provident Fund Members 
can withdraw the full value of their funds in cash (subject 
to tax). Treasury’s amendment provided that from 1 
March 2016 all contributions plus growth in Provident 
Funds would have to fall under the same rules as Pension 
Funds and Retirement Annuities. In other words the 
retirement fund value could be drawn in a maximum 
lump sum of one-third cash with the balance of two-thirds 
having to purchase a lifelong pension.  This proposal 
has been shelved for two years until March 2018, after 
which, if consensus with Labour cannot be reached, 
the entire position of deductibility will be reviewed. 

2. Contribution levels are to be capped at R350,000 per 
annum with a maximum deduction of 27.5% of the 
greater of Taxable Income or Remuneration. Previously 
the rules for the three different retirement vehicles could 
be described as unfair. A very simple example would be 
an employee who was a member of a fund that required 
a contribution of 12% of salary. This poor individual 
could claim very minimal additional deduction which 

UNDERSTANDING 
RECENT RETIREMENT 

REFORM

Robin 
Gibson

“The major intention of the 
new laws was to simplify the 
diversity of the retirement 
fund industry and harmonise 
the treatment of all vehicles 
both from a tax and 
retirement point of view.”
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The first oil crisis occurred in October 
1973, when OPEC raised the price of oil 
from $4 to $40, per barrel.  Saudi Arabia 
claimed that the 
UK Treasury 
made more out 
of taxation from 
a barrel of oil, 
than they made 
for mining it 

from under the desert sands.  42 
years later, oil is selling at $32 
per barrel….. 20% lower than in 
1973, and we have to ask ourselves 
whether that makes any sense.  The 
Chinese economy only started to 
take off in 1980, and has shown 
phenomenal growth over the past 
30 years. India, and many emerging 
markets have grown the size of their 
economies over the past 42 years.  It 
is not normal that oil is priced at $32 
per barrel.

Since 1973, there has been a simple 
equation: “Sharply rising oil prices 
equals global recession. Failing oil 
prices equals boom times. Cheap oil 
means that consumers gain all over 
the world.  It also means lower costs 

for business.” There is perceived to be a massive oversupply 
of oil in the face of low demand from weak economies.  The 
lifting of sanctions against Iran has added 500,000 barrels a 
day to the supply of oil.  The fracking industry, especially in 
USA, has added to supply.

Pure common sense dictates that this is an anomaly in the 
world economy that will correct itself, sooner or later.  World 
stock markets have surprisingly declined in tandem with the 

CONTRARY 
THINKING

Nigel
Porter

SECTOR COMPANY PEAK PRICE PRICE (24/2) % DECLINE 
FROM PEAK

Industrials
Aspen 44300 27978 -37%
Datatec 7709 4525 -41%
Imperial 22400 11679 -48%
MTN 26007 12905 -50%
Mr Price 28250 15500 -45%
Naspers 223300 181478 -19%
Shoprite 20637 14900 -28%

Financials
FirstRand 5800 4430 -24%
Nedbank 27102 18370 -32%
PSG Group 28200 16460 -42%
Sanlam 8101 5223 -36%
Standard Bank 17625 10895 -38%

Property
Growthpoint 3050 2398 -21%
Hyprop 13050 10554 -19%
Redefine 1268 1016 -20%
Vukile 2030 1620 -20%

put him/her in an unfair position to an entrepreneur, for 
example, who earned the same income, but could buy 
a Retirement Annuity and claim a 15% tax deduction.  
 
Under the previous legislation the maximum deduction of 
15% would imply that the R350,000 proposed Retirement 
Contribution Cap would be reached at an annual income of 
R2,300,000. This Cap will now be reached at the maximum 
deduction rate of 27.5% for an individual earning R 
1,272,000. In effect anyone earning in excess of the R2.3 
million is prejudiced or limited on the amount which they 
can contribute and enjoy a tax deduction, compared to 
previous legislation. The one positive however is that 
any contribution in excess of this limit may be used 
to enhance the tax free lump sum limit at retirement.  

3. At retirement, any Pension Fund or Retirement 
Annuity under the value of R247,500 will not be 
required to be split one-third/two-thirds but may be 
taken as cash subject to Retirement Fund Tax limits 
and tables (this figure was previously R75,000).   
 
There seems little doubt that the Government is doing 
all it can to appease its considerable working class voter 
base.  Amendments perceived to be detrimental to the 
working class (the annuitisation of Provident Funds) have 
been suspended, whereas those prejudicing High Net 
Worth individuals (Retirement Contribution Cap) have 
proceeded. These changes are likely to affect a very small 
portion of our client base, hence we view them on the 
whole as positive amendments to the Retirement industry.
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Over the years, we, being Harvard House, have been blessed 
to have expanded our footprint and reach beyond the rolling 
hills of the Natal Midlands. We have for some time had an 
active client base in Johannesburg, and one that continues 
to grow steadily through word of mouth. That said, we are 
acutely aware that our response time and service to clients in 
the Gauteng area is often slower than we would like. To this 
end, we have been actively seeking options to establish a more 
permanent presence there. 

It is therefore with great pleasure that we inform you that 
Bruce Fannin will join our Financial Planning team on the 1st 
June 2016. Bruce will be based in Johannesburg and will head 
up our Johannesburg branch.

Bruce is currently an audit partner at Deloitte in Johannesburg 
and has always had a passion for advising and assisting 
clients. Bruce commenced his articles in February 1976 
with one of the Deloitte predecessor firms in Durban. After 
completing his articles he left the firm for a few years, but 
returned to join the Nelspruit office in 1988. He was admitted 
as a Partner in September 1989. At the end of 1999 he moved 
to Johannesburg to join Entrepreneur Services, which he 
successfully led from 2002 until 2009.  In 2009 he was asked 
by the firm’s Executive to move to Cape Town to become 
the Regional Leader of the Western Cape. It was during this 
time that the Cape Town office relocated from Newlands to its 
current offices in Cape Quarter and much restructuring of the 

business was undertaken to successfully position the Western 
Cape practice for the future.

Bruce returned to Johannesburg in 2013 with a desire to be 
more involved in a client-facing role. During the course of his 
tenure as a Partner, Bruce successfully served many clients 
across various industries.

Bruce is married to Heather, has four married children and 
five grandchildren. He has a passion for watching sport, is an 
avid Sharks supporter and plays Grand Masters Hockey for 
South Africa.

We are delighted to have a person of such a high calibre 
join our team. We wish Bruce all the best as he closes one 
successful chapter and opens another. 

Peter Smith
On behalf of the Board of Directors

JOBURG, 
HERE 

WE COME!

price of oil.  It all appears to add up to a really depressing state 
of affairs, and human psychology appears to succumb quite 
easily to this.

Enter the contrarian thinker, who can see optimism in the 
current circumstances.  Just consider some of the quotes from 
world-class portfolio managers:
• Buy shares in times of great pessimism.   Stocks offer 

better value in depressed times, than in boom times.
• All investors have the brainpower to make money in 

shares.  Not everyone has the stomach to withstand falling 
prices.  Do not succumb to the fear factor by selling quality 
shares at attractive valuations.

• Shares beat the returns from cash 95% of the time.  Trying 
to “time” the markets is risky, and the best strategy is just 

to hold quality shares through the dips.
• In volatile markets, the baby is often thrown out with the 

bath water.  If you can invest in future winners at attractive 
prices because the market has lost its head, grasp the 
opportunity.

We believe that most, if not all, of these shares will increase 
their dividend payments to shareholders for the reporting 
period ended 31 December 2015. They offer much better value 
than they have done in the past 6 – 12 months. Clients should 
not be surprised to see some quality shares being selectively 
added to their portfolios.  It is not all “gloom and doom”, and 
times like this offer opportunities to buy shares at their most 
attractive valuations in three years.

2016 will mark the first year that Harvard House Group will have a 
permanent presence in Gauteng, with the opening of JHB branch.
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For more information on the range of products and 
services offered by Harvard House Investment 
Management and its associated companies (including 
Harvard House, Chartered Accountants), or for any 
financial advice, please contact the Company at:

Given the shenanigans relating to our Finance Minister 
in December and the loss of credibility with foreign 
investors, our next seminar will focus on the Budget 
that will be presented at the end of February and the 
steps that Government intends to take to rebuild and 
restore our credibility. This is crucial if we are to stem, 
and indeed reverse, the outflow of foreign investment.  

Please RSVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za. Please note that we will host 
two seminars in Natal – one morning session and one 
evening session in order to alleviate congestion and 
make the events more accessible. Both seminars will 
take place at Fernhill Hotel.

INSIGHT SEMINARS:

Disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management 
(Pty) Ltd , Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants 
(collectively known as the Harvard House Group), do not warrant its completeness or accuracy.  Opinions, estimates and assumptions 
constitute our judgment as of the date hereof and are subject to change without notice.  Past performance is not indicative of future 
results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts 
no liability whatsoever for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of 
this newsletter. The contents of this newsletter does not constitute advice as contemplated in the Financial Advisory and Intermediary 
Services Act (FAIS) of 2002.
 
The Harvard House unit trusts are registered under the Boutique Collective Investments.  Custodian: Standard Executors & Trustees:  
Tel (021) 007-1500.  Collective Investments are generally medium to long term investments. The value of participating interests may go 
down as well as up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and 
can engage in script lending.  Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost.  
This fund may be closed to new investors.  Collective Investment  prices are calculated on a Net Asset Value basis and auditor’s fees, 
bank charges, trustee and RSC levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to 
bridge insufficient liquidity.   Boutique Collective Investments is a member of ASISA and is an authorised Financial Services Provider.  
Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please 
contact:  Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:  clientservices@bcis.co.za.  For your information, the 
FAIS ombudsman provides an independent and objective advisory service.  Should you not be satisfied with the outcome of a complaint 
handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470 9080/99.  Fax (012) 348 3447.  Email:  info@faisombud.co.za
 
Harvard House Investment Management (Pty) Ltd*, Licence no: 675   Harvard House Insurance Brokers*, License no.  44138 
 
Harvard House Financial Services Trust*, Licence no: 7758  * Authorised financial service providers in terms of FAIS (2002)

NATAL MIDLANDS
Topic: Rebuilding South Africa’s 

Credibility
Date: 29th of March
Venue: Fernhill Hotel

Midmar / Tweedie  Road
(almost opposite entrance to 
Midmar

Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

HARVARD HOUSE GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:


