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A credible budget that aims to soften the blow

Investors always hold their breath before Government’s Annual Budget, in anticipation of bad
news. However, the fiscal sinking ship has been steadied in recent years, and this year s Budget
continues that trend. SA recorded a primary surplus — revenue greater than expenditure,
excluding debt servicing costs — for the first time since 2009. That is another step in the right
direction, as are tax incentives for solar and Eskom s debt transfer. Like prior years, the Budget
continues to restore Treasury s credibility, and it paints a realistic trajectory for the next few
years that has been broadly welcomed by markets

South Africans are rightly sceptical.
After all, our leaders are quick to
make speeches, but very slow to
follow through on the promises
made therein. For example, we were
promised a Minister of Electricity at
SONA but two weeks later there is
no sign of him or her. Nor the long-
awaited cabinet reshuffle. So you
might be forgiven for dismissing the
Budget out of hand — just another
speech. So what? In fact, this
Budget continued the trend set last year — fiscal prudence,
predictable tax policy and tackling some of the elephants in
the room, notably Eskom.

From a market point of view, the Budget was broadly as
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SARS collected almost R94 billion more tax than expected
last year, mainly due to higher mining royalties on the back
of soaring commodity prices. The last two years have seen a
welcome reversal of trend after the Zuma Administration.

SPEED READ
Apart from small increases to sin taxes, no new
taxes were announced.
Expenditure is generally well contained but
spending on social grants and debt servicing
costs are consuming an ever larger portion
of the Budget. Debt servicing costs will grow
faster than any other item over the next three
years.
Tax incentives for solar — both corporate
and residential — are most welcome and
demonstrate, for the first time, some urgency
to mitigate the electricity crisis, as does the
Eskom debt restructuring.
This Budget reinforces our portfolio themes
of the supported consumer, reform and
infrastructure.

expected. Tax revenues were significantly higher than
expected, mainly due to higher corporate tax (mining
royalties). This meant that the budget deficit narrowed to
4.2% of GDP (from 4.6% last year) and better than the
deficit of 5% in the year before Covid. Furthermore, SA
recorded a primary budget surplus — defined as revenue
less expenditure excluding interest repayments — for the
first time since 2009. That is a definite step in the right
direction — current expenditure equals current revenue.
Maintaining a primary surplus is crucial to stabilizing our
fiscal debt over the medium term. However, it’s important
not to get too carried away. This surplus has been achieved
owing to record commodity prices. Those are unlikely
to be maintained given a slowing global economy, so we
shouldn’t expect the same level of tax outperformance next
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year as we have enjoyed over the past two years.

It was reassuring to note Government’s continued
commitment to prudent spending. There were inflation-
related increases to social grants, but no announcement on
the basic income grant (BIG) that has been debated so hotly.
But the SRD Grant (Covid grant) remains in place. 18.6
million people are receiving social grants in the country,
with another 8 million receiving the SRD grant. That will
cost R346 billion next year. Small provisions were made for
the wage bill but nothing that will scare markets and extra
funds were committed to infrastructure through Transnet
and SANRAL — essential for longer term growth.

Unfortunately, it’s not all good news. The interest bill
continues its relentless expansion. Debt-servicing costs
will reach 18% of total revenue this year — a staggering
R340.5 billion — and this will keep rising to reach almost
20% by March 2026. This is increasingly crowding out
private sector borrowing and will ultimately force interest
rates higher if unchecked.
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Despite an improvement in our overall debt trajectory, the cost
of servicing debt continues to rise. We will pay R340 billion in
interest payments this year.

The other big news was the long-awaited announcement
about the restructuring of Eskom’s debt, to the tune of
R254 billion over the next three years. Whilst this will
raise Government’s total debt (and the cost of servicing that
debt), we are encouraged that this restructuring comes with
four key conditions, namely that 1) Eskom has to prioritise
transmission and distribution expenditure; 2) it must
improve its energy availability factor (EAF); 3) these loans
can only be used to settle debt and interest; and 4) Eskom
must implement operation improvements as stipulated by
National Treasury. The bailout also came with two pledges
for further reform. Firstly, that Eskom, Treasury and DPE
will plan to build more transmission with “extensive private
sector participation.” This is really good news. Some of the
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The government is going to restructure Eskom’s debt, however
it comes with conditions attached, which is positive news.

delays now creeping into the renewables rollout is the lack
of sufficient transmission lines to areas like the Northern
and Eastern Cape. Addressing this is crucial to speeding up
the building of new generation capacity. Second, Treasury
has appointed an international consortium with extensive
experience to review the performance of all coal-fired plants
and advise on operational improvements. This is expected
by mid 2023. Once done, plants will be concessioned. That
implies that they will be partly privatized or leased to the
private sector which can operate them better. Citizens are
rightly sceptical, given that this coincides with effective
Stage 7 loadshedding, but if implemented, will be a major
step forward to resolving the crisis. Time will tell.

“Treasury has appointed an
international consortium with
extensive experience to review
the performance of all coal-fired
plants and advise on operational
improvements.”

From a personal point of view, the Budget contained no
negative surprises. Rather, there was modest good news:

1. Income tax brackets will be adjusted for inflation,
providing effective tax relief of over R15 billion.

2. There are solar incentives for residential customers for
spending on solar panels only (not inverters and other
equipment.) Each individual can claim 25% of the cost
of the panels up to a maximum of R15,000 against their
2024 taxable income.

3. Forbusinesses, the allowances are much more generous.
They can claim 125% of the value of the investment
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against the current year’s income, effectively a 34%
saving. This should spur businesses to accelerate plans,
thereby alleviating pressure on the grid.

4. The fuel levy will not be increased, and food
manufacturers will be able to claim back diesel rebates
for the next 2 years. This is the second year in a row that
the fuel levy has remained unchanged and is positive
for inflation, which in turn should moderate further
interest rate increases.

5. The threshold for transfer duty on property transactions
has been raised to RI1.1 million from R1 million
previously.

6. The thresholds for withdrawals from retirements funds
have been adjusted upwards.

In conclusion, this Budget does not alter our outlook for
the local economy, nor our focus on portfolio construction.
The rise in social grants and tax relief aimed at the lower-
income bands strongly supports our “supported consumer”
theme and the Budget continues to reinforce our other
themes around reform and infrastructure. Like prior years,
this Budget reinforces the view that SA has little wiggle
room — we are skating close to the edge — but the key trends
are improving and are a far cry from the scenarios painted

SA FUEL LEVY

400 Cents per Litre

350
300
250
200
150

100
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

The Fuel Levy has grown at an annual compound rate of 7.6%
over the past 16 years, far outstripping the rate of inflation. It is
a small, but welcome, relief that the levy will remain unchanged
for the second year in a row.

after the end of the Zuma Administration. Yet, as always,
the proof of the pudding will be in the eating. The
Budget says all the right things. Now government needs
to act with wurgency to implement its own
recommendations.

Hopefully the budget will bring sunnier skies to South Africa if it is implemented properly.
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Topic: The Mechanics of
Markets

Natal Midlands

Date: Thursday, 16th of March
Venue: Oasis Conference Centre,
Our next Insight seminar will delve into the mechanics 72 Main Road, Howick

behind markets, why share prices sometimes react Morning Time: 10am for 10.30am
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the way that they do, and how changing valuations can Evening Time: 5.30pm for 6pm

exaggerate those moves.

Johannesburg
Date: Tuesday, 14th of March
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
u H dH ) YouTub Road, Hurlingham
Afvard HOoUse s On TOUTUDE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP
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For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

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 (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. 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

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.
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https://www.facebook.com/HarvardHouseSouthAfrica
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