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Despite the tough economic environment where major parts of the developed world
are going through strict austerity measures, we are grateful that the Finance Minister
delivered a well balanced budget for the nation. South Africa’s strong fiscal and
financial position has provided the minister with the flexibility to increase expenditure
and investment while maintaining a reasonable budget deficit. Of significant
importance, areas such as poverty relief are being addressed while initiatives around
job creation have increased.

Economic Overview

While the developing economies continue to show robust economic growth
(Developing Asia is expected to grow by 7.3% and Sub Saharan Africa by 5.5%), the
global economic growth forecast has slowed from 3.8% in 2011 to 3.3% in 2012,
mainly due to the recession in Europe which is expected to show negative growth
during the year ahead. As noted during the past few years, South Africa should
continue to increase and develop its trade relationships with the developing world
due to their anticipated faster economic growth.

South Africa averaged about 3% growth per year since 2009. However, due to the
slowdown in the global economy, this growth rate is expected to fall to 2.7% in 2012.
A key concern for the country however, remains its unemployment rate which
although reduced from 25% to 23.9% over the year, still remains relatively high. The
budget did place, once again, a key focus on job creation with many infrastructure
related projects being underway and expansion of various incentives and Special
Economic Zones which should assist in further job creation over the next few years.

The consumer is likely to face a tough environment with rising inflation that has been
projected to average 6.2% in 2012 which is above the target set by the Reserve Bank.
However, some relief is being provided to consumers to lessen this impact through
the reduction of income tax.

Government Expenditure

Government expenditure over the year increased by 8.8% to R 979bn (32.5% of
GDP). A major portion of this increase has been towards infrastructure related
programs amounting to R 846bn over the next few years. Of this amount, R 300bn
has been dedicated towards energy (Eskom) and R 246bn has been allocated
towards transport and logistics (Transnet). A key focus of the government is to ensure
that South Africa increases its competitiveness by reducing the cost for businesses
and lowering the cost of living for its citizens through efficient public transport.

Government is also encouraging private sector participation in these various
infrastructure projects leading towards job creation and economic growth.

Two other areas of focus are education and healthcare where expenditure on
education has increased by 6.2% to R 207bn and on healthcare by 7% to R 121bn.

Mention has also been made of the National Health Insurance (NHI) which is to be
phased in over 14 years from 2013. The first year is anticipated to cost R 6bn which
is expected to be funded through either VAT, employer contributions, surcharge on

income tax or a combination of all three.

While total expenditure is rising, the budget deficit has reduced from 5.5% in 2011 to

4.6% this year. Government debt as a percentage of GDP is anticipated to increase
to 33.3% from 29.7% in 2011. The rise in government debt will be funded through

local and offshore borrowings. Of significant importance to the Islamic finance

industry, USD 500mn of a total of USD 3bn offshore borrowings will be raised through

the issue of Islamic bonds (Sukuks) in the year ahead. This lays the platform to
establish South Africa as the centre of excellence in Islamic Finance in Africa.

Social Spending
The government continues to focus on alleviating poverty and reducing the

inequality prevalent in our society. This trend has continued with rising expenditure
on social and pension grants as noted below:

Change in Social Spending 2011/2012 | 2012/2013
change
53

Old Age Pension & Disability Grant R1,140 R1,200

Old Age Pension & Disability Grant R1,160 R1,220 5.2
(individuals over 75 years)

Foster Care Grants R740 R770

Child Support Grant R270 R280

While this increase in social expenditure does provide some relief to the poor in the
short term, it is important over the long term to ensure that recipients of social
grants are incorporated into the job market. This ensures that the economy and the
tax base grow and that we avoid a scenario as currently being experienced in
Europe (Greece, ltaly, etc).

Tax Proposals

While income tax is being increased in many developed world countries, our
minister announced today an income tax relief to individuals of R9.5 billion largely
aimed at low to middle income groups. The primary rebate has increased to R
11,440 which means individuals earning less than R 63,556 per annum will not pay
any tax. In addition, the government has provided tax relief for small businesses by
lowering their tax rate from 10% to 7%. This should encourage entrepreneurship
and job creation in South Africa.

While government has provided some tax relief, this has been balanced by
increases in certain other taxes. Capital gains tax for individuals and special trusts
increased from an effective maximum tax rate of 10% to 13.3% and for companies

and other trusts from 14% to 18.7%. This will have a significant impact on

speculators but will also encourage long term savings. The abolishment of
Secondary Tax on Companies (STC) from 1 April 2012 has led to the introduction
of dividend tax. Importantly while STC was 10%, dividend tax will be implemented

at 15%. Pension funds however, are exempt from this dividend tax.

Indirect taxes have increased with a focus on sin taxes. The important changes are
noted below:

CHANGES IN SPECIFIC EXCISE DUTIES

Product 2011/2012 2012/

General Fuel levy (Cllitre) 177.5
Road accident fund levy (Cllitre) 80.0

Electricity levy (C/kWh) 25

CHANGES IN SIN TAXES

Product 2011/2012 2012/2013

Cigarettes (R/20 Cigarettes) . 10.32
Spirits (R/750ml bottle) R36

Malt Beer (C/340ml can) 101

Financial Sector Reforms

In line with government’s focus of encouraging savings, tax preferred savings and
investment accounts are proposed to encourage a new age of savings where
returns and withdrawals will be tax exempt. This will be limited to R 30,000 per
annum and a life time maximum amount of R 500,000. The implementation of this
scheme is scheduled for 2014. Continuing with retirement fund reforms,
government has increased the deductable amount per annum for retirement
contributions to R 250,000 per annum for persons under the age of 45 and R
300,000 per annum for persons over the age of 45.

Conclusion

The 2012 budget appears to have provided a balance between poverty relief, job
creation and maintaining fiscal and financial stability. The key focus of investing in
our roads, railways and ports lays the foundation for increasing South Africa’s
competitiveness, improving ease of doing business and unlocking our true
potential over the medium to long term.
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