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    	Transcription of Learnership Tax Incentive Review - National Treasury


        
    	1 Learnership Tax Incentive Review Economic Tax Analysis chief directorate September 2016. Learnership Tax Incentive Review September 2016. Contents 1. Executive Summary .. iii 2. Experience with skills-based training programmes .. 1. 3. Learnership tax Incentive - Tax statistics .. 3. 4. The 2016 ETI/ Learnership tax Incentive survey .. 11. 5. Key policy 21. 6. Recommendations .. 26. ii Learnership Tax Incentive Review September 2016. 1. Executive Summary Ensuring our citizens are employable With unemployment levels just above 26 per cent, South Africa's priority is ensuring its citizens are This requires improving skills' levels and ensuring that skills are relevant for current and future job opportunities. Improving employability and employment levels will enable more people to participate in the labour market, thus empowering them financially. Empowering our citizens to participate in the labour market will enable a shift away from dependence on social grants or transfers from government.
2 At a recent G20 Tax Symposium, a key theme was Tax policies for innovation-driven and inclusive growth. Advancements in technology and innovation are critical for driving productivity and growth, but incentivising innovation and research and development is only likely to be successful if coupled with a certain level of human capital. There is a potential tension between spurring innovation and achieving inclusivity ensuring that all citizens are suitably skilled to participate in the economy and benefit from economic growth. Technological improvements can have consequences for the distribution of (i) income, and (ii). opportunities to participate in appropriate education / training programmes and the labour market. A new OECD (2016) study, The Productivity-Inclusiveness Nexus, considers this trade-off in With technological advances bringing about many changes in the work place, there is a lot of discussion globally on the issue of many jobs being made redundant.
3 Technological advances can lead to a shifting of income from workers to owners of capital or intellectual property (as Capital by Thomas Piketty shows), but also have the potential to create a mismatch between the skills taught in higher education facilities and those needed for future jobs. Martin Wolf wrote two relevant articles, where one subtitle is: The prospect of far better lives depends on how the gains are produced and distributed .3 This does not mean there should be a global shut down in technological improvements there is no question that we need to continue innovating. Innovation has changed lives on the African continent. People can now send money to each other using their cell phones and advancements in solar power have enabled many households to switch on a light for the first time, rather than relying on candles / paraffin. Of crucial importance is how societies adapt to ensure that the benefits of innovation are inclusive.
4 This is likely to require policies that help people to adapt to the changing economy. Up-skilling . people with required skills is likely to lead to complementarity in technological advances, growth and employment so that the benefits of growth are more evenly shared. Improving the prospects of employability requires strategic thinking about reskilling people to ensure that they are employable and that their skills set matches requirements of emerging and future job opportunities. Private sector has an important role to play. A Financial Times special report, entitled The Work Revolution, states: In a call to action, the World Economic Forum says many big businesses have been slow to act decisively to address the challenges ahead. Only 53 per cent of the human resources 1 The official unemployment rate is even higher for those aged 15 to 34 ( per cent), and the official definition does not include those who are discouraged from seeking work (Stats SA Quarterly Labour Force Survey, July 2016).
5 2 Available: en#page1. 3 Wolf, M. (2014), If robots divide us, they will conquer. [4 Feb 2014] Available: 00144feab7de];. Wolf, M (2014), Enslave the robots and free the poor. [11 Feb 2014] Available: 00144feab7de]. iii Learnership Tax Incentive Review September 2016. directors it surveyed at leading global employers were reasonably or highly confident about the adequacy of their future workforce strategy.. How can government provide an enabling environment for the private sector to assist in important goals like improving the employability of our citizens? This requires a holistic approach to ensure that government-wide policies are complimentary rather than contradictory. Tax policy is one instrument the government can use to influence behaviour, but it can only achieve its objectives if accompanied by effective policy action in other areas too, skills (education), health (influences ability to learn and productivity), labour markets, competition, product market regulation, innovation, and financial regulation.
6 How is tax policy currently contributing? The Learnership tax Incentive is a programme that supports skills intensity through the tax system. South Africa's grant funding and tax offerings lean heavily towards capital investment. Formal training of workers improves the skills set / productivity of workers, which in turn improve wages, as well as prospects for remaining in employment. A larger pool of skilled workers also increases competition for skilled jobs, which is a powerful inhibitor of income inequality in the long run. To encourage skills development and job creation, the Learnership tax Incentive provides employers with an additional tax deduction over and above the normal remuneration that can be deducted. The additional deduction is intended to encourage vocational training through formal Learnership contracts, to encourage accredited workplace training by employers. To claim the allowance, the employer and learner must enter into a formal Learnership contract.
7 Training contracts that qualify for the deduction are learnerships registered with a sector education and training authority (SETA), or contracts of apprenticeship registered with the Department of Labour. The value of the Incentive is R30 000 on commencement of the agreement (plus R30 000 for every completed year thereafter), and R30 000 on completion4. These values increase by R20 00 if the learner is a person with a disability. The Learnership tax Incentive cost the fiscus billion for the 2006-2014 period. The tax expenditure amounted to just less than R1 billion (R966 million) in the 2014 tax year. Is the design of the Learnership Incentive conducive to achieving its objectives? The Incentive will run to an end on 1 October 2016, and a Review has been undertaken to determine whether it should continue, and if so, in what form. The Review aims to understand whether the Incentive is: Developing skills, reducing the cost of training for employers, and assisting with job creation?
8 Correctly targeted? Is it encouraging training in appropriate skills that match the work-place requirements potential employers are looking for, as well as skills that will be important for jobs in the future South African economy? (Ensuring that all our citizens participate in and benefit from developments in the economy is key). The following avenues have been used to inform the Review : A literature Review , including studies on learnerships in South Africa, as well as international experience with similar programmes;. 4 The completion allowance is R30 000 if the duration of the registered Learnership agreement is less than 24 months. For registered Learnership agreements that equal or exceed 24 months, the completion allowance is R30 000 multiplied by the number of consecutive 12. month periods within the duration of the agreement. iv Learnership Tax Incentive Review September 2016. National Treasury conducted a joint electronic survey on the employment tax Incentive (ETI) and Learnership tax Incentive , and received just over 1000 responses.
9 Stakeholder submissions received were taken into account; and Tax administrative data has been analysed. The feedback from the online survey has been generally positive, but there are some issues that have emerged, which require attention. Below are some of the high level issues that have emerged. Survey respondents provided positive feedback in that the Incentive : - seems to deliver on its objectives in terms of training, skills development, and employment;. - makes it more attractive and cost effective to hire and train young (inexperienced) people;. - is viewed as an instrument to grow the talent pool and increase their labour force. However, there appears to be a disconnect between the skills developed and business needs. Some respondents highlighted the need to ensure relevant skills are acquired after completing a Learnership (not all the learners who have completed their programmes are skilled enough to fulfil the roles they are required to right away).
10 This raises the question as to which of the current eligible training programmes are not well-aligned to business needs. The respondents that identified a positive experience are likely to be from sectors where the administration function operates smoothly. A key stumbling block that has been identified in both the literature Review and the survey is administration. Even if well-designed, a tax Incentive can only achieve its objectives if it can be efficiently administered. The SETAs are currently a key partner in the administration of the Incentive . Tax administration data shows many claims in some sectors, while there is very little take up in other sectors. This could be the result of a few issues: - The administration problem identified above (some SETAs are more functional than others). - Awareness of the Incentive came up as a potential issue - The design of the Incentive may be more suited to some sectors than others - The training available for some sectors may not be aligned with work-place needs Tax administration data only allows analysis on an employer level as the form which asks for information in respect of each Learnership contract entered into (and which would provide rich information on an individual level) is currently not a compulsory requirement by SARS.
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