

    
            
                
	PDF4PRO




    
    		 Trends


    


    
    		DMCA
	Contact
	⚡ AMP
	Log In


    


            

    

    
		
            
            	
                

	Example: air traffic controller

	
				Search	
	

Revenue trends and tax policy - National Treasury



374 Revenue trends and tax policy In brief Economic growth is expected to remain in line with the October 2016 forecast. Tax Revenue collections, however, have underperformed. Robust Revenue collection depends on strong economic growth and effective tax administration. Tax revenues are estimated to grow by 7 per cent in 2016/17, compared with per cent projected in the 2016 Budget. To maintain existing spending programmes, government proposes to raise tax rates, primarily at the upper end of the income spectrum, strengthening the progressive nature of the tax system. The measures will include a new top personal income tax bracket, a higher dividend withholding tax rate, and increases in fuel taxes and alcohol and tobacco excise duties. Government remains committed to maintaining a stable and transparent tax system.

CHAPTER 4: REVENUE TRENDS AND TAX POLICY 39 Although raising revenue is the primary objective of the tax system, tax is an important instrument to address inequality.
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    	1 374 Revenue trends and tax policy In brief Economic growth is expected to remain in line with the October 2016 forecast. Tax Revenue collections, however, have underperformed. Robust Revenue collection depends on strong economic growth and effective tax administration. Tax revenues are estimated to grow by 7 per cent in 2016/17, compared with per cent projected in the 2016 Budget. To maintain existing spending programmes, government proposes to raise tax rates, primarily at the upper end of the income spectrum, strengthening the progressive nature of the tax system. The measures will include a new top personal income tax bracket, a higher dividend withholding tax rate, and increases in fuel taxes and alcohol and tobacco excise duties. Government remains committed to maintaining a stable and transparent tax system.
2 Overview he 2016 Budget estimated that government would receive total tax Revenue of trillion during 2016/17. The October 2016 Medium Term Budget policy Statement (MTBPS) noted that Revenue collection would fall well below estimates. The MTBPS projected a Revenue shortfall of billion, which is now revised to billion, meaning an estimated trillion will be collected. This is the largest tax Revenue shortfall relative to budgeted estimates since 2009/10. Projections have fallen short in three of the four main tax instruments. Personal income tax, value-added tax (VAT) and customs duties are down by an estimated billion, billion and billion respectively relative to the 2016 Budget estimate. Lower wage increases and bonuses reduced personal income tax collection. The decline in import VAT has been partially offset by strong domestic VAT collection, but VAT refunds have been higher than anticipated, reducing net Revenue .
3 Corporate income tax collection is expected to exceed 2016 Budget estimates. Tax collection projections are based on economic growth forecasts, the effectiveness of the tax administration in closing the compliance gap and T Projected Revenue shortfall of billion for 2016/17 2017 BUDGET REVIEW 38tax policy changes. A protracted period of low economic growth has negatively affected job creation and tax bases. Although economic growth for 2016/17 remains in line with previous estimates, decreased imports and slower wage growth have contributed to lower revenues. To ensure that the state has adequate resources to fund existing spending programmes, government proposes to raise tax rates for 2017/18. Raising taxes when the economy is struggling is undesirable, but unavoidable, given the current fiscal circumstances.
4 Government is acutely aware of the difficult economic conditions facing the majority of South Africans, but deferring tax increases by accumulating more public debt would ultimately impose a greater burden on citizens. The main tax proposals are: A new top personal income tax bracket of 45 per cent for taxable incomes above million. Limited relief for bracket creep. An increase in the dividend withholding tax rate to 20 per cent. A 30c/litre increase in the general fuel levy and a 9c/litre increase in the Road Accident Fund (RAF) fuel levy. Tax policy choices In 2016/17, for the first time since 2009/10, tax revenues have not kept pace with economic growth. There is uncertainty regarding the path of Revenue collection. Risks include weaker-than-expected economic growth, and concerns about tax morality, compliance and administration.
5 Deterioration in any of these areas can hinder tax collection. An efficient and trustworthy tax administration is one of South Africa s institutional strengths. The South African Revenue Service (SARS) has played an integral role in building the democratic state by ensuring that expected levels of Revenue are available to fund spending programmes. SARS will continue to develop the skills and capacity needed to enforce legislation. It will strengthen its efforts to curb tax avoidance and evasion, and address transfer pricing a component of illicit financial flows. South Africa s democracy depends on the strength of its social compact. The payment of taxes is a legal obligation, but the effectiveness of the tax system relies to a large extent on the willingness of citizens to contribute. This cannot be taken for granted given rising public concerns about corruption, wastage of public funds and inefficiencies in service delivery.
6 A marked decline in the culture of tax morality would have negative effects on the public finances and be exceptionally hard to reverse. Redistribution and solidarity Government is committed to maintaining a progressive, stable and transparent tax structure. Two foundational principles of the tax system are equity and efficiency. Equity means that all residents with the same level of income should pay the same in tax, and that residents should contribute to the fiscus in proportion to their income level. Efficiency means raising Revenue in a manner that does not deter economic growth, investment and job creation. Some tax instruments are progressive and promote equity; others are regressive, but more efficient. Most additional amounts raised through tax increases will affect upper end of income spectrum An efficient and trustworthy tax administration is one of South Africa s institutional strengths Government committed to progressive, stable and transparent tax structure CHAPTER 4: Revenue trends AND TAX policy 39 Although raising Revenue is the primary objective of the tax system, tax is an important instrument to address inequality .
7 Studies by the International Monetary Fund and others show that countries with lower levels of inequality experience higher, more prolonged periods of economic growth. Given that a greater portion of the gains from economic growth have accrued to those on the upper end of the income and wealth spectrums, and that levels of poverty and inequality remain extremely high, a more redistributive approach is required to consolidate the social compact. At the same time, care will be taken to ensure that the social wage grows at a rate consistent with the capacity of the economy to generate resources. The 2017 Budget proposals strengthen the progressive nature of the tax system. Government proposes a new top personal income tax bracket of 45 per cent for taxable incomes above million per year.
8 About 100 000 taxpayers will be affected by the new bracket. Increasing the top marginal rate without concurrently raising the dividend withholding tax rate would increase the arbitrage opportunity for some individuals to pay themselves with dividends rather than salaries. Government therefore proposes to increase the dividend withholding tax rate from 15 per cent to 20 per cent. To support middle-income households, the duty-free threshold for residential property transfers will be raised to R900 000. Over the long term, higher levels of economic growth are required to bolster tax revenues and public expenditure. Government will monitor how the tax rate changes affect taxpayer behaviour, revenues collected and economic growth to ensure that government s ability to reduce poverty and inequality and promote development is not diminished.
9 Efficiency, equity, certainty and buoyancy in the tax system The Davis Tax Committee s August 2016 report, Macro Analysis of the Tax System and Inclusive Growth in South Africa, provides a valuable evaluation of the tax system. It assesses taxation against the criteria of efficiency, equity, certainty and buoyancy. The main findings of the report are as follows: VAT is efficient, mildly progressive, transparent, certain and buoyant. Any increases should be accompanied by an assessment of compensating mechanisms to address negative impacts to low-income households. The single, standard VAT rate should be retained and no further zero-ratings should be considered. Customs duties are relatively efficient, somewhat progressive, quite transparent and buoyant. Excise duties internalise public costs. Ad valorem duties are progressive and specific duties are regressive.
10 Excise duties are not responsive to the business cycle. Personal income tax is transparent and certain, and equity is enhanced by capital gains tax. Personal income tax is progressive by design, but expenditure measures complement the redistributive role. Corporate income tax is not economically efficient, particularly in the case of incentive programmes. It is unclear how the burden is shared among shareholders, institutional investors and consumers. The tax is complex and open to interpretation, and responds strongly to the business cycle. The committee s reports on small business, estate duty and other matters can be found at In line with the committee s recommendation, the 2016 Budget Review proposed to discontinue the use of interest-free loans to avoid estate duty. This proposal takes effect from 1 March 2017.
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