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Introduction
Organised Business would first of all like to commend National Treasury for the fact that Chapter 4 of the MTBPS dealing with aspects of Tax Policy has been restored to its previous levels of transparency.  We note with appreciation that the call made last year by the Business Parliamentary Office that Chapter 4 should (as in previous years) include the section dealing with the implementation of tax proposals, has been heeded.

Business will remain a strong supporter of the transparency ethos underpinning the MTBPS – also in the area of Tax Policy – because it promotes certainty and predictability.  This is even more important for business confidence at a time of global economic upheaval and local political change.

It is respectfully submitted that, going forward, transparency on tax policy in the outer years of the medium term will also be a vital aid to Parliament in exercising its soon to be enhanced oversight role in respect of so-called “Money Bills”.

Macro Tax Policy Issues
Tax to GDP Ratio
South Africa’s tax to GDP ratio which stood at 22.8% in 1994/5 has breached the 25% level for the first time in 2005/6 and rose to more than 27% last year (2007/8).

The underlying forces for this increase in the overall tax burden include sustainable factors such as the broadening of the tax base and better tax administration.  These are becoming increasingly entrenched in our system.  BUSA would like to see the overall tax burden stabilise over the medium term.

Tax Reform

Tax reform has virtually been a constant feature over the past decade.  Some of the reform measures have been far-reaching and the most recent reforms (such as the replacement of STC with a dividend tax) are still being bedded down.  BUSA would like to see a period of consolidation to counter the complexity that goes hand in hand with new forms of taxation.  

We have noted with some concern that “further tax instruments to fund local governments are being investigated” – (p40 MTBPS).

Tax Competitiveness
Tax competitiveness is a concept that is inherent in overall country competitiveness in a globalised world – particularly in an era where foreign direct investment (FDI) in emerging economies is likely to be at a premium.  Mindful of legitimate concerns about the “race to the bottom” and the fickleness of narrow tax incentives to attract FDI, the time has perhaps come for a substantive investigation into the tax competitiveness of investing with the aim of doing business in and out of South Africa.  The private sector, and in particular also international firms, are well placed to assist.

Corporate Income Tax

Corporate income tax is now (2007/08) contributing some 25% of the overall revenue take.  This is a significant increase from the 10,5% contribution in 1999/00 and amounts to some 7% of GDP.  There is no doubt that this sharp increase is due to a combination of cyclical economic reasons, and also to significant base broadening.  The former reason holds the danger of volatility and BUSA therefore supported the  “structural budget balance” concept introduced in last year’s MTBPS – this has proved to be visionary.  The second reason (base broadening) is much more fundamental and sustainable and BUSA therefore welcomed the reduction of the corporate tax rate by 1% this year.  The principle that base broadening should lead to tax relief remains a sound policy stance.  As important is the observation made in the MTBPS (p41) that “a considerable erosion of the company tax base occurred when the rate was above 40%”.  BUSA notes this implied recognition of the Laffer curve which posists that lower tax rates will lead to higher tax revenues.

Personal Income Tax
As the main contributor to the fiscus, personal income tax needs to be continuously measured against the tenets of equity, efficiency, simplicity and certainty.  Organised business is mindful of the fact that thousands of small businesses functioning as sole proprietors and partnerships are subject to the personal income tax regime.  This is also the area where the tax system can help to address one of the most important economic challenges facing South Africa, viz the extremely low level of household savings.

BUSA welcomes the commitment given in the MTBPS (p41) that “(t)he 2009 Budget will again provide relief for individuals to compensate for the effects of inflation”.  We would also urge that additional tax measures to encourage personal savings be urgently considered.

VAT and Poverty Relief

BUSA  welcomes the consistent stance that National Treasury has taken on the sensitive issue of the extension of the list of zero rated items.   The pressure from certain constituencies in this regard is understandable but sometimes misguided.  BUSA supports the view that direct public expenditure can provide more effective and better targeted poverty relief and the concomitant adjustments to social grants are therefore welcomed.

Implementation of the 2008 Tax Proposals

We have already aluded to the welcome re-appearance of this “progress report” in the MTBPS.  BUSA has already formally commented on all these issues, with the exception of the postponement of the implementation of the electricity levy to 1 July 2009, which we welcome.

BUSA would like to reiterate our stance that the very substantial (R5.6 Bn) amount budgeted for tax incentives to support government’s industrial policy projects, must over the five year period be subject to detailed annual reporting to Parliament.
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