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SUBMISSION TO THE PORTFOLIO COMMITTEE ON FINANCE

16TH February 2009

A. ECONOMIC ENVIRONMENT
1. Introduction 

Honourable Chairperson – members of the Portfolio Committee on Finance – Business Unity South Africa (BUSA) appreciates the opportunity to provide some comments on the Main Budget as tabled by the Minister of Finance on the 11th February, 2009.

We agree with Minister’s assessment that “the storm has broken”, and at this juncture it is impossible to estimate the duration of the current crisis. Thus it is important that South Africa continues to maintain responsible fiscal and monetary policy framework, to provide a credible anchor to deal with possible protracted outfall from the global economic crisis.  It is our view as BUSA that as South Africa embraces a new administration, we must continue along the established path which today has created the necessary fiscal space for us to continue our investment in infrastructure and human capital. Such investment certainly lays the foundation for our future growth and development. 

In this regard, we wish to commend the Portfolio Committee of Finance for exercising its oversight role over the past decade. It is indeed the innovativeness of the National treasury and this committee that resulted in the adoption of a structural budget balancing and more importantly the counter-cyclical budgeting framework in South Africa. This framework has allowed the Minister of Finance to utilise an expansionary fiscal policy to stimulate the domestic economy during the current downturn in the business cycle. 

Additionally, we must all be more vigilant and monitor outcomes from government programmes. We agree with the Minister of Finance’s assertion that “In the period ahead, it will be necessary to take stronger action in pursuit of efficiency and better targeted expenditure.” It is our collective responsibility to ensure that state resources are optimised to achieve the maximum impact on the economy and thus increasing the pace of service delivery for our people. 

BUSA concurs that the current crisis serves as a useful remainder of our interconnectedness to the global economy.  Further, the impact of the financial crisis on the real economy underscores the importance of sound financial sector regulation and prudent bank supervision on economic growth.   In this regard, we wish to emphasize that the adequacy of South Africa’s financial and banking regulatory framework. Our financial sector continues to support economic activity during the current crisis. BUSA believes that an optimal regulatory regime must balance market discipline with prudent government regulation – such structure reduces information asymmetry between the industry and regulators – thus increasing confidence in the system. 

2.  Assessment of the budget

BUSA welcomes the main thrust of Min Manuel’s budget.  The assessment of the global economic conditions enables all stakeholders and political parties to gain a deeper understanding of our limited space for policy manoeuvres.  It will also give South Africans an appreciation of our limited resources and the need to prioritise expenditure. It is true that “we have to conduct a thorough assessment of all of government’s programmes to see how we can improve value for money and to identify”. 

In particular, BUSA supports the proposal that “the incoming President announce a Comprehensive Expenditure Review. Its aim would be to ensure that as we spend more, we also spend better. In addition, should confront the awkward truth that there are programmes of government that do not work, and on which we should spend less.” In our view, these are bold initiatives and will signal our commitment to increasing efficiency in government expenditure. 

BUSA supports the five pillars of the Budget as tabled by the Minister. We believe that they strike a skilful balance between short-term responses with long term responses. Protecting the poor is an important element of maintaining social cohesion in South Africa.  Thus BUSA supports in principle the decision to expand the Public Works Programmes to create some employment. However, it is important that such opportunities are designed in a manner that adds value to broader society and can have sustainable results.  

Our view is that economic growth is an integral part of sustaining jobs and expanding training opportunities. In this regard, we believe that improving South Africa’s competitiveness can be useful in resolving the unemployment challenges faced by out nation. Thus the focus on building capacity and building investment, accessing barriers to competitiveness and maintaining of sustainable debt levels are appropriate.  However, these are our collective responsibilities,  South Africans can no longer rely solely on the Government to implement these pillars- BUSA remains committed to working with government, labour and communities to address these challenges.

2.1
Revision of estimates

BUSA accepts that the revision in GDP forecasts for the current year to 1.2%. It is our assessment that the level of global volatility might require some adjustments to forecasts over the next few months.  Some downward risks remain to both GDP and revenue figures, and thus policymakers must be ready to act in an event of spiralling deterioration in the domestic economic environment.  BUSA will continue to work with Social Partners at NEDLAC to develop potential responses to these risks. These developments mean that we must focus our energy and attention on investing in initiatives which will bolster productivity and competitiveness which are necessary precursors to sustained economic growth. 

The slowdown in economic growth is also an opportunity to make some adjustments to our pattern of economic development. Various commentators have argued that demand driven growth was not sustainable and it is critical to focus on unlocking supply side growth. BUSA believes that the government’s infrastructure investment programme provides the necessary supply side stimulation to the economy. Thus the investment of R787 billion in much needed infrastructure will continue to stimulate demand and support economic growth. Hon members, we wish to emphasize that our infrastructure build programme must be supported by an appropriate maintenance programme. BUSA is concerned about gradual deterioration of existing infrastructure across South Africa.  We wish to emphasize that South Africa needs greater efficacy in the implementation of our infrastructure programmes – to ensure progress towards reaching the revised GDP estimate of 1.2% .It is also important that we utilise this current climate to focus on removing other supply side constraints which have been identified in various international and local studies including the International Panel of experts, OECD, and the international panel on Growth.

2.2
Government Spending

BUSA thus supports the emphasis on human capital investment through increased allocations to education, health, and social security. However, to ensure maximum returns, it is important that monitoring mechanisms are strengthened to ensure that outcomes in these areas reflect the resources allocation. BUSA agrees that it remains crucial to ensure that the provision of financial resources is matched by the development of the necessary capacity in the public sector to ensure effective delivery of the services to which the government is committed.  BUSA welcomes the commitment to funding for a new National Education Evaluation Unit and National Office for Standards Compliance, which will set and audit norms and standards for hospitals and primary care centres. It is our expectation that these unit should assist in improving the quality of healthcare and education in South Africa 

BUSA is encouraged by the increased allocation to fighting crime and improving safety and security in South Africa. We support strongly the criminal justice reform programme led by Deputy Minister Johnny De Lange which has enjoyed support from Business Against Crime “BAC” and Business in general. The  funding to support the overhaul of forensic and investigative capacity of the police; and interventions aimed at improving criminal justice services, creation of an integrated fingerprint and DNA database, improving detective capacity and upgrading IT systems is encouraging. Once fully implemented such investment should improve South Africa’s security. 

We agree with Minister Manuel that “the quantum of the Rands and cents allocated to these programmes is not what provides relief…It’s what the money buys that matters, and so fixations with the size of deficits or surpluses are illusory detours”. On the budget deficit, BUSA accepts that the current economic challenges require pragmatism. A counter-cyclical budget framework allows for government to run surplus during periods of economic growth and deficits during downturns.  It is thus our view, that the 3.8% budgeted deficit whilst higher than our preferred level, can be supported if accompanied by a clear and sustainable path to a return to balanced budgeting. 

Whilst we appreciate the Minister’s referral to support for businesses under distress, BUSA would have liked to get further detail on the current thinking from government on the manner and nature of such support. We believe that initiatives in this regard cannot be the sole responsibility of fiscal policy, thus we must utilise available instruments to stimulate both consumer and business confidence. This will alleviate short-term pressures on industry in general.

BUSA welcomes the introduction of further incentives to encourage energy efficiency.  BUSA further urges government to move with speed to implement these incentives in consultation with Business.  We note with concern that provisions announced in the 2008 budget are still not implemented 

While BUSA recognises the usefulness of economic instruments in achieving environmental performance objectives, Business believes that introduction of such measures needs to be pursued with great care to ensure a holistic approach aligned with national environmental objectives, particularly in this time of challenge for companies.

We are encouraged by the Ministers commitment to provide favourable tax treatment will therefore be introduced for the recognition of income derived from the sale of emission reductions, as certified through this mechanism and look forward to being consulted on implementation. 

3. Conclusion 

Honourable members, in the middle of a storm, we must remain calm. We must build on the existing and credible macroeconomic framework to improve our economic performance. We must focus our attention on supporting economic growth, to meet our objectives of alleviating poverty and unemployment.  This means that government, business and labour must coordinate resources. We must provide leadership and instil confidence amongst our people that we can navigate through this serious storm. 

B.  Taxation Proposals  - Budget 2009

1. Introduction
BUSA appreciates the opportunity to convey the views of organised business to this Honourable Portfolio Committee via the Business Parliamentary Office.  The open engagement between the Legislature and civil society on matters of taxation is a world class example of transparent and responsive government.  We also welcome the recent publication by National Treasury and SARS of 2008 Tax Statistics.  We trust that this will become an annual publication (perhaps at the time of the MTBPS) as it will add further value to this process and will also assist Parliament in its important new role regarding money Bills.

2.
Macro Taxation Environment
2.1
Tax to GDP Ratio
BUSA has over the past number of years raised as a concern the steep rise in the overall tax burden as a percentage of GDP.  Current economic circumstances will lead to an estimated drop from 27.3% to 26.5% in 2008/9.  We are supportive of medium term estimates that foresee a further decline and stabilisation of this ratio.

2.2
Tax Policy Objectives for 2009/10
The broad tax policy objectives spelled out by National Treasury and SARS in their presentation on the 12th of February are all appropriate at this stage.  BUSA is particularly supportive of the focus on boosting household confidence and assistance to the mining sector.  All responsible members of the business community would also be sensitive to environmental degradation and would welcome credible steps taken by the fiscus in support of sustainable development.
2.3
Tax Administration and Collection
The most important macro taxation issue remains the ability of the fiscus to efficiently administer and collect taxes.  BUSA has noted the intention to do away with the SITE system as the threshold of R60 000 is being overtaken by the tax threshold for individual taxpayers (now at R54 200).  We believe that 
this positive step will also bring about a much better feel for the true size of the registered individual taxpayer base – a vital statistic that is sometimes treated rather loosely by commentators.

3.
Specific Proposals Important to Business
3.1
The Corporate Income Tax Rate

Business would like to place on record that the decision taken in 2008 to reduce the corporate tax rate to 28% was indeed timeous and that its stimulatory effect helped to stabilise corporate revenue to an extent.  It is appreciated that some of the related changes announced last year such as the replacement of STC and the new turnover tax for small business are still being bedded down.  We trust that once we can assess the real impact of the current downturn on  corporate revenue, the further reduction of the corporate tax rate can proceed, informed by a broadening of the base.
3.2
Industrial Policy Incentives

BUSA reiterates what we said last year when addressing this Honourable Committee in this regard.  The bulk of our members believe that a broad based lowering of the corporate tax burden is the better policy route because governments seldom have a clear quantitative and qualitative understanding of the effectiveness or the revenue impact of specific incentives.  On the other hand there is the growing view that we have reached the stage where some of the sector specific binding constraints can best be addressed through well targeted and managed tax incentives.  This year will see the implementation of the industrial policy tax incentives. Business would like to reiterate our stance that the very substantial (R5.6 Bn) amount budgeted for these tax incentives must over the five year period be subject to detailed annual reporting to Parliament.
3.3
Mineral and Petroleum Royalties

In line with the thinking above, BUSA recognises that there is a time and a place for ad hoc “emergency” relief.  We see the postponement of the implementation of the mineral and petroleum royalties in this light.  Our members in the mining sector share the view that constructive dialogue with organised labour is a necessary corollary for this R1.8 Bn saving in 2009/10.
3.4
Fuel Levies and the Road Accident Fund Levy

The steep increase in the general fuel levy is no doubt primarily aimed at generating revenue.  The statement (p68 of Budget Review) that this is aimed at “maintaining a strong price signal to limit fuel consumption, road congestion and environmental impact” sounds tenuous indeed.  Fact is that our mass public transport system is weak and that transport costs are already a major component of the earnings of most workers.  At a macro level addressing transport efficiencies is also key to our country competitiveness which makes the steep increase inopportune given our growth prospects.  The negative impact on growth may be ameliorated to some extent if these levies are seen to be true user charges for roads and transport.

BUSA remains concerned about the precarious position of the Road Accident Fund and we respectfully call on the Portfolio Committee on Transport to exercise vigilant oversight of this important institution mindfull of the additional 
R2.5 Bn of taxpayers’ money allocated to the Road Accident Fund in October 2008 and the further 17.5 cents per litre added in this Budget.

3.5
Environmental Fiscal Reform

As stated above the principle of using fiscal measures to underpin sustainable development is supported.  The current accelerated depreciation allowance for investments in renewable energy and biofuels production is valuable.  The proposed additional allowance of up to 15% i.r.o. energy-efficient equipment may also be valuable, but runs the risk of being bogged down by beaurocratic certification conditionalities.


Measures such as the plastic bag levy and the new incandescent light bulb levy are presumably aimed at behavioural change rather than increased revenue.  It is precisely for this reason that BUSA would like to urge intensive consultation with affected industries ahead of implementation – they are in the best position to assess market behavioural dynamics and logistics around implementation.  This approach will always produce the best results.


The proposals to clarify the tax treatment of certified emission reductions (CERs) as well as the proposal to restructure the motor vehicle ad valorem excise duties to account for CO2 emissions are progressive and is welcomed.  This is new ground for South Africa and BUSA would again urge consultation with the automotive sector to produce the best results.  At a macro level BUSA believes that given South Africa’s CO2 – emission profile, credible measures, 

also on the tax front, may enhance country competitiveness in a post 2012 Kyoto Protocol era.
3.6
Value Added Tax

BUSA commends National Treasury and SARS for resisting ill-informed  pressure to introduce further zero-rated items into the VAT system or to introduce a differential rate for so-called luxury items.  (The arguments against this are very well set out in the publication 2008 Tax Statistics on p116 et seq.)

3.7
Individual Tax Relief

BUSA welcomes the substantial relief granted to individual taxpayers as it will also benefit businesses conducted as partnerships and sole proprietorships which tend to be at lower income level where entrepreneurship should turn this tax relief into economic growth.

3.8
Social Security

BUSA has noted the informative Chapter 6 of the Budget Review regarding social security and retirement reform.  We understand the magnitude of this crucial task and remain committed to be closely involved with the process in
NEDLAC.  Our members are particularly interested in the mooted wage subsidy to help balance compulsory social security contributions and have noted with some concern that there has been little progress in this regard.

4.
In Conclusion:  Tax Competitiveness 
In our submission to this Honourable Committee in October 2008 (relating to the MTBPS) we have submitted that the time had come for a substantive investigation (perhaps even a Commission of Inquiry) into the tax competitiveness of South Africa as an investment destination.  Recent and current events in the global economic landscape have strengthened our view.  Emerging markets with world class financial institutions are not common and a tax friendly business environment that is certain and predictable can just tip the scales for South Africa when the world economy recovers.
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