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Growing South Africa 

inclusively - Is there 

room to manoeuvre in 

the tax system? 

 

On 20 February 2019 all eyes will be on the Minister of Finance Tito Mboweni as he 

presents the 2019/20 annual National Budget in Parliament.  

The National Budget speech has over the years given South Africans a credible sense of 

the economic outlook of the country and this year, once again, it will be presented against 

a challenging global and South African fiscal and economic backdrop.  

During a year in which South Africans head to the polls, Minister Mboweni will need to 

articulate a careful balancing act between both “spending” and “revenue-generating” 

activities to ensure fiscal growth in the country whilst at the same time ensuring that 

our critical social and economic programmes are protected. This year’s budget will 

need to ensure that spending and policy formation is aligned to the president’s 

stimulus package, which seeks to revive our ailing economy, while also ensuring that 

the South African citizens are not unduly burdened with further tax hikes. 

In the recent “Global Economic Prospects” report issued earlier this month by the World 

Bank Group, it was noted that that South Africa’s growth is likely to expand by 1.3% in 

2019 (a downward revision from the previous projected amount of 1.8%), which is lower 

than the 3.4% projected average for Sub-Saharan countries. Key reasons for this modest 

growth include continued high unemployment levels, policy uncertainty and low business 

confidence.    

Thus, whilst South Africa (SA) is growing, we are not growing fast enough; 

importantly, we are also not growing inclusively enough and as a result poverty and 

income inequality remain key challenges on SA’s agenda. We thus need a buoyant 

revenue base to address these and other key challenges in SA. Over the last few 

years, various legislative changes and initiatives have been introduced to sustain 

and improve tax collections and broaden the tax base (admittedly, some of these 

changes, such as the increase in the VAT rate have received notable backlash).  
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Thus, given our growth expectations, one of the key questions is: What further 

measures could be introduced by the Minster to generate the required additional 

revenues? 

South African taxpayers – Who is currently paying what?  

Tax is one of the main source of revenue collection for the government. The 2018 

Tax Statistics report (which was published during December 2018), noted that tax 

collections in SA have increased to R1 216.5 billion in the 2017/18 fiscal year (this 

represents a 6.3% increase (R72.4 billion) over the prior fiscal year).    

In SA, personal income taxes, value-added tax (VAT) and corporate income taxes 

collectively account for approximately 80.7% of the total tax revenues of the 

country. Of the R1 216.5 billion revenue collected during the 2017/18 fiscal year, 

personal income taxes continue to be the main contributor to our country’s tax 

coffers, contributing a total of 38.1% of the total tax revenues. VAT contributed 

24.5% and CIT contributed approximately 18.1% to the total tax revenue (this has 

not increased from the prior fiscal year). Other taxes (e.g. transfer duty, capital 

gains tax etc.) account for the balance of the revenue collected in 2017/18 fiscal 

year. 

 

It is clear from these statistics, that the man on the street is paying a significant 

amount of tax (both direct taxes such as personal income tax and indirect taxes, 

such as VAT). A revenue budget that supports SA’s future should therefore go 

further than just tax increases and alternative avenues should be considered to 

generate additional revenues. 

 

Alternative avenues for generating additional revenues  

 

SARS, when announcing its preliminary results in April 2018, noted that “revenue 

collection is driven by the state of the economy, the fiscal policy choices, 

administrative efficiency and taxpayer compliance or tax morality.”   

 

The Medium-Term Budget Policy Statement (MTBPS) which was presented in 

October last year, the President’s stimulus package and the outcomes of the recent 

Job and Investment summits, provide us with slight hints as to the areas which 

could potentially be used to contribute additional revenue to the fiscus. We explore 

some of these below: 

 

Returning SARS to its former glory 

 

SARS was once the crown jewel of revenue authorities on the continent. However, 

due to the tax administration and governance issues at SARS in recent years, 

revenue collections were below targets and inefficiencies crept in. SARS is now on a 

mission to restore itself to its former glory. 

 

SARS has re-established its Large Business Centre (LBC) unit which seeks to 

achieve, amongst others, an enhanced customer experience, compliance and 
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revenue focus for large businesses and high net worth individuals. Increasing the 

ease with which taxpayers can liaise with SARS, targeting specific sectors, freeing 

up capacity in other divisions (such as Enforcements) to focus on service delivery, 

will go a long way in increasing revenue generation and tax morality. 

 

In addition, SARS’ recent announcement to impose administrative non-compliance 

penalties for non-compliant corporate taxpayers will encourage tax compliance and 

result in increased revenue collections and also sends a clear message that SARS is 

adopting a “no nonsense” attitude to non-compliance. 

 

Increasing revenue through policy decisions that encourage investment 

As announced by Minister Mboweni during the MTBPS, the Mineral and Petroleum 

Resources Development Amendment Bill will be withdrawn. This should provide more 

certainty to the energy industry and should encourage investment and increased 

activity, which in turn will result in additional taxes from taxpayers operating in this 

sector. 

Increasing revenue through a clamp down on profit-shifting and the misuse 

of transfer pricing  

A continuing debate is how to effectively combat the significant financial leakages in 

the South African economy through the erosion of the tax base, profit-shifting and 

illicit money outflows. The use of tax havens by taxpayers whereby profits are shifted 

to no-tax or low tax jurisdictions where the taxpayer has no or very little economic 

presence, remains a significant concern to the fiscus. It is however also a significant 

potential pool of revenue, if SA manages to get its fair share of these taxes.   

 

Judge Dennis Davis has called for further investigations into this matter as the country 

is losing an estimate of R7 billion annually, due to base-erosion and profit shifting. 

He has also called for the transfer pricing unit at SARS to be reconstituted in order to 

increase enforcement.  

 

The re-building of the transfer pricing unit at SARS will ensure that targeted audits 

are conducted and that shifting profits through transfer pricing schemes is clamped 

down. 

 

It appears that steps are underway at SARS to focus on this matter as part of the 

LBC’s enforcement role is to focus on to base-erosion and profit shifting. Attempts to 

stop this leakage will add significantly to the revenue collection efforts.  

 

Increasing revenue through an increase in personal tax rates?  

SA has a progressive income tax system which is based on the premise that the 

wealthy should contribute a greater proportion towards supporting the state than 

the poor. In other words, the more you earn, the higher tax you should pay.  

 

https://en.wikipedia.org/wiki/Progressive_tax
https://en.wikipedia.org/wiki/Income_tax
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In line with this premise, we saw an increase in the maximum marginal tax rate 

from 41% to 45% for the 2018 tax year and annual tax deductions in respect of 

retirement contributions being capped at R350 000 per annum.  

Whilst it is unlikely, given the current economic environment, that the maximum 

marginal tax rate would be further increased, we do anticipate that the tax brackets 

at the higher marginal tax rates will have lower than inflationary adjustments, 

whilst continued tax relief will still be granted for low income earners. 

Increasing revenue through other sources of personal income tax? 

 

An analysis of the 2017 tax assessments raised by SARS as detailed in the “2018 

Tax Statistics” report reveals the following key information:  

 Income from salaries, wages and remuneration accounted for 76.0% of 

total taxable income assessed;  

 Travel allowances amounting to R27.4 billion in total was assessed and this 

allowance remains the largest of the total allowances assessed, comprising 

24.5% of the total allowances assessed;  

 Share options exercised amounting to R11.9 billion in total was assessed, 

comprising 10.7% of the total allowances assessed; 

 Contributions to retirement funding amounting to R182.6 billion (85.7%) 

constituted the largest tax deduction claimed by taxpayers, whilst travel 

expenses constituted 9.7% of tax deductions claimed.   

 

The above statistics do provide Treasury with guidance on what the “high” ticket 

items are in our personal tax system and hence, where collection efforts could 

potentially be focused to increase tax revenues, without increasing the tax rates.  

 

Funding the NHI and medical scheme fees tax credits? 

Government is seeking to address the urgent matters in our health care system and 

has indicated that it will be working with the National Department of Health to ensure 

that the phasing in of the National Health Insurance (NHI) is adequately financed. 

 

It has been mooted that the medical scheme fees tax credits will be utilised to fund 

the NHI in part. Whilst we do not anticipate a complete withdrawal of the medical 

scheme fees tax credits regime, we anticipate lower than inflationary adjustments to 

the amounts taxpayers may claim as a credit against their normal tax liability.  

 

Infrastructure spending 

Infrastructure spending is one of the main components of President Ramaphosa’s 

stimulus package. 
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In the MTBPS, Minister Mboweni indicated that R15.9 billion will be allocated towards 

infrastructure programmes. This allocation may be used (in part) to fund the various 

grants and incentive applications which have come to a halt due to the lack of funding. 

Since this is a critical focus of the government, we would hope that we see some tax 

reforms and incentives to encourage infrastructure spend in the private sector. 

 

Conclusion  

Whilst the main component of our revenue base will as always be tax revenues, tax 

is certainly not the only solution to raise additional revenues. Key parts of the solution 

must also include expenditure cuts, curbing the size of the civil service, reducing 

policy uncertainty, restore investor confidence, creating jobs etc. 

It is clear is that there are tough times ahead and South Africans need to start 

tightening their fiscal belts, come 1 March 2019.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 


