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Davis Tax Committee Mandate (1)

1) Any tax issue which Committee’s view, should be 
addressed in order to promote inclusive economic 
growth, employment creation, development and fiscal 
sustainability

2) An evaluation of the economic and social impact of the 
tax system and an assessment of whether the current 
tax structure is able to generate sufficient and 
sustainable revenues to fund government’s current and 
future expenditure priorities. 
 Overall tax base and tax burden including the 

appropriate tax mix between: direct taxes, indirect 
taxes, provincial and local taxes. 



DTC Mandate (2)

 An analysis of the sustainability in the long-run of the overall 
tax-to-GDP ratio, and the tax-to-GDP ratio for each of the 
three major tax instruments, personal income tax (PIT), 
corporate income tax (CIT) and VAT

3) The impact of the tax system in the promotion of small and 
medium size businesses. An analysis of tax compliance costs, 
the possible further streamlining of tax administration and 
simplification of tax legislation.

4) A review of the corporate tax system with special reference to:
 the efficiency of the corporate income 

tax structure; 
 tax avoidance (e.g. base erosion, income splitting 

and profit shifting, including the tax bias 
in favour of debt financing); 



DTC Mandate (3)
 tax incentives to promote developmental objectives and;
 average (and marginal) effective corporate income tax 

rates in the various sectors of the economy. 
5) A review of the corporate tax system with special 

reference whether the current mining tax regime is 
appropriate, taking account of: 

 tax avoidance (e.g. base erosion, income splitting and 
profit shifting, including the tax bias in favour of debt 
financing); 

 the agreement between Government, Labour and Business 
to ensure that the mining sector contributes to growth and 
job creation,  remains a competitive investment 
proposition, and all role players contribute to better 
working and living conditions;



DTC Mandate (4)
 the challenges facing the mining sector, including low 

commodity prices, rising costs, falling outputs and 
declining margins, as well as to its current contribution to 
tax revenues. 

6) Various elements of taxation within the financial sector, 
namely:
 the taxation regime of long term insurers 
 the taxation of hedge funds,
 the taxation of various innovative financial instruments 
 the VAT treatment of financial services and VAT 

apportionment within the financial sector 



DTC Mandate (5)

7) Value added tax with specific reference to efficiency and 
equity.  In this examination, the advisability and 
effectiveness of dual rates, zero rating and exemptions 
must be considered

8) The impact of e-commerce (especially the use of digital 
delivery of goods and services) upon the integrity of the 
tax base, in particular upon value added tax and corporate 
income tax revenues.

9) The progressivity of the tax system and the role and 
continued relevance of estate duty to support a more 
equitable and progressive tax system.  In this inquiry, the 
interaction between capital gains tax and the estate duty 
should be considered. 



DTC Mandate (6)

10) An evaluation of proposals to fund, for example, the 
proposed National Health Insurance (NHI) and long term 
infrastructure projects to boost the growth potential of 
this economy.

11) An evaluation of the legislative process with a view to 
both enhancing simplicity and ensuring the protection of 
the tax base and to recommend how to improve the 
current process. 



Tax research & evidence based policy 
making (1)

1) Under-researched area of economics, low evidence base 
for policy making

 Macro, micro, public economics
 Regular data vs. privacy issues
 Firm level surveys vs demographic surveys
 Little on optimal taxation
2) Katz Commission: 
 Regime change: building an aeroplane in flight
 Lawyers and accountants
 Political scientists, sociologists: voluntary compliance vs 

enforcement 
 Lack of an over-arching analytical framework



Tax research & evidence based policy 
making (2)

3) “Elephant in the room” – expenditure side
4) Employment and growth “inclusive growth”
5) Developed and developing country characteristics (e.g. 

informal sector):
 Crude cross country comparisons
 Policy vs administrative issues
 How influential is the tax system at the margin?
 Lifecycle incidence 
 Forecasting models vs explanatory models with cogent 

behavioural responses
 Assessing tax system as a whole vs 

individual tax handles



Tax research & evidence based policy 
making (3)

6) Uneven knowledge of the tax system
 E.g. know that VAT is efficient and exemptions and zero 

rating well targetted, PIT is progressive
 But marginal effective tax rates less clear and incidence 

(e.g. CIT depends on behavioural responses, market 
structure)

7) Policy coordination: tax policy and industrial policy (e.g. 
sectoral METRs), SMMEs, international relations (e.g. 
SACU), environmental policy (carbon tax) etc

8) Balancing fiscal, economic and 
political sustainability

9) Corruption, legitimacy and 
voluntary compliance



Framework for 
assessing the South 
African tax system



Principles of a good tax instrument 
design and implementation

1) Economic efficiency

2) Administrative efficiency

3) Equity: vertical and horizontal (distributional 
fairness)

4) Fairness beyond distributional (procedural)

5) Transparency and certainty



Personal income tax 

1. Efficiency 
(economic and 
administrative) 

There are concerns that high marginal tax 
rates disincentivise labour supply (either in 
terms of participation or working hours). The 
international mobility of skilled and semi-
skilled workers in an internationally 
integrated labour market represents a 
further factor to be considered. 

2. Equity, 
fairness 

The PIT structure is progressive. The PIT 
reforms over the last two decades have not 
really resulted in an improvement of the 
income distribution. Furthermore, there is 
some consensus that personal income 
taxation is not a very suitable instrument for 
redistribution purposes in developing 
countries (Steenekamp T. , 2012a).To the 
extent that capital gains accrue primarily to 
upper income taxpayers, the progressivity 
of the income tax and hence the vertical 
equity of the tax system were enhanced.  

3. 
Transparency 
and certainty 

The simplification of the PIT system and the 
introduction of e-filing have made the 
system admirably transparent and simple.  
Transparency is also enhanced by the fact 
that the bracket creep is kept in check by 
regular adjustments of the brackets and 
rebates on an ad hoc basis. 

4. Flexibility 
/Buoyancy 

The PIT is an automatic stabiliser due to its 
built-in flexibility to counter-cyclical 
economic behaviour. 

 



Corporate income tax 
1. Efficiency 
(economic and 
administrative) 

Economically inefficient and non-neutral. 
Effectiveness of the incentive regime is 
uncertain. 

2. Equity, 
fairness 

Fairly progressive in that the top decile 
bears most of the incidence. This is 
somewhat offset by regressive elements 
associated with shifting of the incidence 
onto consumers and to institutional 
investors such as pension funds. 

3.Transparency 
and certainty 

Increasing complexity of the legislative 
framework has tended to decrease 
certainty by being more open to different 
interpretation and to decrease 
transparency. 

4.Flexibility/ 
Buoyancy 

Very cyclical in nature, contracts markedly 
in recessions and lingers, because past 
assessed losses are offset against 
taxable income in later years. CIT is a 
buoyant tax. 

 



VAT 
1. Efficiency 
(economic and 
administrative) 

VAT is an efficient, broad-based tax with 
few zero-ratings and exemptions, ensuring 
minimal distortions. Small vendors are 
excluded to increase administrative 
efficiency. 

2. Equity, 
fairness 

VAT is non-regressive/mildly progressive 
due to zero-rating 

3.Transparency 
and certainty VAT is transparent; high degree of certainty. 

4.Flexibility/ 
Buoyancy VAT is a buoyant tax. 

 



Customs Duties 
1. Efficiency 
(economic and 
administrative) 

Quite efficient. Customs duties are low and 
generally well aligned with excise duties. 

2. Equity, 
fairness 

Somewhat progressive as some luxury 
items attract a higher rate of customs duty. 

3.Transparency 
and certainty Quite transparent and simple to apply 

4. Flexibility/ 
Buoyancy 

Revenue follows the business cycle, thus 
being buoyant. 

 



Excise Duties 
1. Efficiency 
(economic and 
administrative) 

Helps to internalise the cost of 
externalities associated with drinking 
and smoking. Administrative burden 
for the revenue authorities is high. 

2. Equity, fairness Ad valorem duties are progressive 
while specific duties are regressive. 

3. Transparency 
and certainty 

Quite transparent; relatively simple to 
apply by international standards. 

4. 
Flexibility/Buoyancy 

Revenue is not very responsive to the 
business cycle. 

 



Principles of a good tax system as a 
whole

1) Neutrality: treats similar economic activities in similar 
ways (consumption, production)

2) Simplicity: high transparency, low administrative and 
compliance costs 

3) Stability: low compliance costs, greater predictability, 
balanced with flexibility in tax reform

4) Revenue adequacy

 Overall progressivity
 Often trade-offs in designing tax systems



The tax system and 
fiscal sustainability



Source: National Treasury (2016) Budget Review
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The tax system, fiscal 
incidence and 
redistribution



Need to consider the system holistically

 In achieving the overall objectives of the tax system, 
it is important to consider all taxes (and transfer 
payments) together as a system; and at the same 
time being clear about the role of each tax within 
the system. 

 let’s look at the specific case of redistribution



CEQ Methodology
 Comprehensive framework to analyze the effect of 

taxation and public spending on inequality and 
poverty

 Method: Fiscal Incidence analysis and qualitative 
diagnostic approach

 Application of a common methodology across 
countries makes cross‐country comparisons more 
accurate

 Methodology is designed to be as comprehensive 
as possible without sacrificing detail in any 
particular component of the analysis





Lambert’s Conundrum
1 2 3 4 Total

Original 
income

10 20 30 40 100

Tax liability 6 9 12 15 42
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Lambert’s Conundrum
1 2 3 4 Total

Original income 10 20 30 40 100
Tax liability 6 9 12 15 42
Benefit level 21 14 7 0 42
Post-benefit 

income
31 34 37 40 142

Final income 25 25 25 25 100

Source: Lambert, 2001, Table 11.1, P. 278



Basic elements of standard fiscal incidence

Start with:

 Before taxes income of unit h, or Ih
 Taxes Ti
 Transfers Ri
 “Allocators” of tax i and transfer j to unit h, or Sih , Sjh

(the share of tax i borne or transfer j received by unit h)

Then, post-tax income of unit h (Yh) is:

Yh = Ih - ∑i TiSih + ∑j RjSjh

34



Allocation Methods

Direct identification in microdata
If direct identification not possible then:
 (micro) Simulation: with tax shifting and transfer take-

up assumptions
 Imputation
 Inference
 Alternate survey
 Secondary sources 

35



Tax Shifting and Tax Evasion 
Assumptions

 Burden of direct personal income taxes is borne by the 
recipient of income 

 Burden of payroll and social security taxes falls entirely 
on workers 

 Consumption taxes are assumed to be shifted forward 
to consumers 

36Source: Lustig and Higgins (2013).



Taxes considered in the SA CEQ study
 Personal income tax

 Payroll taxes

 VAT

 Excise duties on alcohol and tobacco 

 Fuel levy



Direct taxes are absolutely progressive.
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…but less so than in other countries...

Sources: Armenia (Younger et al, 2014), Bolivia (Paz et al, 2014), Brazil (Higgins and Pereira, 2014), Ethiopia (Hill et al, 2014), Indonesia 
(Jellema et al 2014), Mexico (Scott, 2014), Peru (Jaramillo, 2014), Uruguay (Bucheli et al, 2014), and own estimates for South Africa based on 

IES 2010/11.
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In contrast, indirect taxes are slightly 
regressive on account of excise taxes
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Overall, the tax system is globally progressive
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Direct cash transfers are absolutely 
progressive…
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What is the net impact of taxes and 
government transfers on inequality 

and poverty? 

43



Gini falls substantially with Government 
interventions…
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…more so than in other middle-income 
countries…

Source: Armenia (Younger et al, 2014); Bolivia (Paz et al, 2014); Brazil (Higgins and Pereira, 2014); Ethiopia (Woldehanna et al, 2014); Indonesia 
(Jellema et al 2014); Mexico (Scott, 2014); Peru (Jaramillo, 2014); Uruguay (Bucheli et al, 2014); Lustig(2014) based on Costa Rica (Sauma et al, 

2014), El Salvador (Beneke de Sanfeliu et al, 2014), and Guatemala (Cabrera et al, 2014); and own estimates for South Africa based on IES 2010/11.
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…but inequality is still higher after fiscal policy than 
inequality prior to fiscal policy in other countries

0.579

0.771

0.694

0.596

0,25

0,35

0,45

0,55

0,65

0,75

Market Income Net Market Income Disposable Income Post-Fiscal Income Final Income

Gini Coefficient for Each Income Concept

Armenia (2011)

Brazil (2009)

Indonesia (2012)

Jordan (2010)

Mexico (2010)

Peru (2009)

South Africa
(2010)
Sri Lanka (2009)

Uruguay (2009)

0.439

- direct
taxes

+ transfers
& FBS

- VAT, 
- Fuel

- Excise

+ Educ,
+Health



Poverty also declines substantially…
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With the effect on poverty larger than other middle 
income countries.
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Concluding remarks
 Progressivity in the overall tax system is an important 

consideration and we recognise the need to enhance this.

 If increased revenue becomes important, trade-offs 
associated with the choice of tax mix should be carefully 
considered in terms of their impact on inclusive growth.

 Quality not just access to services such as basic education 
and health is critical

 The tax system cannot be used to offset pathologies in 
other parts of the system (e.g. in respect of property rights 
or labour market challenges).



Questions
or 

Comments?
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