


Tax policy impacts of tax administration 

Input for Commission of Inquiry into Tax Administration and Governance by SARS 

Presenters: Dondo Mogajane, Ismail Momoniat, Yanga Mputa, Chris Axelson |    National Treasury    |  29 August 2018 



National Treasury only has limited info on SARS 

ω Treasury staff are generally not privy to internal  SARS info 

ω Taxpayer info is CONFIDENTIAL and neither the Minister nor National Treasury 
officials have sight of any such info 

ω May only discuss categories of taxpayers, and general approach on 
enforcement 

ω NT can only be aware of info as supplied by SARS, including at management 
meetings with the Minister, Revenue collection processes,  interactions around 
Budget and post-Budget processes related to legislation and consultations 
around Rates Bill, Taxation Laws Amendment Bill, etc. 

ω Taxpayer and media may approach Treasury over various concerns which we 
pass on to SARS 

ω Only Commission can verify whether SARS acted on such concerns or stories in 
the media 



.ǳŘƎŜǘΩǎ ƳŀƧƻǊ ƳŀŎǊƻ ƛƴŘƛŎŀǘƻǊǎΥ 
Gross debt-to-GDP outlook 



Main budget revenue and non-interest spending 



Composition of GDP, by expenditure  
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GDP = Household spending + Government spending + Investment + Exports - 

Imports 

SA composition of GDP, 2010-2017 (average) 

Source: South African Reserve Bank 

Spending accounts for 80 per cent 

of GDP 
Å Household spending ~ 60 per cent 

Å Government spending ~ 20 per cent 

 

Investment spending accounts for 

another 20 per cent 
Å Private investment ~ 64 per cent 

Å Government and public corporations 

~ 36 per cent 

 

Exports and imports each make up 

around 30 per cent of GDP 

GDP is a measure of the value of final goods and services produced in an economy in a 

specific period. One way of measuring GDP is the sum of the final uses of goods and services: 

 



SARS-Treasury relationship has many 
dimensions 

ω SARS reports to the Minister of Finance as Executive Authority 

ω SARS does not report to the Dept of Treasury or Director-General NT (as is the case for 
all public entities falling under relevant Minister) 

ω SARS relates to the Treasury in many ways, and deals with DG of various divisions which 
are headed by a DDG at Treasury 

ς Tax and Fin Sector Policy Division on tax and revenue issues 

ς Public Finance  and Corporate Affairs divisions on SARS budget (allocations for next 
year, budget applications for current year) 

ς Office of the Accountant-General for National Revenue Fund and accounting 
services 

ς Asset and Liability Management on cash-flow management 

ςCPO for procurement-related issues inc expansions and exemptions 

ς GTAC for any tech advice or public-private partnership applications 

ω SARS will meet with the Director-General and/or Minister for key policy issues (eg 
coming Budget) 



Content 

This Presentation only deals with SARS interaction with Treasury over the Annual Budget 
process and Tax Policy/Administration issues 

 

1. Why do we tax? 

2. Tax, tax administration and tax morale 

3. Budget process 

4. Revenue shortfalls and risks  

5. Tax administration 

6. Governance reforms (an initial viewpoint) 



Why do we tax? 

ω Tax system provides underlying resources for development and nation-building 

ω Key principles 

ς Equity 

ς Efficiency 

ς Tax buoyancy 

ς Transparency and certainty 

ς Simplicity 

ς Expenditure efficiency and effectiveness on agreed policies 

ω Main objectives 

ς Raise revenue 

ς Redistribution 

ς Correct market failures 

ς Support economic policy objectives 

ς Behavioural changes (e.g. encourage saving, discourage consumption of products with 
negative social impacts) 



Budget Process 
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Budget Process ς key deadlines 

ω Budget process for next Budget starts around 10 months before February Budget Day, 
around May 

ς Budget mandate paper (Presidency and Treasury) in May 

ς Numerous Mincombud meetings involving Ministers takes place, making 
recommendations to Cabinet  

ς Extended Cabinet with Premiers also consulted on division of revenue 

ς Medium Term Budget Policy Statement third week in October 

ς Budget in February 

ς Financial  year starts 1 April, two months after the Budget 

ω There are always three processes running at the same time 

ς Past year budget: prep and audit of financial statements  

ς Current year budget: Implementation and late year projections 

ς Next year budget: Preparation for the coming year tax proposals 

ω Tax process is different to expenditure process, and commences much later in the year, 
just before MTBPS (starting with what is the revenue gap that needs to be filled in 
coming Budget) 



Budget process, fiscal framework and revenue 
forecasts  
ω National Treasury publishes a fiscal framework in the Budget in February and in the 

Medium Term Budget Policy Statement (MTBPS) in October each year.  

ω The fiscal framework sets out the fiscal position of government, with projections over 
the next three years for revenues and for expenditures, where the expenditure 
projections are known as the Medium Term Expenditure Framework (MTEF) 

ω The revenue and expenditures estimates are critical to determining the sustainability of 
ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŦƛƴŀƴŎŜǎΣ ǘƘǊƻǳƎƘ ǘƘŜ ōǳŘƎŜǘ ōŀƭŀƴŎŜ ŀƴŘ ǘƘŜ ŘŜōǘ-to-GDP ratio 

ω Revenues estimates are one of the main inputs in helping to determine the level of 
government expenditure over the MTEF. The forecasts are thus vital for the functioning 
of government 



Meetings between Treasury and SARS leadership 
over budget proposals 

ω In normal times, many meetings on tax proposals take place from 
December to February at the final stage for preparing the Budget for the 
next financial year 

ω Meetings called by Minister to discuss tax proposals would involve the 
both NT and SARS leaderships 

ςDG and DDGS from NT, Commissioner and key tax officials from 
SARS (not necessarily from Exco) 

ςSigning off on Budget Review chapters (Ch 4, Annexures B and C) 
involve NT Tax Policy and key SARS officials, including on tables 

ω In recent years, preparations for 2016, 2017 and 2018 Budgets involved 
less or no participation than normal from Commissioner and Exco 

ςBut lower level meetings between Tax Policy Division and SARS still 
took place, including meetings between DG and Commissioner. 



Interaction and cooperation between Treasury and 
SARS 

ω Treasury advises Minister of Finance on tax policy design, SARS implements tax legislation 
to collect revenue ς therefore regular collaboration and frequent interaction 

ω High turn-over of senior managers, some left suddenly and without reasons provided 

ω [ƻǎǎ ƻŦ ǎǘŀŦŦ ŦǊƻƳ ƪŜȅ ǳƴƛǘǎ όƭƛƪŜ [./ ŀƴŘ ŎǳǎǘƻƳǎύ ƘŀŘ ƴƻǘƛŎŜŀōƭŜΣ ŘƛǊŜŎǘ ƛƳǇŀŎǘǎ ƻƴ {!w{Ω 
functions  

ω SARS leadership became increasingly intolerant of public criticism, even from other public 
institutions 

ω Noticeable that an atmosphere of fear dominates 

ω !ǎ ŀ ǊŜǎǳƭǘΣ ǎǘŀŦŦ ƳƻǊŀƭŜ ǿŀǎ ǿŜŀƪŜƴŜŘ ŀƴŘ {!w{Ω ǊŜǇǳǘŀǘƛƻƴ ŀƴŘ ƛƴǘŜƎǊƛǘȅ ǎŜǊƛƻǳǎƭȅ 
undermined 
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SARS leadership increasingly intolerant over 
inconvenient issues 

ω Public attack by SARS Commissioner on  

ςJudge Davis of DTC (10 March 2017) 

ςFIC over Makwakwa investigation (16 Sept 2016) 

ςImmediate response to Judge Ngoepe over VAT refunds report (4 Sept 2017) 

ω Need to examine all internal communication over role of outside legal and 
consulting firms: BAIN, Gartner, Hogan Lovells, MMS attorneys and whether 
internal structures or units were unaware of their work or brief 

ω Early Oct 2017 meeting btw Minister Gigaba and Commissioner expressed 
several concerns related to revenue, staff capacity, rehab funds 

ω MTBPS market response negative to revenue gap 
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How Budget Process works on revenue side? 

ω Revenue process is different from the 3-year expenditure side of the Budget (MTEC) 

ω Revenue side generally involves NT, SARS, SA Reserve Bank, and these 3 players 
participate in RAWC (Revenue Analysis Working Committee) 

ω RAWC makes recommendations to Commissioner and DG of Treasury, and there is 
normally consensus in putting the final set of numbers to the Minister 

ω Revenue estimates take into account the state of the economy, and actual collections 
per tax 

ω Revenue estimates are not set as a percentage of GDP (eg 26%) 

ω Revenue numbers between years are not easy to compare, as there are tax changes 
made every year (eg fiscal drag, changes to rates and thresholds, or new taxes) 

ω Budget estimates are effectively set more than 13 months before the end of the 
financial year where such revenue is collected 

 



Process to determine revenue forecasts  

ω To determine the tax revenue forecasts the National Treasury convenes a Revenue 
Analysis Working Committee (RAWC), comprised of officials from National Treasury, 
South African Revenue Service (SARS) and the South African Reserve Bank (SARB) 

ω The objective of the RAWC is to provide a best estimate for revenue forecasts to be 
published in the annual Budget and MTBPS 

ω RAWC usually meets at least twice before each published forecast and is chaired by the 
Deputy-Director General for Tax and Financial Sector Policy at the National Treasury 

ω Four separate revenue forecasts are presented to the RAWC, from the Economic Tax 
Analysis and Economic Policy units at the National Treasury and from SARB and SARS 

ω Each team providing forecasts brings a unique and different perspective on the state of 
the economy, on revenue performance, the impact of tax policies and on the ability of 
the revenue agency to collect tax revenues 

ω Final revenue forecasts for each tax instrument is generally agreed to by consensus, or 
an average of the forecasts is taken if there remains some disagreement 

ς On average, the consensus forecast has smaller errors than any of the individual 
forecasts by participants in the RAWC for the major tax instruments (SARB analysis) 



2017/18 FISCAL YEAR 

2017 
Budget 

22 February 
2017 

2018 
Budget 

2017 
MTBPS 

1 April 
2017 

31 March 
2018 

21 February 
2018 

25 October 
2017 

Tax revenue estimate published for 
2017/18 fiscal year: Shortfalls / surpluses 
compared against THIS forecast 

Revised estimate published at Medium 
Term Budget Policy Statement after six 
months of revenue data available 

Last revised estimate published 
with two months of revenue 
data outstanding 

ω The last forecast before the 2017/18 fiscal year (which starts on 1 April 2017) was made 
at the 2017 Budget on 22 February 2017.  

ω A revised estimate was published in the MTBPS on 25 October 2017  

ω And a further revised estimate for 2017/18 was published on 21 February 2018 

ω The headline shortfall figure for 2017/18 is R49 billion, which is the actual revenue 
collected for 2017/18 compared to the 2017 Budget 

Calculation of revenue shortfalls  



Budget Review 2018: -R48.2 billion 

MTBPS 2017: -R50.8 billion 

Example of revenue progression for 2017/18  

Around R25 billion 

short before MTBPS 

Around R40 billion 

short before MTBPS 



ω Table indicates each revised forecast since 2014/15. In each case the shortfall is 
compared to the Budget Review immediately preceding the start of the fiscal year ς all 
ƘŀǾŜ ōŜŜƴ ǊŜǾƛǎŜŘ Řƻǿƴ ƛƴ ǘƘŜ a¢.t{ όƛƴŎǊŜŀǎŜǎ ƳƻǊŜ ŎƻƳƳƻƴ ƛƴ ƭŀǘŜ нлллΩǎύ 

ω Some commentators may say that SARS has exceeded their targets by showing that 
collections are higher than the revised forecast at the time of the MTBPS or the revised 
forecast that is made just before the end of the fiscal year (e.g. for 2014/15) 

ω In our view it is not appropriate to assess performance based on the revised estimates 
since a large part of the fiscal year has already gone by when those revisions are made 
and the revised estimates already reflect the impact of lower collections in that year 

 

Revisions of tax revenue forecasts since 2014/15 

Tax revenue forecasts and shortfalls from past four years 

R million 2014/15 Deviation  2015/16 Deviation 2016/17 Deviation 2017/18 Deviation 

2014 Budget Review  993,650                   

2014 MTBPS  983,600       -10,050                 

2015 Budget Review  979,000       -14,650      1,081,275               

Actual/2015 MTBPS  986,295       -7,355      1,073,700       -7,575             

2016 Budget Review      1,069,700       -11,575      1,174,790           

Actual/2016 MTBPS      1,069,983       -11,292      1,152,000       -22,790         

2017 Budget Review          1,144,380       -30,410      1,265,490       

Actual/2017 MTBPS          1,144,081       -30,709      1,214,700       -50,790     

2018 Budget Review              1,217,307       -48,183     

Actual              1,216,464       -49,026     



ω Tax revenue collections have significantly underperformed projected forecasts over 
the past four years, when comparing to the last estimate before the start of the fiscal 
year, with the latest shortfall sitting at R49 billion 

ω The extent of the shortfalls has a significant impact on the debt trajectory and the 
ability of government to meet its public expenditure commitments 

Shortfalls from previous Budget forecasts 

ω The shortfall, 
combined with 
additional 
expenditure 
commitments, such 
as fee free higher 
education, led to 
announcements of 
R36 billion in tax at 
the 2018 Budget 

 



Revenue shortfalls 



Possible reasons for revenue shortfalls  

ω Any under or over-performance of tax revenues could be attributed to a number of 

factors, namely: 

a. A downturn in economic performance compared to the time of forecast 

b. Changes in the structure or composition of growth 

c. An increase in avoidance or evasion 

d. Administrative effort and efficiency 

e. An incorrect estimation of tax policy changes on tax revenues, or 

f. Forecast errors, amongst others 

ω Identifying the reasons behind the latest shortfalls, to the best extent possible, could 

assist the Commission in determining whether tax administration had a role to play in 

these under-collections. 

ω However, as with almost all estimation techniques this will  not be able to provide exact 

definitive answers to some of the questions around the extent to which any 

underperformance is explained by the economy, but it could provide a high-level 

indication of which tax instruments may have experienced potential administrative 

problems in collection 

 



Persistent Revenue Shortfalls a recent and worrying 
trend  

ω Since 1997, the twin drivers of lower tax rates and simplified administration worked in 
tandem to achieve greater compliance. 
ς Able to decrease direct tax rates over the last 2 decades, while keeping indirect rates 

(particularly VAT) stable. (Broadening of base to lower rates) 
 
 

 
 
 
 
 
 
 
 
 
ς Reform of tax administration efforts focussed on modernising tax administration and 

making compliance easier for tax payers.  
ω The last three years a step-change or break from 1994-2016 trend: Tax increases to deal 

with  increasing revenue shortfalls and fiscal gap in spite of expenditure ceiling! 

 



Nominal growth in 

GDP revised 

upwards compared 

to time of forecast 

Yet substantial 

shortfall in tax 

collections 

Nominal GDP and revenue compared to forecasts 

ω For last two fiscal years, forecasts of nominal GDP were quite accurate, yet there were 
large shortfalls in tax revenues (although the reverse occurred in 2015/16) 

ς Does this mean shortfall cannot be explained by economic performance? 

ω No, not in our view. There could be changes in the composition of nominal GDP to less 
tax intensive components, which negatively affect revenues.  

ω E.g. shift from 
imports towards 
exports would lead 
to a lower level of tax 
revenue due to a loss 
of customs duties 
and import VAT and 
an increase in VAT 
refunds (but nominal 
GDP the same) 



Tax buoyancies and tax elasticities 

ω One measure that is often quoted is the overall tax buoyancy figure, which is a direct 
measure of how tax revenues have changed with changes in nominal GDP 

ω A smaller buoyancy might be interpreted as evidence that SARS is not collecting as 
much as it should, given the level of economic growth 

ς i.e. the decrease from 1.47 in 2015/16 to 0.88 in 2016/17 

ω However, this confuses tax buoyancies and tax elasticities, and ignores the problems 
associated with the composition of GDP described previously 

ω Tax buoyancies show the change in tax revenues compared to the change in the 
economy (or each tax base), including the impact of any tax policy measures.  

ω Tax elasticities exclude the impact of tax policy changes and show changes in tax 
revenues due to the underlying change in the tax base only 

ω The overall tax buoyancy figure includes tax policy measures (of which there have been 
many in the last few years) and is not a reliable indicator to assess revenue collection 
performance 



Revenue forecasts are a best estimate 

ω Related to the tax buoyancy figures, some commentators have stated that the large 
increase in the overall tax buoyancy for 2017/18 shows that the forecasts are 
excessively optimistic (from 0.88 in 2016/17 to 1.41) 

ω As before, this ignores compositional estimates the impact of tax policies 

ς The tax buoyancy of 1.41 that was forecast for 2017/18 includes additional tax revenue of 
R28 billion from tax policy changes announced in the 2017 Budget.  Excluding the R28 billion 
would lead to an overall tax elasticity of 1.08 

ω There are valid reasons for when the tax buoyancy increases by a substantial margin 

ω {ƛƳƛƭŀǊƭȅΣ ǘƘŜ ǿƻǊŘ άǘŀǊƎŜǘέ Ƴŀȅ ŎǊŜŀǘŜ ŀƴ ƛƳŀƎŜ ƻŦ ŜȄŎŜǎǎƛǾŜƭȅ ƻǇǘƛƳƛǎǘƛŎ ŦƻǊŜŎŀǎǘǎ 

ω As the RAWC process has shown, the revenue forecasts are best estimates only 

ω Government would not be able to plan for expenditure programmes, or anticipated 
borrowing requirements, without a realistic view of the expected income from taxes.  

ω Unrealistic assumptions or revenue άǘŀǊƎŜǘǎέ would be quickly discovered by private 
sector analysts and investors and would undermine the credibility of our budget 
publications, which may have wider consequences for investment and economic 
growth.  



Alternative measures of revenue performance 

ω Alternative mechanisms have been suggested to assess the performance of SARS, such 

as by referencing the R1 trillion collected, or that the tax-to-GDP ratio is similar to 

other advanced countries at around 26 per cent.  

ω In our view these are not relevant metrics for evaluating the amount of tax being 

collected.  

ς The R1 trillion mark is a nice milestone, but would have been reached due to inflation 

ς Tax policy measures can lead to a structurally higher level of taxes in an economy, which has 

occurred in South Africa over the past five years  

ς Tax increases over the last few years include limited relief for inflation for personal income 

tax, or άōǊŀŎƪŜǘ ŎǊŜŜǇέΣ a 1 p.p. increase in the rates for all personal income tax brackets, an 

increase in the dividends tax rate to 20 per cent, higher than inflation increases in the fuel 

levy and excise duties, amongst others 

 

ω In our view, any assessment of tax revenue performance should instead focus on the 

individual tax revenue components. 

 

 



Tax revenue performance per tax instrument 

Tax year 2016/17   2017/18   

  Forecast Actual Shortfall Forecast Actual Shortfall 

Personal income tax       441,040        424,545  -    16,495        482,086        460,953  -    21,133  

Domestic VAT       322,445        321,475  -          970        344,823        336,279  -      8,544  

Import VAT       164,013        149,265  -    14,748        162,304        152,782  -      9,522  

VAT refunds      -185,199  -     181,574          3,625       -194,377  -     191,071          3,306  

Corporate income tax       198,293        204,432          6,139        218,692        217,412  -      1,280  

Fuel levy          64,495           62,779  -      1,716           70,902           70,949                47  

Customs duties          54,043           45,579  -      8,464           52,608           49,154  -      3,454  

Specific excise duties          38,000           35,774  -      2,226           39,871           37,356  -      2,515  

Dividends withholding tax          25,250           31,130          5,880           34,717           27,719  -      6,998  

Other minor taxes          14,621           14,853             232           16,038           18,249          2,211  

Skills development levy          17,640           15,315  -      2,325           16,641           16,012  -          629  

Electricity levy            8,568             8,458  -          110             8,641             8,501  -          140  

Transfer duties            8,084             8,208             124             8,423             7,723  -          700  

Ad-valorem excise duties            3,277             3,396             119             3,639             3,781             142  

Withholding tax on interest                218                 446             228                 480                 665             185  

Total    1,174,788     1,144,081  -    30,707     1,265,488     1,216,465  -    49,023  



Use of tax bases to forecast individual taxes 

ω Tax revenues are closely linked to the change in what is being taxed, whether that be 

wages, consumption or imports.  

ω This link to an individual tax base is an important tool in creating forecasts for tax 

revenues. If we have a reasonable idea behind how tax revenues will react to changes 

in their tax bases, then we can derive the anticipated tax revenues from the expected 

future value of those tax bases. 

ω For example, the figure below shows the change in the wage bill with the changes in 

personal income tax revenues from 2004 up to 2015, after taking out tax policy 

impacts (the tax elasticity).  

ω This data suggests that for a one 
percent increase in the wage bill 
(compensation) there has been 
a 1.32 percent increase in 
personal income tax revenues. 

ω Relationship not perfect 



Published tax bases and relationships 

ω National Treasury publishes what they believe are the important tax bases for the 

major tax instruments and the expected relationship between that tax base and the 

revenue to be collected from that tax instrument.  

ω The table shows assumptions 

from the 2017 MTBPS 

ω Most relationships are 

expected to be one-to-one 

(which is similar to findings 

suggested by the IMF) 

ω Publishing these assumptions 

improves transparency and 

hopefully shows that the 

estimates are reasonable 

ω Relationships are volatile 



Estimating the impact of the economy on revenue 

ω Trying to estimate exactly how much of the shortfalls were due to changes in the 

economy, or due to other reasons, is extremely difficult. Estimates can be made but 

they will certainly have a large margin of error and are unlikely to be conclusive 

ω However, many statements have been made that the entire shortfall is due to under-

performance in the economy, and it is worth evaluating whether this appears correct 

ω To assess the impact of changes in the economy on tax revenues from previous fiscal 

years it thus may be worthwhile to follow a similar approach to forecasting, by 

evaluating how the underlying tax base changed compared to what was expected.  

ω These economic variables are separately determined by STATSSA and in effect provide 

a separate, independent source to compare whether taxes have changed in the same 

manner as the underlying tax base. If a separate and independent source is saying that 

wage growth was higher than expected, one would expect SARS to collect more in 

personal income taxes, or vice versa.  

ω Unfortunately, matters are complicated by the impact of tax policy or other 

administrative changes. Tax policy estimates included in forecasts but may be incorrect 



Impact of retirement reforms 

ω For 2016/17 and 2017/18 there may be two issues that may have increased the 

shortfall, but which are not related to lower effectiveness in collections, namely the 

changes to retirement reform legislation and changes to the SARS VAT credit book 

ω The changes to the tax treatment of revenue neutral (the revenue gains from 

introducing a R350 000 cap on deductible contributions were expected to closely 

match the revenue loss from higher deductions allowed for provident fund and 

retirement annuity contributions).  

ω SARS officials have mentioned that there has been a significant increase in deductions 

related to retirement fund contributions, which could be part of the reason for the 

increase in personal income tax refunds in 2017/18 

ω Subjective change needs to be 
made to exclude this impact 



Impact of credit book for value-added tax refunds 

ω Data from SARS shows that the credit book for value-added tax (how much SARS owes 

to taxpayers for VAT refunds) increased by more than 20 per cent in 2014/15 and then 

by more than 30 per cent in 2015/16.  

ω Simplistically, one would expect the change in the credit book to grow by an amount 

closer to VAT growth (which was 7.5 per cent in each year). Large increases in the 

credit book suggest that fewer refunds were paid out in comparison to previous years, 

leading to higher overall tax collections.  

ω SARS subsequently 
reduced the credit book 
in 2016/17 and 2017/18, 
which appears to show 
that additional VAT 
refunds were paid out in 
those years, which would 
reduce tax revenues 



Simulating the impact of economic changes on 
2017/18 tax revenues 

Tax type Shortfall 

Forecast 

of tax 

base 

change 

Actual 

tax 

base 

change 

Subjective 

adjustment 

for policy / 

other 

Re-

calculated 

revenue 

estimate 

Due to 

economy or 

policy / other 

Not 

explained 

by model 

Personal income tax  -21,133  7.78% 7.58%        -7,500    470,141        -11,945      -9,188  

Domestic VAT    -8,544  7.13% 6.91%               -      343,684          -1,139      -7,405  

Import VAT    -9,522  9.78% 3.29%               -      154,176          -8,128      -1,394  

VAT refunds     3,306  9.59% 2.70%        -5,000   -191,468           2,909          397  

Corporate income tax    -1,280  6.63% 8.90%               -      222,626           3,934      -5,214  

Fuel levy          47  7.52% 6.98%               -        70,127             -775          822  

Customs duties    -3,454  9.78% 3.29%               -        47,079          -5,529       2,075  

Specific excise duties    -2,515  6.26% 4.71%               -        38,916             -955      -1,560  

Dividends withholding tax    -6,998  6.63% 8.90%        -5,500      29,233          -5,484      -1,514  

Other minor taxes     2,211  7.52% 6.98%               -        15,889             -149       2,360  

Skills development levy       -629  7.78% 7.58%               -        16,476             -165         -463  

Electricity levy       -140  1.31% 1.42%               -          8,578               -63           -77  

Transfer duties       -700  7.52% 6.98%               -          8,365               -58         -642  

Ad-valorem excise duties        142  7.52% 6.98%               -          3,633                 -6          148  

Withholding tax on interest        185  6.63% 8.90%               -             485                  5          180  

Total  -49,023                -27,548    -21,476  

Percentage of shortfall           56.2% 43.8% 



Simulating the impact of economic changes on 
2017/18 tax revenues 
ω For PIT the tax base was expected to increase by 7.78 per cent, and the actual increase 

was 7.58 per cent, which should have reduced PIT by around R4 billion, yet the 

shortfall was R21 billion. Adjusting the shortfall by excluding a subjective R7.5 billion, 

which is potentially due to the retirement changes, shows that around R12 billion can 

be explained, while R9 billion cannot be explained by this model.  

ω Similarly, the shortfalls in import VAT and customs duties seem to be explained by the 

drop in nominal imports as compared to the original forecast 

ω Re-calculating each tax instrument and attributing a portion of the performance of 

each tax instrument to what can be explained by the economy, or by other policy 

measures, shows that around 40 per cent of the shortfall in 2017/18 cannot be 

explained by economic performance or policy measures, according to this method.  

ω The largest unexplained deviations are for personal income tax and domestic value-

added taxes. This correlates with statements from SARS officials that there has been an 

increase in the number of people and companies who are failing to submit income tax 

and value-added tax returns. The higher levels of non-compliance might be feeding 

through to lower tax revenues. 



Simulating the impact of economic changes on 
2016/17 tax revenues 

Tax type Shortfall 

Forecast 

of tax 

base 

change 

Actual 

tax 

base 

change 

Subjective 

adjustment 

for policy / 

other 

Re-

calculated 

revenue 

estimate 

Due to 

economy or 

policy / 

other 

Not 

explained 

Personal income tax  -16,495  8.77% 7.81%        -1,500    428,479        -12,561      -3,934  

Domestic VAT       -970  7.35% 6.92%               -      318,006          -4,439       3,469  

Import VAT  -14,748  11.25% 0.91%               -      152,115        -11,898      -2,849  

VAT refunds     3,625  9.96% 6.37%        -5,000   -182,696           2,503       1,122  

Corporate income tax     6,139  4.70% 6.17%               -      204,258           5,965          173  

Fuel levy    -1,716  7.74% 6.84%               -        65,420              925      -2,641  

Customs duties    -8,464  11.25% 0.91%               -        46,671          -7,372      -1,092  

Specific excise duties    -2,226  6.65% 6.30%               -        39,450           1,450      -3,677  

Dividends withholding tax     5,880  4.70% 6.17%          5,500      30,911           5,661          219  

Other minor taxes        232  7.74% 6.84%               -        15,415              794         -562  

Skills development levy    -2,325  7.78% 7.81%               -        16,408          -1,232      -1,094  

Electricity levy       -110  1.22% 0.60%               -          8,523               -45           -65  

Transfer duties        124  7.74% 6.84%               -          7,991               -93          218  

Ad-valorem excise duties        119  7.74% 6.84%               -          3,220               -57          176  

Withholding tax on interest        228  4.70% 6.17%               -             232                14          214  

Total  -30,707                -20,385    -10,322  

Percentage of shortfall           66.4% 33.6% 



Simulating the impact of economic changes on 
2016/17 tax revenues 

ω The same process was followed to try and identify the extent of shortfall being 

explained by the economy for the 2016/17 tax year.  

ω The table includes three additional adjustments, a R3 billion decrease in the revised 

estimate for VAT refunds, the R5.5 billion increase in the revised estimate for dividend 

withholding tax, which led to a surplus following the rate announcement, and a largely 

subjective R1.5 billion decrease in personal income taxes due to the retirement reform 

amendments.  

ω There are relatively large unexplained shortfalls for personal income tax (which may be 

due to policy), import VAT and specific excise duties. Using the same approach, it 

would appear that around a third of the revenue shortfall is not explained by the poor 

performance in the economy in 2016/16, according to this simulation. 

ω For the 2015/16 year, when R6.5 billion is added to VAT refunds (from the increase in 

the credit book), the shortfall appears to be fully explained by the economy 

ς Without the VAT adjustment, revenues would have outperformed the economy 



Points to note on simulations 

ω A large number of simplifying assumptions are implicit in this approach, including that 

tax revenues should directly correlate with the tax base from STATSSA. There may be 

valid reasons why this would not be the case, for example if there are now fewer high 

income individuals underlying that wage bill growth, or if the underlying elasticities 

should be much lower given poor economic performance.  

ω Alternatively, there may be other tax policy impacts that have not been correctly 

estimated. These can potentially be identified once micro-data becomes available. 

Many improvements could be made, but this method should provide one way of 

thinking about what is driving revenue shortfalls 

ω Given that these are estimates, the numbers should be seen as indicative only 



Specific excise duties for tobacco 

ω Also worthwhile to examine individual tax instruments to assess their performance 

ω Looking at specific excise duties on tobacco in particular, the last two tax years have 

shown a leveling off and then a fall in excise duties on tobacco.  

ω The undercollection of 
around 20 per cent (or 
around R3 billion) is 
worrying, especially 
given higher than 
inflation increases in the 
excise duty 

ω Unlikely that this can be 
explained by a decrease 
in smoking, or moves to 
άǾŀǇƛƴƎέ 

ω Appears this may be due 
to an increase in illicit 
tobacco 



Final points on revenues 

ω The RAWC process incorporates the views of different institutions to create a best estimate for 

the revenue forecasts, while the publication of many of the assumptions behind the revenue 

forecasting estimates allows for greater transparency. The forecast numbers need to be credible 

to allow for proper government planning and to make investors comfortable with forecasts of the 

ŎƻǳƴǘǊȅΩǎ fiscal position  

ω There are a multitude of ways of looking at the performance of tax revenues, and indirectly the 

performance of the revenue agency. In our view the most appropriate measure is by investigating 

the tax collections of each tax instrument in relation to the growth in their tax base (which is 

estimated by a separate institution).  

ω The analysis suggests that the last two fiscal years have seen large unexplained shortfalls in some 

categories of taxes (such as personal income tax and domestic value-added tax), while other 

shortfalls can be largely explained by economic conditions (such as import value-added tax and 

customs duties).  

ω Notwithstanding the large margins of error in the analysis, there is some reason to believe that 

shortfalls in personal income taxes and domestic value-added tax could be due to factors other 

than policy or economic underperformance, as these results are closely linked to statements by 

SARS officials on the increased levels of non-compliance from the non-filing of personal income 

tax and value-added tax returns.  



Tax Administration 
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άTwo tax collectorsέ 
ς Marinus van Reymerswaele (c. 1540) 
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