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Lecture Outcomes
Units1-10

Outcome 1 — Introduction
01 Introduction to Economic Environment
02 Understanding economic graphs

GDP

Gross Natl Income
Gross Dom Expenditure
Disposable Income
Gross / Net capital
formation

Outcome 2 — Price determination
03 Supply, Demand, Prices

04 Changes in Supply and Demand
05 Elasticity

CPI

PPI
Unemployment
Lorenz Curve
Gini Coefficient
Business Cycles
GDP

Outcome 4 — 3 important sectors GNI

Outcome 3 — Macroeconomic perspective
06 Measuring economic performance
07 Economic indicators

\j

08 The Public Sector — Budget

09 The Financial Sector — Money Supply
10 The Foreign Sector —» Balance of Payments / Trade

Macroeconomic Objectives
1. Full employment

2. Price Stability

3. External Equilibrium

4. Economic growth

5. Equitable income

8.1 Introduction

8.1.1 The role of the Government
8.1.2 Market failures and G measures
8.1.3 The functions of G

8.2 The Budget of the SAG
8.2.1 Government Expenditure
8.2.2 Government Revenue
8.2.3 Personal Income Tax
8.2.4 Company Tax

8.3 Tax Criteria

8.3.1 Neutrality

8.3.2 Equity

8.3.3 Administrative Simplicity

8.4 Fiscal Policy

8.5 Summary
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8.1 Introduction

The Private Sector |Free Market Economy
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8.1 Introduction

The Command Economy
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8.1 Introduction
The Public Sectorin the Mixed Economy
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8.1.1 The Role of Government

The need to measure in numbers
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8.1.2 Market Failures

When the market fails to provide the best outcome

—
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Exports
4—

Macroeconomic Objectives

1. Full employment
2. Price Stability

3. External Equilibrium
4. Economic growth
5. Equitable income
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>
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8.1.2.1 Market Failures

Imperfect Competition

—
Imports

Exports
4—

Macroeconomic Objectives

1. Full employment
2. Price Stability

3. External Equilibrium
4. Economic growth
5. Equitable income

Make
>

" Producers el
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Macroeconomic Objectives
1. Full employment

8.1.2.2 Market Failures S Euternat Equibrium

4. Economic growth

PUinC GOOdS 5. Equitable income
Make
>
" Producers el
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D - Privatisation of state enterprises for efficiency -
Price Price
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Macroeconomic Objectives

8.1.2.3 Market Failures

Externalities

1. Full employment

Stability

3. External Equilibrium
4. Economic growth
5. Equitable income
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% of income

8.1.2.4 Market Failures

Income Inequality

—
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Exports
4—

100

Macroeconomic Objectives

1. Full employment
2. Price Stability

4. Economic growth
5. Equitable income
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8.1.2.5 Market Failures

Economic Instability

Macroeconomic Objectives

1. Full employment

2. Price Stability

3. External Equilibrium
4. Economic growth

5. Equitable income
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8.1.3 Functions of Government

Allocation, Regulation, Distribution, Stabilisation

—
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4—

Macroeconomic Objectives
1. Full employment

2. Price Stability

3. External Equilibrium

4. Economic growth

5. Equitable income
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8.2 The Budget of Government

The definitions of the Budget

Main
Financed by National Revenue Fund
_~ (voted by Parliament)

Consolidated National Budget

Main + Social Security Funds + RDP Funds

Consolidated National + Provincial Budget
/ Consolidated + Provincial Budgets

Consolidated General Government

Macroeconomic Objectives
1. Full employment

2. Price Stability

3. External Equilibrium

4. Economic growth

5. Equitable income

Consolidated National and Provincial extra
budgetary institutions and Local
Government accounts
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Macroeconomic Objectives
1. Full employment
2. Price Stability

8.2 The Budget of Government : s caliorr

The definitions of the Budget

Summary of the national budget

4. Economic growth
5. Equitable income

201415 201516 6T 201718

Budget Revisad Budget Madium-term estimates
estimati estimati estimate

R million

REVENUE

Estimate of revenue before fax proposals 1041 015

Budget 201516 propasals:

Tax proposals after fiscal drag 201516 (Ned): B 275

Parsonal income fax .

Fiscal drag rebaf <& 500

Rafe MEreass in income 9420

Modical credis 420

Busingss income fax 150

Enarm-afficlancy saings fax incentve =150

Taxes on property 100

Adfustment in transfer gufy 100

indiract faxes 8 325

Incraasa in genaral fual levy £ 430

Increass in excise dulies on lobacco products B?

Incraass in alcohalic beverages 124

Estimate of revenue after tax proposals 962 Ta2 954 260 1049 3n 1 165068 1 265409

Parcondage change from previpus year 1000% 11.1% 85%
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8.2 The Budget of Government

The definitions of the Budget

Macroeconomic Objectives

1. Full employment

2. Price Stability

3. External Equilibrium
4. Economic growth

5. Equitable income

EXFENDITURE

Direct charges against the Naticnal Revenue Fund 301 667 501 606 53T BAT 57T 085 B15 123
Debi-zanica cosls 114 801 11516 126 440 14051 153 376
Prenincial aquitable shane 350922 358922 I82 673 405 265 428 BA3
General fuel levy sharing with metropolitan municipalites 10 180 10 180 10654 11204 11 785
Skl bevy and sector education and training authorties 13440 13200 14 &40 16 140 17 400
Other " 3214 3z 3 304 3495 3669
Appropriated by vote 63T 896 633 516 679 458 TIT Bd5 T60 740
Current payments 187 903 187 717 194 475 207 091 218 985
Tremsfers and subsidies 428913 426 944 ABd G55 493 017 522 D68
Payrnents for capilal assels 17 500 15 466 16 646 17 385 19 322
Payrnents for financal assels 151 3380 Im 35 155
Plus:

Unallocated resenes 3000 - & 000 15 004 45000
Estimate of national expendifure 1142 562 1135122 122345 1209944 1420 B62
Percantage change from previous year T.7% T.2% 85%
2014 Budget estimate of expenditure 1142 562 1 232 580 1323 624

increase / decrease [-) J441 10 246 13680

Gross domeshic product 3TN JEm9 520 4 191 752 4 534 Ta0 4 93 134

1) Inciwdes direct appropriations in respect of the salanas of the President, Depuly President. judges, magisirales, members of Parfamen, snd
National Revenue Fund payments |previously classified a5 extraorinary payments)
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8.2 The Budget of Government

The definitions of the Budget

Macroeconomic Objectives
1. Full employment

2. Price Stability

3. External Equilibrium

4. Economic growth

5. Equitable income

Summary of the consolidated budget

2014135 H1SHE 2HEnT HAMTHE
Busdget Revised Bl Medium-barm etlemated
eslimate eFlimale estimple
R milloa
Hatanal budiget revenue QE2 TH2 G54 269 1049 291 1 165988 1 265 408
Riewamnes of provinces, socal security funds and public snilies 135 465 136782 130 554 165 526 174 122
Consolidated budget revense * 1 050 248 1 @30 851 1168 855 1331 514 1439 51
National budget expenditure 1142 583 113512 1282 M5 1309944 1 420 B8
Expenditure of provinces, socal security unds and publc eniliies 1069 T5:2 108 243 138 852 1358 859 140 BTE
Consolidated budget expenditure ” 1252 314 1243370 1351 g7 1 448 BO4 1561 Tda
Consolidated budget balance -153 066 -152 318 -162 152 117 280 -2 308
Parceniage of GOP -40% -10% 1% -2 6% -2 5%
FIMAMCING
Demestic loans |rt) 156 T8 167 544 158 526 134 937 13570
Farsign loams {net) 1413 10330 10 350 <374 12 20
Change in cash snd other balances -T 143 -25 454 -T 134 AT 263 -3 581
Total financing (met) 153 066 152 378 117 280 122 208

162 152




8.2.2 Government Revenue

Taxes collected, by source
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Consumption

+lnvestment

8.2.3 Personal Income Tax

+Government
Income tax is normal tax paid on your taxable income +eXports

-ImportZ
Taxable Income = Income Earned — Tax Rebate GDP

Counting

Remuneration (income from employment), such as, salaries, wages, bonuses,
overtime pay, taxable (fringe) benefits, allowances and certain lump sum
benefits

Profits or losses from a business or trade

Income or profits arising from an individual being a beneficiary of a trust
Director’s fees

Investment income, such as interest and foreign dividends

Rental income or losses

Income from royalties

Annuities

Pension income

Certain capital gains

You are liable to pay income tax if you earn more than:
R73 650 if < 65

R114 800 if 65+.

R128 500 if 75+
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8.2.3 Personal Income Tax

Income tax is normal tax paid on your taxable income

Taxable Income (R):
0-181,900

Rates of Tax:
18% of taxable income

Consumption
+Investment

+Government
+eXports

-ImportZ

GDP

181,901 — 284,100 R32,742 + 26% of taxable income above R181,900
284,101 - 393,200 R59,314 + 31% of taxable income above R284,100
393,201 - 550,100 R93,135 + 36% of taxable income above R393,200 Progressive
550,101 -701,300 R149,619 + 39% of taxable income above R550,100 < Taxg
701,301 and above R208,587 + 41% of taxable income above R701,300
< Age 65: Age 65 - 75: Age 75+
Rebate: R13,257 R7,407 R2,466
Threshold: R73,650 R114,800 R128,500
2015/2016 465 65 - 75 75
Taxable [ncame (R): Rates of Tawx: [ncome 213,257 207,407 202 466
From To S Less Rebate 13,257 7,407 2466
1 0 181,900 1§ Taxable Income 200,000 200,000 200,000
2 181,301 284,100 26 32,742 Bracket 2
3 284,101 393,200 31 59,314 - Base 32,742
4 393,201 550,100 36 93,135 - % 26
5 550,101 701,300 39 143,613 - Excess 18,099
6 701,301 41 208,587 %y Excess 4,706
Total 37,448
<65 65 -75 75 dyverage % 158.72%
Rebate 13,257 7,407 2,466
Threshold 73,650 114,800 128,500 Less Threshold 73,650 114,500 128,500



8.2.3 Company Tax

Company tax is a direct tax on the profit of a legal person

Consumption

+lnvestment

+Government

+eXports

-ImportZ

Expenses of firm are first deducted from income

After tax profit can be (1) reinvested or (2) distributed as profits

To encourage reinvestment,

(1) Secondary Tax on Companies of 10% on net of dividends until 2012
(2) Dividends Tax on shareholders of 10% on receipt of dividends

- tax collection by company and not individual

SOUTH AFRICA CORPORATE TAX RATE

578 | 36.89  35.89

34.55 34.55 34.55 34.55 34.55

GDP

Jan/0é Jan/08 Jan/10 Jani12 Jan/14



8.3 Tax Criteria

Characteristics of a good tax system

Neutrality
= the tax system should not distort relative prices or change behaviour
= excess burden should = 0 (the additional cost of the tax)

Equity
= fairness in terms of the Benefit Principle
= Fairness in terms of Ability to Pay Principle

Administrative Simplicity
= low compliance and transaction costs

South Africa Taxes Last Previous Highest Lowest
Corporate Tax Rate 28.00 28.00 37.80 28.00
Personal Income Tax Rate 41.00 40.00 41.00 40.00
Sales Tax Rate 14.00 14.00 14.00 14.00
Social Security Rate 3.00 3.00 3.00 3.00 percent

Social Security Rate For Companies 2.00 2.00 2.00 2.00 percent
Social Security Rate For Employees 1.00 1.00 1.00 1.00 percent

Consumption
+Investment
+Government
+eXports

-ImportZ

GDP
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Consumption

+lnvestment

8.3.1 Tax Criteria p—

Neutrality +eXports

-ImportZ

GDP

Individuals make decisions about spending, saving and working based on their needs, wants
and talents, unless taxes distort their thinking.

Businesses make their production, employment and investment decisions efficiently based
on their opportunities and resources, but taxes distort their decisions.

Taxes on income discourage work, so the economy will produce less.
Sales taxes on goods but not services cause people to buy more services.

Great Britain experimented with the most neutral tax of all, the "head tax," during the
1980s. Every adult was taxed a fixed amount for the support of local governments. Everyone
from the dustman to the Queen paid the same amount. This tax is neutral because--short of
the guillotine-- no one can change their behavior to avoid it. Changing investment,
employment or spending decisions has no effect on the tax paid. Thus, it is thought, people
will make efficient use of their resources. The tax didn't last long. It was attacked mainly on
equity grounds.

Governments should choose tax bases that are little affected by the imposition of taxes eg
fuel
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Consumption

+lnvestment

8.3.1 Tax Criteria p—

Equity +eXports
-ImportZ
Horizontal Equity GDP

Like taxpayers are taxed alike.

Vertical equity
Taxpayers in different circumstances are taxed differently, in an appropriate
way.

1. Ability to Pay

Standard taxes are set based on measures of a taxpayer's income or wealth.
Income is the most common measure of ability to pay.

Taxes are progressive when they rise as incomes rises(eg PAYE)

Taxes are regressive if they fall as income rises (eg UIF)

Taxes are proportional when they are flat as income rises

2. Services Received or Benefits

Taxes are based on the government services or facilities they use (e-Toll)
Fees or charges for a public park or school
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Consumption

+lnvestment

8.3 Tax Criteria

+Government
Administrative Simplicity +eXports
Taxes are costly to collect, and some are more costly than others. -ImportZ

GDP

1. Public Cost

Costs to the government include pay of employees and their equipment to keep track of
taxpayers, prepare forms and instructions, valuing the tax base, calculating the tax owed,
accounting for revenue received, and handling appeals.

Enforcement of a tax requires notifying taxpayers of the rules for payment, and identifying,
apprehending and prosecuting tax delinquents and evaders. The cost of enforcement rises
the higher is the tax rate, and the more complex are the rules defining the tax base.

2. Private Cost

Taxes cost taxpayers to pay = Compliance Costs.

Taxpayers must keep track of transactions and income sources.

For some taxes they may hire accountants and tax preparers.

If they disagree, they may have to file and follow through with an appeal.

Some costs are in money (the tax preparer's fee), others are in time (spent on forms)

Property Taxes have high public costs but low private costs
- every property must be assessed and its record kept on file
- many taxpayers with mortgages never see a tax bill

Income tax has low public costs but high private costs
- SARS is a big, expensive agency
- industry of tax attorneys, accountants, and preparers is larger

- hours of time of the millions of taxpayers each year Page 25 of 29



Consumption

+|lnvestment

8.4 Fiscal PO“CV +Government

Tax cuts or increases lift or drop disposable income +eXports

-ImportZ

Fiscal policy is the effect on the aggregate economy of the overall levels of Gpp
spending and taxation, and more particularly, the gap between them.

Contractionary when revenue is higher than spending (budget is in surplus)
Expansionary when spending is higher than revenue (ibudget is in deficit).

Administrative lag
period for decision makers to make a decision and implement it

Impact lag
period before changes have effects

Political business cycle
Manipulating of Fiscal Policy by politicians ahead of elections
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Macroeconomic Objectives
1. Full employment
2. Price Stability

8.2.1 Government Expenditure : smicalinn

4. Economic growth

The definitions of the Budget >: Equitable income

Consumption

+Investment

CONSOLIDATED EXPENDITURE SHARES BY FUNCTIONAL

+Government
CLASSIFICATION, Zﬂﬂfl-ﬂ
+eXports
All other G‘Er;::::;";h”c | .
-Import
1% 16% P
GDP

Ssocial Protection

15% Economic Affairs
10%
Public Order &
Safety
Health 100
13%
Defence
4%
Education &
Related Functions

21% ragc 27 of 29



Summary: Economic Indicators

The need to measure in numbers

—
Imports

Exports
4—

Make

Buy
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> Producers

Macroeconomic Objectives

1. Full employment
2. Price Stability

3. External Equilibrium
4. Economic growth
5. Equitable income
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Lecture Outcomes
Units1-10

Outcome 1 — Introduction
01 Introduction to Economic Environment
02 Understanding economic graphs

GDP

Gross Natl Income
Gross Dom Expenditure
Disposable Income
Gross / Net capital
formation

Outcome 2 — Price determination
03 Supply, Demand, Prices

04 Changes in Supply and Demand
05 Elasticity

CPI

PPI
Unemployment
Lorenz Curve
Gini Coefficient
Business Cycles
GDP

Outcome 4 — 3 important sectors GNI

Outcome 3 — Macroeconomic perspective
06 Measuring economic performance
07 Economic indicators

\j

08 The Public Sector — Budget

09 The Financial Sector — Money Supply
10 The Foreign Sector —» Balance of Payments / Trade

Macroeconomic Objectives
1. Full employment

2. Price Stability

3. External Equilibrium

4. Economic growth

5. Equitable income

8.1 Introduction

8.1.1 The role of the Government
8.1.2 Market failures and G measures
8.1.3 The functions of G

8.2 The Budget of the SAG
8.2.1 Government Expenditure
8.2.2 Government Revenue
8.2.3 Personal Income Tax
8.2.4 Company Tax

8.3 Tax Criteria

8.3.1 Neutrality

8.3.2 Equity

8.3.3 Administrative Simplicity

8.4 Fiscal Policy

8.5 Summary
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