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

Outcome 2 – Price determination
03 Supply, Demand, Prices
04 Changes in Supply and Demand
05 Elasticity

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

Outcome 4 – 3 important sectors
08 The Public Sector
09 The Financial Sector
10 The Foreign Sector

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

Lecture Outcomes
Units 1 - 10

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

Budget
Money Supply
Balance of Payments / Trade

Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income

CPI
PPI
Unemployment
Lorenz Curve
Gini Coefficient
Business Cycles
GDP
GNI
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8.1 Introduction
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8.1 Introduction
The Command Economy
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8.1 Introduction
The Public Sectorin the Mixed Economy

Sell

Buy

Make

Use

Price

Price

Imports

Exports Exports

ImportsFactor 
Market

Central Government

General Government

Central Government
National Departments

Provincial | Local 
Government

Regional | Local 
Departments

Public Corporations | 
Enterprises

State owned Enterprises
Eskom Telkom

Firm

Home 
own

State

State 
own

Command Command

Sell

Buy

Price

Price

Buy

Sell

Price

Price



Page 6 of 29

Goods 
Market

Buy

Sell

Price

Price

8.1.1 The Role of Government
The need to measure in numbers
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• Buy Labour
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Buy

Sell

8.1.2 Market Failures
When the market fails to provide the best outcome
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Adam Smith allocated some functions to Government

External safety (Army)
Internal safety (Police)

Market Failures

Imperfections in the system that send the wrong price signals 
and cause distortions and require an intervention

Imperfect competition
Public Goods
Externalities
Income inequality
Economic Instability
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Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income
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Buy
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8.1.2.1 Market Failures
Imperfect Competition
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Only 1 producer (or consumer)

No discipline from competitors
Distort P and Q

Natural Monopoly

No competitor arises because firm can meet market demand

Government can
- Wait for profits to attract competitor (but price war can 
eliminate competitor)
- Allow private company and regulate it
- Regulate prices to prevent excesses
- Tax away the excess profits
- Supply goods itself
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Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income
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8.1.2.2 Market Failures
Public Goods

Sell

Buy

Make

Use

Imports

Exports Exports

Imports

Goods with different characteristics to Private Goods

Can't exclude anyone
=> causes problem of free-riding

- Government imposes taxes to share the cost 

Public Goods does not mean Government must produce them

- Privatisation of state enterprises for efficiency
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Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income
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8.1.2.3 Market Failures
Externalities
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When activities spill over to others that are not included in Price

Negative Externality eg pollution
=> costs of spill not included in price, paid by 3rd parties
- Government intervene to create fairness
- set limits to pollution and risk
- use taxes to reconsider price and risk
- allocate costs of clean up 

Positive Externality eg vaccination
=> value of prevention shared by 3rd parties who don't get infected
- Government intervene to create fairness
- use taxes to share costs 
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Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income
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8.1.2.4 Market Failures
Income Inequality
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Market

Producers

Consumers

Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income

% Cumulative %

# R # R

Poorest 20 2 20 2

Next 20 8 40 10

Next 20 10 60 20

Next 20 15 80 35

Richest 20 65 100 100

Cf Line of Perfect Equality

When incomes are extremely skew

If most people will not voluntarily 
distribute income,
Government can tax and redistribute

A progressive income tax increases the 
rate of tax as income increases

The extra income is distributed by way 
of transfers or goods and services
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8.1.2.5 Market Failures
Economic Instability
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Trough ↑swing Peak ↓swing

Vertical 
axis is
Δ GDP

4 Business Cycles

Government Macroeconomic Policy to smooth the business cycle

Monetary Policy - the policy of Money Supply and Interest Rates of 
the SA Reserve Bank

Fiscal Policy - the policy of Government Taxes and Expenditures to 
smooth business cycles by SARS and National Treasury
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8.1.3 Functions of Government
Allocation, Regulation, Distribution, Stabilisation

Sell

Buy

Make

Use

Price

Price

Imports

Exports Imports

Exports

-

+

+

-

++

Factor 
Market

Producers

Consumers

Min / 
Max 
Prices

Min / 
Max 
Prices General Government

Allocation
Allocate resources efficiently 
(public goods / externalities)

Regulation
Legislate to ensure minimum 
standards (imperfect 
competition)

Distribution
Allocate income equitably 
(income inequality)

Stabilisation
Monetary and Fiscal Policy 
to smooth business cycles

Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income



Page 14 of 29

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

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

Consolidated National and Provincial extra 
budgetary institutions and Local 

Government accounts
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8.2 The Budget of Government
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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
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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

Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income
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8.2.2 Government Revenue
Taxes collected, by source
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8.2.3 Personal Income Tax
Income tax is normal tax paid on your taxable income

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Consumption 

+Investment 

+Government 

+eXports

-ImportZ

GDPTaxable Income = Income Earned – Tax Rebate
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

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Consumption 

+Investment 
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-ImportZ

GDP
Taxable Income (R): Rates of Tax:
0 – 181,900 18% of taxable income
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
550,101 – 701,300 R149,619 + 39% of taxable income above R550,100
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

Progressive 
Tax



Page 21 of 29

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

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Consumption 

+Investment 

+Government 

+eXports

-ImportZ

GDPExpenses 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
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8.3 Tax Criteria
Characteristics of a good tax system

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Consumption 
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-ImportZ

GDPNeutrality
= 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
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8.3.1 Tax Criteria
Neutrality
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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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8.3.1 Tax Criteria
Equity

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Consumption 
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GDPHorizontal Equity
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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8.3 Tax Criteria
Administrative Simplicity
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Taxes are costly to collect, and some are more costly than others.

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
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8.4 Fiscal Policy
Tax cuts or increases lift or drop disposable income
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GDPFiscal policy is the effect on the aggregate economy of the overall levels of 
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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8.2.1 Government Expenditure
The definitions of the Budget

         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
         
  

Macroeconomic Objectives
1. Full employment
2. Price Stability
3. External Equilibrium
4. Economic growth
5. Equitable income

Main
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(voted by Parliament)
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Main + Social Security Funds + RDP Funds
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Consolidated + Provincial Budgets

Consolidated General Government

Consolidated National and Provincial extra 
budgetary institutions and Local 

Government accounts
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Outcome 1 – Introduction
01 Introduction to Economic Environment
02 Understanding economic graphs

Outcome 2 – Price determination
03 Supply, Demand, Prices
04 Changes in Supply and Demand
05 Elasticity

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

Outcome 4 – 3 important sectors
08 The Public Sector
09 The Financial Sector
10 The Foreign Sector

8.1 Introduction
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8.4 Fiscal Policy

8.5 Summary

Lecture Outcomes
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