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The Role of Tax Reform in Stimulating Foreign Direct Investment in
South Africa during the Period (1994-2010)

Abstract:

The study aims to analyze the tax system and tax structure in South
Africa, as well as the determinants of foreign direct investment and
methods of activating tax incentives to increase foreign direct investment
flows to South Africa, using the inductive approach to analyze the data
used about tax revenues, especially corporate tax, as one of the most
important tax incentives tools.

The study started from the hypothesis that there is a positive effect
of tax incentives on the flows of foreign direct investment to South
Africa.

The study concluded that South Africa needs to reconsider its
application of tax rates, given that the current procedures do not achieve
the target effect with regard to foreign direct investment, and the solution
may be to combine tax incentives and tax rates that provide the necessary
advantages to improve the flows of foreign direct investment that the
country needs. Openness, political stability, financial development,
financial incentives and infrastructure are also important factors on which
the flow of foreign direct investment in South Africa depends.

The study recommends to work on developing, strengthening and
modernizing the infrastructure of the economy because of its positive
impact on attracting foreign direct investment flows in South Africa. As
well as re-examining the structure of financial and tax incentives for local
and foreign investors, as they are insufficient in attracting foreign direct
investment, and rationalizing them by linking them to economic priorities
and investment decisions that serve development goals.

Keywords: Tax Reform, Foreign Direct Investment, South Africa
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(Y) South Africa (Republic) (Katz Commission): op. cit., pp 319-340.
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Source:1- Republic of South Africa: Budget Review 2001 National Treasury,
(Pretoria: Government, 2001), pp. B.1-B.2.
2- Republic of South Africa: Budget Review 2012 National Treasury,
(Pretoria: Government, 2012), pp. 172 —174.
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(Pretoria: Government, 2001), pp. B.1-B.2.
2- Republic of South Africa: Budget Review 2012 National Treasury,
(Pretoria: Government, 2012), pp. 172 -174.
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(1) South Africa Revenue Service(Taxation in South Africa): op. cit., pp. 169-198.
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(1) Jenkins, C., and Thomas, L.: Foreign Direct Investment in South Africa:

Determinants, Characteristics and Implications for Economic Growth and
Poverty Alleviation, (Oxford: Oxford University, Centre for the Study of
African economies, October 2002), P112.
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(1) Onyeiwu, S., and Shrestha, H.: “Determinants of Foreign Direct Investment in
Africa”, Journal of Developing  Societies, Vol. 20, 2004, p 89.
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Development Strategy: Towards A Research Agenda, (Cape Town:
University of Cape Town, School of Economics, 1998), P6.

(3) Ahmed, F. & Arezki, R. and Funke, N.: The Composition of Capital Flows: Is
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(1) Lim, E.G.: Determinants of, and the relation between, foreign direct

investment and growth: A Summary of the Recent Literature, (Washington,
D.C.: IMF, 2001), p 175.
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(1) International Monetary Fund (IMF): New Growth Drivers for Low- Income
Countries: The Role of BRICSs (Washington, D.C.: IMF, 2011), Pé6.
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(1) Business Map Foundation: Angola remains the favoured FDI destination into
SADC in 2005 (Johannesburg, Houghton Estate, 2005), P 3.

(2) World Investment Report (WIR)., 2011. Global Investment Trends: United
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(http://www.resbank.co.za/Publications/Reports/ Documents/Quarterly Bulletins)

(4) South African Reserve Bank (SARB): op. cit.
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(1) United Nations Conference on Trade and Development (UNCTAD): Investment
Country Profiles: South Africa (Geneva: UNCTAD, 2012), P 6.
(2) United Nations Conference on Trade and Development (UNCTAD)., 2008, 2009,

2010.,, and 2011: World Investment Report (Geneva: UNCTAD,
2008,2009,2010,2011).

(3) United Nations Conference on Trade and Development (UNCTAD),Investment

Country Profiles: South Africa 2012: OP.CIT.,P 7.
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(1) Idem.

(2) United Nations Conference on Trade and Development (UNCTAD),Investment
Country Profiles: South Africa 2012: OP. CIT.,P 7.

(3) World Investment Report (WIR), 2011. Global Investment Trends: United Nations
Conference on Trade and Development, op. cit., p 188.

(4) South African Reserve Bank (SARB): Quarterly Bulletins, 2010- 2011: op. cit.

%F*'” galg (V) o — (£1) ol
1



(F+9+=1844) 3,24l IS Lediaydl wgior b bl pain¥1 LadTaw¥l judd b pruspuiall T3NS 90

e ye dal dpeall e M 3B eY) O A ade J3as Yo ale bl
Jsall oo 2l (s5ine ) (A5 o DLl i s Ll Gigin ) LuiaY) L)
RV PG

g Ui 3sm of amg 2330 (3lsud) & L) olis Bage cupal ) ciludll
an dnla B LEE Cgin B dedie Dlle (Bowy ¢ Dl dladll l$al xal
SLEaY b o e O Sl i) bl oY) Hlnay) JKa b clday)
a8 ShLEnY) o3a Cral of CaiS) Ll Gsis 8 il il Jed Jas
M. Zaald) cilegpiall o sanall chlenay) (e e chdll Gk ge 2 (%£0)
Jac 3a5 2smg o sp Ll (el pdY) IS5 dglie il e cojil (il Al clliag
Oe il Jsdo e sele 38 adiie Jlo ey oy A Ddsdl) clSE) Jads
O Gl eyl dias aly AN ehd Gub oo L G ) ol
Y ol e bl in) L) e L daidie eV diied Landl i
.08 Ll Cigin 8 LuiaY) ClSEN Cails e L) of 8y pualls

(1) United Nations Conference on Trade and Development (UNCTAD): 2005 World
Investment Report, (Geneva: UNCTAD, 2005).

(2) Thomas, L., and Leape, J.: op. cit., p 15.

(3) Gelb, S., and Black, A.: Foreign direct investment in South Africa. Investment
Strategies in Emerging markets (UK : Cheltenham, 2004), pp 177-199.

(4) Thomas, L., and Leape, J.: op. cit., p 16.
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(1) Sharnam, J.C.: Havens in a Storm. The Struggle for Global Tax Regulation,
(London: Cornell University Press, 2006), p 3.
(2) Biswas, R.: Introduction: Globalisation, Tax Competition and Economic

Development, (Devereux, M.P. 2002). The OECD Harmful Tax Initiative. IN:
Biswas, R. (ed.): International Tax Competition and Fiscal Sovereignty,
(London: Commonwealth Secretariat), p 5.

bl Jaaldtll (e a3 (F)
— Easson, A.: Tax Incentives for Foreign Direct Investment (The Hague: Kluwer

Law International, 2004), p 53.
- Benassy-Quere, A. Fontagne, L & Lahreche-Revil, A.: Tax Competition and
Foreign Direct Investment ( CEPII, NO. 2003-17 , December, 2003), p 19.
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(1) Easson, A.: op. cit., p 54.
(2) Easson, A.: Ibid., p 56.
(3) Honourable Trevor A Manuel: op. cit.,, p 5.
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(1) PKF International Limited: South Africa Tax Guide 2011. (United Kingdom:
PKF, 20011e, 2012), p 9.

(2) Republic of South Africa: The Income Tax Act, No, 58 of 1962, (Pretoria:
Government, Appendix I, 2010).
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(1) Republic of South Africa: The Income Tax Act, No, 58 of 1962, (Pretoria:
Government, Section 11(a)(e)- 12, 2010).
(2) Republic of South Africa: The Income Tax Act, No, 58 of 1962, (Pretoria:
Government, Section 64(f), 2010).
(¥) Kransdorff, M.: “Tax Incentives and Foreign Direct Investment in South Africa”,
Consilience-The Journal of Sustainable Development, No. 3, 2010, pp 68-84.
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(1) Republic of South Africa: The Income Tax Act, No, 58 of 1962, (Pretoria:
Government, Section 10(1)(k) 11(e)-12(e)(c)-13-20, 2010).
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(1) Republic of South Africa: The Income Tax Act, No, 58 of 1962, (Pretoria:
Government, Section 31, 2010).
(2) Honiball, M. & Oliver, L.: International Tax: A South Africa Perspective(Cape
Town: 4th ed, 2008), p 7.
2ok cJraldll e aial (V)
- Honiball, M. & Oliver, L.: op. cit., p 12.
- South Africa Revenue Service: Double Tax Agreements Listing.

(https://www.sars.qov.za/legal-counsel/international-treaties-agreements/double-
taxation-agreements-protocols/)

(4) South Africa department of trade and industry: Investor,s Handbook, 2010.
(http://www. dti.gov.za/publications/investor-handbook.pdf)
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Source: Carte D.: How South Africa taxes compare (Moneywebtax,

2009), p 12.
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