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The Budget 2011/12 and the Poor: 

Where are they going to run to?

The budget is one of the most important public documents produced by a government, expressing its priorities and commitments. It is the place where a government proposes how much revenue it plans to raise and how it plans to use these funds to meet the nation’s competing needs, from bolstering security to improving health care to reducing and eradicating poverty. As such it could be said that the state is given the right to levy taxes for the common good; correlative to this right of the state is the responsibility to pay taxes. This does not, however, mean that taxes should reach such a high level that they become confiscatory; as besides being used to raise revenue to fund government operations, levying taxes is also an essential tool to assist in the redistribution of wealth or income and to regulate economic activities. It is in this regard that it is recommendable that government has considered to;

a) Increase the threshold for withholding tax paid on casual labour from MK 500 to MK12, 000 per month to be consistent with the new PAYE threshold. This measure will not only increase the disposable income of Casual Labourers but align their pay to the PAYE bracket.
Increase the tax free lump sum in the PAYE threshold from K10, 000 to MK12, 000 per month 

While at first hand the above sound progressive in taxation; however, when the taxes and the income sides of the majority of the population are looked at in tandem, one finds that even though the tax policy in the fiscal year is progressive in relative terms, it is very regressive when compared to the realities of most Malawians. The classic regressive taxes in the upcoming fiscal year include:

I. The reintroduction of VAT on products such as water supply, ordinary bread, meat and edible meat offal, milk and dairy products. The introduction of taxes on these products is regressive and heavily impacts on the low income households since this category of people spend a greater percentage of their annual income on food; they thus pay the greater percentage of their income in VAT. The regressivity of VAT is the reason why some governments zero-rate basic commodities as a means of making the system more pro-poor. Our government on the contrary has decided to squeeze the majority of the population against the hard surface by introducing VAT on the mentioned commodities.
II. Increase of import duty on wheat flour and meals in flour from 5% to 20% and introduction of a 25% Excise duty on rags/used clothing has huge implications for a great proportion of women, single female headed households, that earn their livelihoods through the informal employment of selling used clothing, and selling of doughnuts (made on the base of wheat flour)-as they will have to pay for the additional cost to get the materials. Candidly, government has shifted the burden of taxation to poorer households; in that the system will pass on to the consumer the taxes increased and introduced on the goods and services that poor people consume. In turn the tax imposed in the second clothing will also have consequences for the majority of Malawians who find clothing through Kaunjika and cannot afford regular new clothing.
III. At the other end of the spectrum, the Minister of Finance neither provided adequate information on actual revenue from Kayelekera during the past year nor the necessary updated forecast for the fiscal year, thereby compromising the principle of efficiency in tax administration. The nation is being kept in the dark on how government is changing policy to eliminate secrecy around tax incentives which are prone to abuse in the sector; palming off the twin goals of efficiency and fairness in taxation. The cynicism is that if there is tax-avoidance activities in the sector currently, such activities are necessitating higher tax rates (such as PAYE), as they push the burden of funding the government on to a smaller number of compliant taxpayers who are mostly the poor Malawians. Furthermore, the ostensible secrecy and confidentiality between Government and Paladin coupled with the bewildering argument that the little revenue the country presently gets from Kayelekera is better than nothing is a criminal act against the conscience and intelligence of the citizens of this nation.
IV. In order to equally share the burden of the “zero-deficit budget” government could lead by example through cutting a few expenditures such as ministerial benefits, reducing the number of cars on the presidential convoy, etc, fortune could be made out of these expenditure cuttings. 

V. The current tax regime does not address the income inequality existing in the Country. The largest pay gap amongst the countries in Southern Africa is in Malawi; a pay gap of 106.7 exists, meaning that executives are earning 106.7 times more per month than the lowest paid workers (PriceWaterHouseCoopers:2010). The argument here is not that the distribution of income and wealth should be absolutely equal; some degree of inequality not only is acceptible, but also may be considered desirable for economic and social reasons; however in the face of such an avoidable reality it’s the responsibility of government to moderate excessive disparities in the distribution of income and wealth through systems such a progressive and equitable taxation regime. An equitable tax system implies that everyone pays according to his or her own ability. A more equitable tax system is one that ensures that individuals with higher incomes bear a greater tax burden as compared to individuals with lower incomes. Therefore, an equitable distribution of income is associated with a tax system that has tax rates that increase with income (i.e. persons with higher incomes should fall in higher income tax brackets). Being such, taxation reduces inequality if it lightens the tax burden on the poor and ensures a greater burden on the better off. The CFSC has proposed to government, at different occasions that the addition of thresholds can be used to exempt low-income individuals from the income tax net in this case. The tables below show the current burden on the low-income and the possible relief that would come with the proposal put forward.

Table A (1)

	Taxable Income
	Tax Rate
	Tax on this Income

	K0.00-K12,000
	Nil
	Nil

	K12,001-K15,000
	15%
	15t for each K1 over K12,000

	Over K15,000
	30%
	K450 plus 30t for each K1 over K15,000

	
	
	


Table A (2)

	Income
	
	
	
	
	Collectible Tax 

	
	Nil
	15%
	30%
	
	

	MK55,000
	MK12,000
	MK3,000
	MK40,000
	
	

	
	
	MK450
	MK12,000
	
	MK12,450

	MK85,000
	MK12,000
	MK3,000
	MK70,000
	
	

	
	
	MK450
	MK21,000
	
	MK21,450

	MK155,000
	MK12,000
	MK3,000
	MK140,000
	
	

	
	
	MK450
	MK42,0000
	
	MK42,450

	MK255,000
	MK12,000
	MK3,000
	MK240,000
	
	

	
	
	MK450
	MK72,000
	
	MK72,450

	MK500,000
	MK12,000
	MK3,000
	MK485,000
	
	

	
	
	MK450
	MK145,500
	
	MK145,950


                                                                                               Total Tax Collectible MK294, 750

In Tables A (1) and A (2) the economic theory suggests that the most efficient tax would be one in which all individuals pay the same amount regardless of their circumstances. Yet, such a tax is highly inequitable, as demonstrated it places a much heavier burden on the poor than on those with higher incomes.
Table B (1)

	Taxable income
	Tax Rate
	Tax on this income

	K0.00 – K25,000
	Nil
	Nil

	K25,001- K55,000
	15%
	15t for each K1 over K25,000

	K55,001 – K85,000
	25%
	K4,500 plus 25t for each K1 over K55,000

	K85,001 – K155,000
	30%
	K12,000 plus 30t for each K1 over K85,000

	K155,001-K255,000
	35%
	K33,000 plus 35t for each K1 over K155,000

	0ver K255,000
	40%
	K68,000 plus 40t for each K1 over K255,001


Table B (2)

	Income
	
	
	
	
	
	
	Collectible Tax

	
	Nil
	15%
	25%
	30%
	35%
	40%
	

	MK55,000
	MK25,000
	MK30,000
	
	
	
	
	

	
	
	MK4,500
	
	
	
	
	MK4,500

	MK85,000
	MK25,000
	MK30,000
	MK30,000
	
	
	
	

	
	
	MK4,500
	MK7,500
	
	
	
	MK12,000

	MK155,000
	MK25,000
	MK30,000
	MK30,000
	MK70,000
	
	
	

	
	
	MK4,500
	MK7,500
	MK21,000
	
	
	MK33,000

	MK255,000
	MK25,000
	MK30,000
	MK30,000
	MK70,000
	MK100,000
	
	

	
	
	MK4,500
	MK7,500
	MK21,000
	MK35,000
	
	MK68,000

	MK500,000
	MK25,000
	MK30,000
	MK30,000
	MK70,000
	MK100,000
	MK245,000
	

	
	
	MK4,5000
	MK7,500
	MK21,000
	MK35,000
	MK98,000
	MK166,000

	
	
	
	
	
	Total Tax
	Collectible
	MK283,500


In Tables B(1) and B(2) persons or businesses in similar circumstances have similar tax burdens (‘Horizontal Equity’) and also people with a greater ability to pay taxes pay more as compared to poor people (‘Vertical Equity’). In this way the income taxes are structured in such a way that the tax burden rises as income rises. And as they are individuals who earn more that the K500, 000 definitely government would recover the difference in total collectible revenue.
The CFSC is aware that tax decisions are often portrayed as conflicts between equity and efficiency. In reality, most tax systems are far from optimal in terms of either efficiency or equity. However, the CFSC is of the belief that the national budget is an opportunity for government to further both goals. Hence, it is an appeal to government to ensure that revenue policies strike an appropriate balance between equity and efficiency. As a result, the CFSC restates the fact that the state has the right to levy taxes for the common good; correlative to this right of the state is the responsibility to pay taxes. This does not, however, mean that taxes should reach such a high level that they become confiscatory. To conclude,  in his beautiful encyclical, The Gospel of Life the Pope John Paul II asks, “how can we  fail to consider the violence against life done to millions of human beings, especially the poor, who are forced into poverty, malnutrition and hunger because of an unjust distribution of resources between peoples and social classes.” Ditributive justice is the virtue that should motive and guide public polcy makers in their allocation of benefits and burderns of living in a state. Distibutive justice calls for proportinality in this allocation, i.e those in need are to recievee proportionately more of the benefits in accord with their needs, while the more affluent e.g are to be taxed at higher rates in accord with their greater resources.
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