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First Stage of Discussion: The Carbon Tax Option 

In formulating a response to this initial Discussion Paper for Public Comment (DP), we acknowledge 

that it is to be followed by a second paper dealing with an Emissions Trading option. Hence policy 

development is likely to come from both discussion papers and a synthesis of recommendations 

resulting from both. 

 

Understanding the Core Purpose of a Carbon Tax for South Africa 

In order to understand the point of view put forward in this response, we need to clarify our 

understanding of the primary justification for the Treasury in wanting to levy a carbon tax on South 

African consumers.  Is it: 

a) To foster emission reduction goals by financially penalising carbon-intensive activities? or 

b) To raise revenues for the fiscus? 

or 

c) Some combination of a) and b) ? 

In reading the DP in detail, one has to conclude that the overriding justification for a carbon tax is 

the nobler objective of the reduction of carbon emissions. Revenues raised from this activity, while 

significant in size, are incidental to the key justification for imposing the tax. The proposal is that the 

allocation of these revenues would not be earmarked for emission reduction purposes. Some would 

be used for revenue-recycling to compensate or cushion some sectors against the impact of the tax, 

some most likely would be channelled to unspecified environmental activities, and the rest would be 

absorbed into the fiscus for other budgetary purposes. 

 

The Free Rider problem 

The DP correctly identifies the fact that a tonne of CO2 in the atmosphere is not endemic to where it 

is emitted – GHG emissions are a global problem requiring a global solution. Therefore emission 

reductions in South Africa done in isolation and not supported by similar reductions in other 

emitting countries will be of little consequence in resolving the global issue, or in benefitting South 

Africans. 

Yet the cost of achieving these reductions through a carbon tax as proposed by the DP (and 

quantified by Deloitte as potentially being of the order of R82.5bn per annum)1  are not insignificant, 

and will place a huge financial burden on SA consumers and industry. If this not supported by similar 

or greater reductions by other emitting countries, it will be placing this huge cost on South Africans 

with no resultant impact on the global environment. What makes this all the more futile is that 

owing to the borderless nature of the problem – it will be making SA taxpayers fork out significant 

money with no effect on their ability to combat the effects of global warming on their own country. 

                                                           
1 http://saaea.blogspot.com/2011/02/unintended-consequences-of-sa-carbon.html (accessed Feb 2011) 

http://saaea.blogspot.com/2011/02/unintended-consequences-of-sa-carbon.html
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South Africa’s magnanimous offer to reduce its GHG emissions by 34% by 2020 and 42% by 2025 at 

the 2009 Copenhagen conference2 has been widely criticised as being too onerous on the economy 

to comply with, and in light of the global nature of the problem – completely pointless to undertake 

if not supported by concomitant reductions by all other emitters. Fortunately the offer was made 

with the caveat that it would need to be supported by “adequate financial, technological and other 

support” from the international community.3 We believe that this “let-out” clause will have to be 

invoked as the target is (a) too expensive to comply with, and (b) pointless without global support. 

 

Is a Carbon Tax on fossil fuel and electricity consumption the most effective way to foster emission 

reductions? Is it even effective at all in the South African model? 

(a) Petrol 

We would concur with the DP’s authors that administratively, the most efficient way to impose and 

collect a Carbon Tax would be upstream on the source of the production of the fossil fuel and 

electricity. However, what we do question is whether a tax at this entry point will have anything like 

the desired effect postulated in the DP. 

Our reason for this opinion is owing to the relative inelasticity of demand for the two principal 

targets for this tax, viz fossil fuels and electricity. Between June 2010 and March 2011 we have seen 

an increase in the inland forecourt price of 95 octane fuel of R1.15 per litre4. Has this had any 

significant reduction in the quantity of fuel purchased whatsoever? If not, then it is most unlikely 

that the DP’s proposed R0.45 per litre increase5 will achieve the desired reduction either. If it has 

had an effect already, then it could be argued that the emission reduction goal has already been 

achieved and a further price increase through carbon taxation is unnecessary. 

The argument that the change to long-term alternatives to petrol will take some time to filter 

though may be raised as an explanation as to why no demand decrease has been witnessed as yet. 

This view is accepted, but then this still does not justify why an additional tax over and above the 

recent price-hikes is justified – as the claimed reaction to the price hike (ie a long-term and sustained 

reduction in fuel use) will already have been achieved. 

Our position is that these current price hikes will not reduce fuel usage significantly enough to 

achieve the emission reduction, and neither will an additional increase as specifically designated by 

the proposed carbon tax. 

If one was to accept the hypothesis that the recent fuel price increases will in fact reduce our carbon 

emissions, then one could cynically assume that the law of unintended consequences has come into 

play and that political upheaval in North Africa and the Middle East will have the long-term effect of 

reducing South Africa’s carbon footprint! 

                                                           
2 Discussion Paper for Public Comment: The Carbon Tax Option. Dept: National Treasury, Republic of SA. Dec 2010 – Page 3 

3 Discussion Paper for Public Comment: The Carbon Tax Option. Dept: National Treasury, Republic of SA. Dec 2010 – Page 3 

4 http://www.aa.co.za/content/1083/2010-fuel-pricing/ (accessed Feb 2011) 

5 Discussion Paper for Public Comment: The Carbon Tax Option. Dept: National Treasury, Republic of SA. Dec 2010 – Paragraph 152 

http://www.aa.co.za/content/1083/2010-fuel-pricing/
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If it was to be argued that these recent increases may not be permanent and that fuel prices may 

reduce again once the political risk inherent in the oil price per barrel is lowered, at best one could 

argue that then an additional levy could then be imposed to retain the higher price.  Again though, 

we must argue that because of demand inelasticity of fuel – price hikes or reductions of the 

magnitude proposed for this carbon tax (R0.45 per litre) will not reflect in any significant change in 

the demand for fuel. 

(b) Electricity 

A similar position and argument exists for electricity – the other carbon tax target proposed by the 

DP. SA’s National Energy Regulator (Nersa) approved in 2010 3 years of electricity price increases of 

the order of magnitude of approximately 25% per annum6 – this will equate to an almost doubling of 

the 2009 cost of electricity (or a hike of between R0.30 and R0.50 per kWh) by 2013, depending on 

the individual consumer’s base price in 2009. 

Very little, if any, discussion at the time of the granting of the increase related to how much these 

substantial increases would have on the consumption of electricity. Eskom was requiring substantial 

additional funds for the development of new power generating capacity – the majority of which is to 

be from low grade coal (with high carbon emissions). 

We acknowledge that there has been significant discussion in the media regarding this price increase 

driving a switch to alternative and/or renewable energy sources and more efficient usage of energy 

– particularly from heavy industrial users. The strong emphasis on consumer solar installations and 

the reduced payback period created by increased tariffs is also noted. This, we believe, is driven by a 

100% increase in the cost of electricity – a far more substantial percentage than the 5% proposed 

increase in the petrol price. Electricity is a far larger contributor to the cost structure of major 

industry than fuel – hence the financial impact will be substantial. 

Therefore, if these changes are already being encouraged by the Nersa-granted price increases, is 

there still a need to increase the costs still further with a carbon tax? What the DP does not provide 

information on is at what base price the respective increases for fuel (R0.45 per litre) and electricity 

(R0.20 per kWh) are going to be added – and whether or not this base price takes into consideration 

geo-political events which may reduce the likelihood that we will see oil much below $100 per barrel 

again, and that electricity is already going to double by 2013. In order to support the hypothesis that 

the proposed carbon tax avenues will achieve the desired results, we request that a more detailed 

analysis of the impact of fuel and electricity price changes on demand be made public. 

 

Getting the source of emissions correct 

We would like to submit that the usage of fuel and electricity as a proxy for accurately targeting and 

penalising the source of the carbon emission is a significantly better proposal however than was the 

imposition of ad valorem duties on incandescent light bulbs and the vehicle carbon emissions tax. 

The vehicle tax unfairly levies the same tax on a vehicle bought new and parked in a garage and 

perhaps driven for a few kilometres every month as it does on an identical vehicle driven 100 000 km 

in one year.  
                                                           
6 http://www.mg.co.za/article/2010-02-24-nersa-grants-eskom-248-price-rise (Accessed Feb 2011) 

http://www.mg.co.za/article/2010-02-24-nersa-grants-eskom-248-price-rise
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The vehicle itself is not the source of the emissions – but the burning of fuel as it is driven is. 

Therefore a better option would have been to impose the tax on fuel. This would also have brought 

all the existing vehicles on the road into the net as well – instead of just penalising purchasers of 

new, usually more fuel-efficient cars. A universally accepted principle of fair taxation is that it should 

be equitably applied. The way this particular tax was imposed clearly does not conform to this. The 

Automobile Association (AA) was a strong proponent of this alternative method of vehicle emission 

taxation.7 

 

A combination of Carbon Taxes and Emissions Trading? 

While very thorough in its research and quoting of examples of countries where a carbon tax has 

been imposed, the DP does not detail the emission reduction achievements of countries which have 

both a carbon tax and are Annex 1 signatories to the Kyoto Protocol. How much of the reduction 

achieved is attributable to which activity? 

We submit that (subject to the 2nd stage discussion on Emissions Trading) that it may be a viable 

option for South Africa to adopt a combination of emissions trading while at the same time imposing 

a carbon tax – and that this option should not be taken “off the table” as is apparently 

recommended by the DP. 

 

Carbon Offsetting – The Carrot and Stick approach 

As an Annex 2 signatory to Kyoto, South Africa is not subject to the required emissions reductions. 

However, certain South African companies (notably Nedbank and Avis) have elected to go “carbon 

neutral” – that is to completely offset their carbon footprint. The voluntary establishment of the 

Carbon Disclosure Project (CDP) too has seen an enthusiastic response to voluntarily reducing the 

carbon footprints of a number of SA’s top 100 companies.  

If it is decided that the imposition of a carbon tax is viable for SA, we propose that companies and 

individuals should be allowed to receive tax credits against the purchase of carbon offset certificates. 

At the current proposed level of R200 per tonne CO2e, companies would currently be able to 

purchase tonnages of carbon offsets at less than this figure (based on current world prices in both 

the EU-ETS and voluntary markets) and therefore reduce their tax burden, while actually achieving 

verifiable emission reductions. 

The huge benefit of this option is that each purchase of 1 tonne of CO2-e (a carbon offset) is an 

actual emission reduction or sequestration of 1 tonne of CO2e. In the pure tax model, each R200 of 

tax will partly go towards SARS revenue, possibly partly to an environmental project, possibly 

engender some element of behavioural change, and most likely a large chunk will be swallowed in 

administration costs. The offset will actually achieve an emission reduction, while at the same time 

allowing the purchaser to reduce tax liability. This is a pure carrot and stick approach which we 

maintain will be far more successful in achieving the ultimate aim of the proposed carbon tax (ie a 

reduction in emissions). 

                                                           
7 http://www.mg.co.za/article/2010-08-20-how-the-new-carbon-tax-will-affect-you/ (accessed Feb 2011) 

http://www.mg.co.za/article/2010-08-20-how-the-new-carbon-tax-will-affect-you/
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Other advantages of this option would be: 

- The creation of a large number of “green jobs” through companies undertaking new 

activities to generate carbon offsets. The creation of new jobs in the environmental sector is 

a stated priority of the SA government.8 Many carbon offset generating projects will bring 

livelihood improvement directly to local communities and the rural poor who otherwise 

could well miss out on “benefits” from a carbon tax. 

- The administration of monitoring, reporting and verifying will be done by the market – if it 

cannot be done inclusive in the price of R200 / tCO2e, then the entity will opt to pay the 

carbon tax and not offset to achieve tax credits. However, it may be prudent to offer an 

additional tax credit for work done on measuring carbon footprints. This is the first step 

necessary for undertaking an emission reduction and offsetting programme, and it will also 

accelerate the creation of a national registry of activities which contribute towards the 

national footprint. 

- The market will determine the best resource allocation to achieving the most number of 

carbon offsets for the least cost. It is well accepted that market driven resource allocation is 

far superior to government planning in deciding what types of environmental activities 

should be undertaken and having to pay to administer these activities. 

Additional proposals for a carbon offsetting allowance would be that: 

- Offsets suitable for claiming tax credits would need to be certified or verified by recognised 

international bodies – such as the UNFCCC (in the case of CER offset credits), or the 

Voluntary Carbon Standard (VCS), Gold Standard (GS) or Plan Vivo (PV) in the case of VER 

offset credits. 

- A designated list of “acceptable” offset credits be established (such as ICROA9, or the best 

practice guide issued by the British Standards Institute (BSI)10 in the UK or the National 

Carbon Offsetting Standard developed by the Department for Climate Change and Energy 

Efficiency in Australia)11. South Africa has its own organisation – The Carbon Protocol12– 

which has already laid the foundations for such a list in SA. 

- Offset credits from South African registered projects could receive tax credits at a higher 

rate, followed by those from SADC countries, followed by global projects. This would 

incentivise the establishment of projects and therefore environmental, community, and job-

creation benefits domestically and for the region in preference to internationally sourced 

offsets. Obviously the goal is to reduce South Africa’s emissions footprint (while at the same 

time contributing to a global reduction) – so we believe there should be an incentive to 

purchase locally first. 

                                                           
8 http://www.sagoodnews.co.za/economy/wwf_welcomes_zuma_s_stance_on_green_jobs_.html (accessed Feb 2011) 

9 http://www.icroa.org/ (accessed Feb 2011) 

10 http://www.bsigroup.com/en/About-BSI/News-Room/BSI-News-Content/Disciplines/Sustainability/Demonstrate-your-carbon-

neutrality-status-with-confidence/ (accessed Feb 2011) 

11 http://www.climatechange.gov.au/government/initiatives/australian-carbon-trust/ncos-carbon-neutral-program.aspx 

12 http://www.carbonprotocol.org/ (accessed Feb 2011) 

http://www.sagoodnews.co.za/economy/wwf_welcomes_zuma_s_stance_on_green_jobs_.html
http://www.icroa.org/
http://www.bsigroup.com/en/About-BSI/News-Room/BSI-News-Content/Disciplines/Sustainability/Demonstrate-your-carbon-neutrality-status-with-confidence/
http://www.bsigroup.com/en/About-BSI/News-Room/BSI-News-Content/Disciplines/Sustainability/Demonstrate-your-carbon-neutrality-status-with-confidence/
http://www.carbonprotocol.org/
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Revenue Neutrality 

Significant opposition to existing and proposed carbon taxes comes from the issue that revenue 

generated by the fiscus is not channelled back into environmental projects that would reinforce the 

switch to sustainable low-carbon activities. The perception is that ultimately the government is 

unable to deliver or perhaps simply misuses the good intentions espoused and really only treats the 

taxes as new and additional sources of revenue.  

Take the example of the duty on plastic bags imposed several years ago: “Consumers have forked out 

more than R100-million to the government from the compulsory plastic bag tax - imposed three 

years ago to fund a national recycling programme - but to date not a single bag has been recycled 

from this lucrative fund. The bulk of the money has gone straight into government coffers”. 13 

We submit that this further supports our proposal that emissions trading and offsetting in order to 

achieve tax credits would not only be a more successful option in achieving the stated intention of 

the tax, but would also be a far more politically acceptable option. This would be reinforced by a 

stated commitment to earmark a percentage (preferably a large percentage) of all funds raised from 

the carbon tax to projects specifically aimed at reducing emissions. These projects should be 

selected, and be subject to oversight by an independently constituted body with representatives of 

government, NGOs and the private sector. 

 

Conclusions 

In summary what we would like to submit is the following: 

1. That a carbon tax in South Africa aimed at reducing GHG emissions, in the absence of similar 

emission reductions in all other significant carbon emitting countries, is enforcing a price 

penalty on South African taxpayers without actually mitigating impacts of climate change on 

our environment. It is therefore pointless and an unjustifiable financial burden. 

2. That, subject to further justification of the models used, the imposition of a carbon tax on 

fuel at the level of R0.45c per litre is unlikely to achieve the desired reduction in fuel usage 

over time owing to the price inelasticity of demand for fuel in SA. 

3. That the levy of a carbon tax on electricity is unnecessary as the huge price increases already 

imposed by Eskom for 2010 - 2013 would already have achieved and surpassed the 

behavioural change intended by the smaller quantum of the tax. 

4. That there should be consideration of a hybrid model which incorporates both a carbon tax 

and emissions trading – per the existing situation in many Annex 1 countries. 

5. That a system of tax credits for carbon footprint offsetting should be incorporated into the 

model. This would allow for a reduction in tax burden for companies, while at the same time 

allowing the market mechanism to allocate finance directly to projects reducing GHG 

                                                           
13 http://www.iol.co.za/news/south-africa/plastic-bag-levy-money-for-nothing-1.302126 (accessed Feb 2011) 

http://www.iol.co.za/news/south-africa/plastic-bag-levy-money-for-nothing-1.302126
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emissions or sequestering CO2. These should be aimed particularly at supporting SA 

originated carbon offsets. 

6. That, owing to the special nature of this tax to achieve a stated goal of emission reductions, 

revenues raised should be earmarked for specific projects that reinforce the goal. Selection 

and monitoring of these projects should be subject to independent oversight. 

 

Contributors to this response: 

Envirotrade Carbon Limited 

We are a Mauritius-registered company with representation in the UK, Mozambique and South 

Africa. The company is dedicated to the production of carbon offsets from community land use 

change and forestry (LULUCF) activities in Africa. We operate 2 projects in Mozambique 

(agroforestry and REDD), a consultancy project in the DRC (agriculture and agroforestry) and are 

currently scoping a large SA-based reforestation and agroforestry project in South Africa which will 

create sustainable “green jobs”, rehabilitate large areas of degraded land, and sequester significant 

amounts of CO2. 

The company sells the carbon offsets (VERs – Verified Emission Reductions) generated from its 

activities into the voluntary market to companies that have chosen to voluntarily offset their carbon 

footprint, and are not part of the Kyoto Protocol / Clean Development Mechanism (CDM). 

Envirotrade’s activities at its pilot Sofala project in Mozambique achieved recognition and acclaim in 

the Stern Review (2007) as an example a climate change mitigation activity which is both successful 

and allows for significant livelihood improvement of communities impacted by climate change. 

While the company achieves significant community and biodiversity co-benefits to activities14, its 

principal source of revenue is from the sale of carbon offsets. We therefore have a vested interest in 

participating in markets that support and/or incentivise carbon offsetting and emissions trading. It is 

a great concern that the imposition of a carbon tax in isolation to other market-based emission 

reduction incentive schemes my harm the prospects not only for our company, but for many other 

South African entities entering this market. 

Contact: Mark Heaton 

Country Representative: South Africa 

mark.heaton@envirotrade.net 

www.envirotrade.net 

Climate Africa 

We help companies measure, reduce and offset their greenhouse gas emissions. We work with the 

Climate Standard, which ensures that companies get recognition for following internationally 

established best practices in carbon management. 

                                                           
14 Envirotrade’s offsets from its Sofala project in Mozambique were awarded Climate Community & Biodoversity Standard (CCBA) at the 

gold level in all 3 areas of activity – the first project anywhere to do so. It is currently the only project in Southern Africa to have CCBA Gold 

validation. 

mailto:mark.heaton@envirotrade.net
http://www.envirotrade.net/
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Contact: Dr Hayden Eastwood 

Director 

hayden@climateafrica.co.za 

www.climateafrica.co.za 

The Carbon Protocol of South Africa 

The Carbon Protocol of South Africa is a non-profit collaboration of concerned and interested parties 

in South Africa that sets consistent and transparent standards to calculate, verify and publicly report 

greenhouse gas emissions into a single registry. The Registry supports both voluntary and mandatory 

reporting programs and provides comprehensive, accurate data to reduce greenhouse gas 

emissions. 

Contact: Kevin James 

Director 

kevin@carbonprotocol.org 

www.carbonprotocol.org 

Global Carbon Exchange (GCX) 

GCX is a strategic environmental sustainability consultancy and training provider. We work closely 

with some of the largest companies in South Africa identify the opportunities for sustained growth 

and profitability while demonstrating reduced environmental and social impacts over time. 

• GCX consulting services include sustainability strategy development, environmental policy 

and strategy development, carbon footprints, emissions reduction plans, emissions 

monitoring, adaptation risk and vulnerability assessments, energy audits, energy 

management, water audits, water management, waste audits, waste management and 

carbon project development. 

• Our expert knowledge allows us to be in a position to offer a number of professional training 

courses around carbon emissions, energy efficiency, water efficiency and waste efficiency 

aimed at building a generation of sustainability professionals. We also recently launched out 

first residential Eco-Auditing course. 

• GCX also specialize in the investigation, feasibility and registration of carbon credits for 

offset projects. This has allowed us to build up an impressive pipeline of carbon projects. 

• Strong focus on effective measurement and data verification as a foundation for effective 

carbon management 

Contact: Kevin James 

CEO: Global Carbon Exchange 

kevinj@globalcarbonexchange.com 

www.globalcarbonexchange.com 

mailto:hayden@climateafrica.co.za
http://www.climateafrica.co.za/
mailto:kevin@carbonprotocol.org
http://www.carbonprotocol.org/
mailto:kevinj@globalcarbonexchange.com
http://www.globalcarbonexchange.com/

