
THE PROBLEM 

Driven to dominate nature we have become masters of our own des�-

ny. Bent on consump�on and driven by profits we have become effi-

cient producers of cheap.  However, being ‘cheap’ has it’s cost. Since 

the onset of industrializa�on, greenhouse gas (GHG) emissions, primari-

ly carbon dioxide (CO2), have rocketed to alarming levels. The burning 

of fossil fuels, destruc�on of ecosystems, and emerging and growing 

industrial processes have been the primary cause of the increase in 

their atmospheric concentra�ons. This has resulted in a greenhouse 

effect that has enveloped the planet resul�ng in global warming and 

subsequently climate change. Despite compelling scien�fic evidence, 

businesses and governments have responded with painful slowness. 

However, the move towards change is slowly picking up momentum. 

Nowhere is this more evident than in the markets. 

 

 

 

 

 

 

 

 

 

When a free market, such as the South African economic system does 

not maximize socie�es’ welfare, they are said to 'fail'. Climate change 

can be a prime  example of this market failure if not the greatest to 

date. Though in fact a number of dis�nct failures have been iden�fied 

including the so-called greenhouse-gas externality. GHG emissions are 

o3en a product of economically valuable ac�vi�es. However, the effects 

of these emissions do not fall on those undertaking the ac�vi�es or 

purchasing the goods. Rather, the impacts are felt on the poor and de-

veloping countries as well as future genera�ons. As such, those respon-

sible for the emissions do not ‘pay’ the cost and subsequently impacts 

of GHGs are 'external' to the market.  There is therefore an ethical, 

rather than an economic incen�ve for businesses and consumers to 

reduce their emissions. As a result, the market fails by over-producing 

GHGs, the externali�es (i.e. pollu�on costs, rising sea levels, crop fail-

ures etc.) of which are not absorbed.   

 

As such, policy interven�ons are needed to reduce the externali�es and 

correct those failures. These include policies that embody the ‘polluter 

pays principle’ whereby the price of emi5ng GHGs is borne by the pro-

ducer (and ul�mately the consumer / user).  

 CAP-AND-TRADE vs CARBON TAX 

The polluter pays principle has been implemented through two fiscal 

based GHG reducing mechanisms known as a ‘cap-and-trade scheme’ 

and ‘carbon taxes’.  

A cap-and-trade scheme is a market based emissions trading system 

that sets a maximum overall emissions limit, on the basis of historical 

emissions, and allocates emissions allowances to various companies in 

the form of carbon credits or Cer�fied Emission Reduc�on Units 

(CERUs). Companies must have a permit to account for each unit of 

carbon emi9ed.  Permits are obtained through an ini�al alloca�on or 

auc�on by a government, or through trading with other firms. Some 

companies find it easier or cheaper to reduce pollu�on than others, and 

therefore are able to trade with their excess CERUs. Although the maxi-

mum pollu�on limit is set in advance by government, the price of the 

credits fluctuate based on demand and supply. A price on pollu�on is 

therefore created as a result of se5ng a ceiling on the overall quan�ty 

of emissions allowable for that company / industry.  

 

In contrast to the set pollu�on limit, a carbon tax is an environmental 

emissions tax applied to the burning of fossil fuels. It is a levy imposed 

by a government on each unit of GHG emi9ed by a company. The prin-

ciple behind carbon tax is ‘the more you pollute the more you pay’ and 

thus reducing one’s emissions has financial appeal.   

 

WHICH IS BETTER?  

With all being equal, both instruments have exactly the same outcome, 

viz. reducing carbon emissions.  In reality, these mechanisms differ in 

several ways, which are tabulated for ease of reference. 

 

Carbon Tax: South Africa’s Journey to a Low-Carbon Economy 

Cap-and-Trade Carbon Tax 

In most cases CERUs are ini�ally issued 

for free. i.e. companies only pay for 

traded units from other companies, and 

not for the ini�al costs of permits issued 

to account for much of the emissions 

released under 'business as usual'.  

Applies an immediate cost for 

emi5ng GHGs to carbon-emi5ng 

industries. As such, heavy carbon 

emi9ers will be required to pay a 

levy incep�on of the tax. 

Be9er for short-term business profita-

bility, but deprives government of valu-

able revenues. 

Provides government with an 

alterna�ve source of revenue  to 

reduce other taxes and inves�ng  

in the environment.  

Certainty about the quan�ty of emis-

sions emi9ed. 

Uncertainty of the quan�ty of 

emissions to be emi9ed. 

Uncertainty about the cost / price of  

CERUs and therefore the cost of emis-

sions. 

Certainty of emissions costs. The 

price of emi5ng a unit of pollu�on 

is set. 

Source: Ecogenerator.blogspot.com 

Table 1: Cap-and-trade vs. carbon tax compared 
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SOUTH AFRICA’S TRANSITION TO A GREENER ECONOMY 

South Africa is the largest 

GHG emi9er in Africa and 

listed as one of the top 20 

global emi9ers per capita
1
.  

At the Copenhagen climate 

conference in 2009, South 

Africa pledged to reduce its 

GHG emissions by 34% by 

2020.  To tackle this issue the 

Na�onal Climate Change Re-

sponse White Paper has been 

developed which embraces a 

‘carbon budget’ approach to distribute the country’s share of GHG 

emissions within the economy. To help stay within these budgets vari-

ous efforts to reduce emissions will be undertaken by government 

which includes the introduc�on of a carbon tax to shi3 industry / com-

pany behavior to less carbon intensive ac�vi�es.  
 

The Carbon Tax Policy Paper proposes that as of 1 January 2015, various 

sectors
2
 of the South African economy will be taxed R120 per ton of 

GHGs directly emi9ed from sources that are owned or controlled by the 

emi9er concerned. This tax will increase by 10% per annum during the 

first phase which comes into effect from 1 January 2015 to 31 Decem-

ber 2019, with the second phase following from 2020 to 2025. Further 

phases will be considered at a later stage. The possibility of replacing 

the tax with ‘cap-and-trade’ is also being considered in the future. 
 

For ease of transi�on, during Phase 1, a 60% tax free threshold is pro-

posed across the board, with an addi�onal 10% relief being an�cipated 

for certain sectors to allow for technical or structural limita�ons to re-

duce emissions (process emissions). A further 10% relief is being consid-

ered for emission and trade intensive sectors (e.g. iron and steel, ce-

ment, glass) whereby carbon leakage and compe��ve advantage are 

accounted for.  
 

Carbon leakage occurs when there is an increase in CO2 emissions in 

one country as a result of an emissions reduc�on by a second country 

with a strict climate policy
3
. 

 

Offsets, in the form of clean development mechanisms, could be used 

by firms to reduce their carbon tax liability up to limits of 5 or 10%, 

depending on the sector. As such the electricity sector will qualify for a 

tax free threshold of up to 70% and some sectors will be able to qualify 

for a tax free threshold of up to 90% during the first phase. With the tax

-free threshold and addi�onal relief being taken into account, the effec-

�ve tax rate shi3s away from the ini�al R120 / ton of carbon emi9ed, to 

range between R12 to R48 / ton of carbon emi9ed depending on the 

sector concerned.  
 

Eskom for example, is responsible for about 45% of South Africa’s total 

annual carbon emissions, emi5ng around 231.9 million tons of GHG 

emissions for the year ending March 2012
4
. Eskom will receive a 60% 

basic tax free reduc�on plus a 10% offset possibility. This equates to a 

maximum of 70% discount i.e. paying approximately R8.3 billion a year. 
 

Emissions from the agricultural, forestry and landuse; and waste sectors 

will be exempt during the first phase due to the difficulty in establishing 

how much of the carbon released is a9ributed to natural vs. man-made 

ac�vi�es. Furthermore, the inaccuracies and the absence of appropriate 

measuring and verifica�on procedures are equally problema�c, but this  

will be reviewed during the second phase.   

 Within forestry and land-use sectors, taxa�on will only be applied to 

specific sub-sectors. Furthermore, there is no clarity on what is meant 

by the 'Other' category in the list of liable sectors.  
 

THE MAN ON THE STREET 

There are fears that carbon tax is just another means of the South Afri-

can government to generate a new revenue stream from already over-

burdened consumers to cover its budget deficits. Furthermore, it is 

seen as extrac�ng revenue from the produc�on side of the economy 

and injec�ng it into the consump�on side.  Taxa�on on specific indus-

tries will inevitability be passed onto the consumer, the poor of which 

would be hardest hit as they spend much of their disposable income on 

electricity and transport. 
 

Increased electricity prices, and the produc�on of GHG intensive goods, 

will undermine the compe��veness of South Africa’s economy rela�ve 

to other countries, par�cularly those that do not put a price on carbon 

emissions. This is seen as counterproduc�ve as carbon leakage will take 

place and investor confidence would decline in an already troubled 

labour environment, par�cularly in sectors plagued by strikes. Knock-on

-effects could include job losses par�cularly in the mining and heavy 

industries. 
 

 

IS TAXING CARBON EMISSIONS THE CORRECT ROUTE? 

It must be also understood that the tax is intended to help facilitate 

South Africa’s transi�on to a low-carbon economy and should not be 

seen as a tool to increase government revenue and subsequent overall 

burden on taxpayers. The Policy Paper proposes a number of revenue 

recycling ini�a�ves for households and businesses. These include tax 

shi3ing (decreasing other taxes such as delaying or even preven�ng the 

increases in income tax); rebates on carbon capture and storage ini�a-

�ves; funding of free basic electricity though the Integrated Na�onal 

Electrifica�on Programme, energy efficiency and demand management 

through rolling out specific energy efficiency and renewable energy 

technologies, facilita�ng the improvement of public transport and shi3-

ing freight form road to rail. Furthermore, by inves�ng in a low-carbon 

economy, a new green sector (resul�ng in increased job opportuni�es) 

would originate. 
 

There is a strong correla�on between energy consump�on and eco-

nomic growth. Unfortunately, our carbon based energy sources are 

wreaking havoc on climate globally, leaving us on the brink of ecological 

collapse. The implica�ons of climate change are complex; but what is 

certain is that the effects of climate change will affect the developing 

world the greatest. Most no�ceably, global water and food security, 

disease and health, as well as the impact on biodiversity to name a few. 

Therefore, it is vital that interven�ons are implemented to counter the 

effects of climate change. By no means is carbon tax the answer to re-

ducing GHG emissions, but it is a tool and at the very least, a star�ng 

point from where one can develop.  It is impera�ve that the consumer 

is held accountable for their ac�ons to support the green economy, a 

sustainable economy.  

 

   - Ar�cle Wri�en by Sam Smout  of Jeffares & Green 

  

WHAT DO YOU THINK ABOUT CARBON TAX? 

 

1 Carbon Tax Policy Paper  

2 electricity, petroleum (coal / gas to liquid), petroleum - oil refinery iron & steel, cement, glass & ceramics, chemicals, pulp & paper, 

sugar, fugi�ve emissions (coal mining), and other. 

3 h9p://en.wikipedia.org/wiki/Carbon_leakage 

4 www.engineeringnews.co.za 

5 Please see page 69 of the Carbon Tax  Policy Paper for explana�ons  
 

Have an interesting 

opinion to share?  Write 

the next Newsletter – 

chat to Sally  

kasners@jgi.co.za /  

+27(21) 532 0940 


