














































































































































































































































































































































































































































































































































































































































































































































































































burden on South African businesses (PWC, 2018a). Furthermore, the global trend for
CIT is downwards, and any CIT increase in SA would likely have a greater negative

impact on economic growth (National Treasury, 2018c).

With SA’s total tax burden expected to reach historic levels in the near future, PIT is
currently shouldered by a relatively small pool of taxpayers. Like CIT, the PIT burden
is notably high by international standards, exceeding the OECD average and far
surpassing that of other emerging nations. To illustrate, a mere 25% of PIT taxpayers
contribute a substantial 80% of SA’s total PIT (PWC, 2018a).

Even though SA’s tax system relies more on direct taxes than indirect taxes, the
pressing need for additional revenue meant that an increase in VAT, as opposed to
other tax options, was deemed unavoidable (South African Institute of Tax
Practitioners in SCOF, 2018c). In the four years leading up to the VAT rate increase,
PIT had already undergone significant increases, accompanied by changes in tax
policy that restricted deductions for medical expenses and retirement fund
contributions, while also increasing the effective capital gains tax rate (National
Treasury, 2018c). On top of these changes, the 2018 budget announced the VAT
increase, alongside an increase in the fuel levy and income tax bracket adjustments
that were lower than inflation (COSATU, 2018b). Although raising the VAT rate was
viewed as the most feasible means of generating additional revenue, it still increased

economic pressure on the people of SA.

Many of the current study’s interviewees also emphasised the already high PIT and
CIT rates (Interviewees 1, 2, 4, 6, 8, 9, 12 & 25). Interviewee 4 contended that PIT
could not be further increased, given SA’s already high marginal rate, while
Interviewee 6 affirmed that SA currently ranks at the top in global PIT rates and that

any further increases could induce a significant emigration effect.

Impact on the economy

Despite facing significant opposition, the announcement of the VAT increase in SA
was widely acknowledged as a necessary decision by the National Treasury to
generate required revenue (PWC, 2018b). The National Treasury’s argument that the
VAT increase would “have the least detrimental effects on economic growth and

employment over the medium term” (SCOF, 2018e). was a key influence in its favour.
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The Financial Fiscal Committee proposed that adjustments to zero-rated items and an
increase in social grants could help alleviate the impact of the VAT increase on
poverty. Moreover, the VAT rate increase was deemed essential to protect the country
from further rating agency downgrades, as “it would signal structural reform” (SCOF,
2018d:6). Another argument in favour of the VAT increase was that SA’s standard
VAT rate had not been raised since 1993, predating the new democratic era, and it
remained lower than the global average. A comparison with other regions revealed
that SA’s VAT rate was lower than the European average of around 20%, lower than
the African average (where 38 countries had higher rates), lower than 70% of the 35
OECD countries in total, and second lowest among the BRICS countries (National
Treasury, 2018c; SAMA in SCOF, 2018e; SCOF, 2018d).

There were, however, contrasting viewpoints on the matter. Some argued that the
impact on South African poverty and employment levels needed to be considered, as
an increase in the VAT rate would run counter to policy objectives to reduce the
extreme levels of poverty and inequality in SA (Budget Justice Coalition in SCOF,
2018e; SAMA in SCOF, 2018e; SCOF, 2018d). COSATU (2018b:4) expressed further
concerns about the impact of the increase on “workers’ pockets” and the uncertainty
of government finances, which meant that future increases could not be excluded.
Furthermore, the Parliamentary Budget Office agreed that the VAT rate increase could
lead to “slower growth and increase unemployment and could have a greater negative
impact on inequality than an increase in personal and corporate income taxes” (SCOF,
2018a).

Interviewees 2, 3, and 5 from the current research concurred that a VAT increase
would have the least impact on the economy of any possible avenues to increase
revenue, albeit with some regressivity. This perspective arose from the belief that
increasing income tax could negatively affect returns on investment, meaning that a

VAT increase would be less damaging to the economy.

10.3 FEE-FREE TERTIARY EDUCATION

On 16 December 2017, President Jacob Zuma announced subsidised free tertiary
education. This government-subsidised education was made available for

undergraduate studies at public universities for all poor and working-class students
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embarking on their first year in 2018. Notably, this announcement came in spite of a
November 2017 report from the Heher Commission that had found the government
lacked the capacity to provide free tertiary education to all students (Areff & Spies,
2017). In the context of HI, this announcement may be classified as a critical juncture,
as it played a pivotal role in necessitating increased government revenue, as

elaborated upon below.

The “Fiscal framework and revenue proposals (budget) report” (SCOF, 2018a:2)
identified fee-free tertiary education as a pro-poor allocation that could be supported

by the VAT rate increase:

“[...] the budget should be viewed in its totality, rather than focusing on individual
items such as the Value Added Tax (VAT) hike of 1% to be introduced on 01 April.
[...] contrary to the popular view that the budget is not poor-friendly, it addressed
itself very firmly to the needs of the poor, and the VAT increase is also directed at
that. The funding of fee-free higher education, allocations to the National Health

Insurance and the generous increases in social grants were pro-poor.”

The report further highlighted the assertion of the director-general of the National
Treasury, Mr Dondo Magajane, that “the budget [had] responded to revenue shortfalls
[...] and the announcement of fee-free higher education and training” (SCOF,
2018a:3).

The Parliamentary Budget Office underscored, however, that “uncertain costs of fee
free higher education remained major risks to the fiscal framework” (SCOF, 2018a:6).
Activist group Amandla.mobi (in SCOF, 2018c), Dr Sean Muller from the University of
Johannesburg (Muller, 2018), PWC (2018a), the Organisation Undoing Tax Abuse
(2018), and SAICA (2018) similarly made specific mention in their submissions to the
SCOF of the impact of the fee-free tertiary education announcement on the need for
more revenue in the fiscus. The point was also noted by the Public and Environmental
Economics Research Centre (in SCOF, 2018a:20) which questioned whether “free
higher education [was] consistent with the Constitution” and pointed out that the “lack
of clarity on this fee-free higher education funding remain[ed] a concern”. At a time
when the National Treasury had been tasked (in November 2017) with finding budget
cuts in expenditure, President Zuma’s announcement was considered a “shock”
(PWC, 2018a:1). The SCOF (2018a) ultimately identified a number of general reasons
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for the VAT increase, including the revenue shortfall, the then-current debt-to-GDP
ratio, the risk of a credit rating downgrade, excessive spending on state-owned
enterprises, the rollout of the national health insurance, and the need to fund fee-free

education for families earning less than R350 000.

Several of the current study’s interviewees attributed the ultimate decision to increase
the VAT rate to the announcement of free education (Interviewees 2, 9, 10, 17, 26 &
28). For instance, Interviewee 2 was of the opinion that “you could draw a straight line
between the fee-free higher education and the VAT increase”. Most of the interviewees
also believed that the need for additional revenue had made a rate increase inevitable;
however, from a political standpoint, explaining a VAT rate increase was exceedingly
challenging. This perspective is evident in the interviewee responses (Interviewees 2,
5,6,8,9, 12, 26 & 28) that expressed opposition to the increase while acknowledging
that there had been no other choice. Interviewee 10 explained that hints of a VAT
increase had been circulating for many years but that the pressure stemming from the
fee-free education announcement had led to the actual decision. Therefore, the
announcement of fee-free education marked the tipping point—a critical juncture—

that ultimately led to the announcement of the VAT rate increase in the 2018 Budget.

10.4 INSTITUTIONS

In this section, the key institutions involved in the VAT case study are discussed,
encompassing government institutions, political parties, and trade unions. It should be

noted that very few institutions had an impact on the acceptance of the final tax policy.

10.4.1 ANC

As SA’s governing party, the ANC held the most influence over the policy change to
increase the VAT rate. However, the actions of individual actors within the ANC, which
are discussed later in this chapter, determined the actual outcome of the policy. In a
sense, these individual actors empowered the ANC to steer certain policy changes,
yet at the same time, they constrained the institution by necessitating policy decisions

that deviated from the institution’s historical ideologies.

The responsibility for the excessive fiscal spending in SA, encompassing both public
expenditure and support for state-owned entities, as well as corruption is often

attributed to the government (COSATU, 2018b; National Assembly, 2018) and
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indirectly to the ANC. These institutions have consequently been seen as accountable

for the imperative to raise additional revenue through alterations in tax policy.

Referring back to the rules of informal institutions (mentioned in section 10.1.2), such
as the practice of sharing resources with family members, and the formal policies
adopted by the ANC, including cadre deployment and redistribution (as discussed in
chapter 2, section 2.6), it becomes apparent that the combination of informal and
formal rules followed by individual actors within the ANC led to a policy shift that could
be perceived as regressive and detrimental to the poor. This stands in direct contrast
to the principles of fighting poverty and improving equality as determined by The
Freedom Charter (ANC, 1955). When individual perspectives and philosophies stray
too far from an institution’s core values, HI posits that the “rules” of the institution will
guide individuals back towards behaviour that aligns with those institutional “rules”. An
example of this can be seen when the SCOF, which is primarily composed of ANC
members, issued a media statement acknowledging that it had “reluctantly accept[ed]
the VAT increase” (SCOF, 2018b:1). This statement affirmed the committee’s
understanding that the policy decision would negatively impact the poor but also
showed that the committee felt compelled to make this choice due to the budgetary

constraints at the time.

Interviewee 1 from the current research also confirmed the ANC'’s position (evident in
the documentary evidence), stating that it did not support the VAT rate increase but
felt that there was no alternative to address the need for additional revenue. In this
manner, the ANC, as an institution, reaffirmed its adherence to the institution’s “rules”
even when taking actions that appeared contrary to the principles the institution would

normally follow.

10.4.2 Government

Since the government is responsible for instituting policies that are both practical and
acceptable to the public, it faced a considerable challenge in finding this balance when
it came to the VAT rate increase. Given that a VAT rate increase had not yet been
implemented in post-apartheid SA, convincing the public of its necessity was a
struggle. Complicating matters further, the government itself was not unanimously in
favour of the policy change (SCOF, 2018Db).
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The National Treasury was the only government department considered to have
played an active role in the implementation of the VAT rate increase. The SCOF was
in control of the procedural aspects, including orchestrating public hearings for the
Rates and Monetary Amounts and Amendment of Revenue Laws Bill (Parliamentary
Monitoring Group, 2018b), shepherding the bill through the National Assembly, and
securing concurrence in the NCOP. However, the SCOF held no sway over the actual
formulation of the VAT policy. Although a committee was appointed to make
recommendations regarding the zero-rating list, this falls outside the scope of the

current study.

National Treasury

Throughout the policy process of raising the VAT rate, the National Treasury fortified
its institutional standing through its members’ clearly aligning themselves with the
institution. There is, however, evidence that several high-profile individuals chose to
resign from the National Treasury rather than be coerced into actions that were not
aligned with the institution’s established values (see, for example, the resignations of
Sachs and Fuzile, discussed in the coming section on power); the current study’s

Interviewee 17 attested to this reaction.

It is evident that the National Treasury viewed the VAT rate increase decision as a
“‘major step” towards addressing budget deficit issues (National Treasury, 2018c:43)
and that it took this decision only after considering all other potential tax increases.
While the National Treasury recognised the “(albeit very small) negative impact” on
inequality that could stem from this decision, it also emphasised the redistribution of
revenue by subsidising services to benefit the poor (National Treasury, 2018c:34).

Civil society groups were generally unhappy with the National Treasury’s
announcement of the VAT increase during the Budget Speech on 21 February 2018,
objecting in particular to the short notice period before its implementation on 1 April
2018 (Alternative Information and Development Centre, 2018; Catholic Parliamentary
Liaison Office, 2018; Civil Society Coalition, 2018; DA in SCOF, 2018c; Dullah Omar
Institute, 2018; Muller, 2018; Equal Educations, 2018; Makukhanye Rural Movement,
2018; National Education, Health and Allied Workers Union, 2018; Organisation
Undoing Tax Abuse, 2018; Pietermaritzburg Agency for Community Social Action,

2018; PWC, 2018a; Quaker Peace Centre, 2018; Rural Health Advocacy Project,
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2018; UniteBehind, 2018). Interviewee 17 observed that this lack of lead time left few
practical options for challenging the policy through public participation and that the
National Treasury’s typical desire to keep all stakeholders happy was just not feasible
given the pressing need for revenue at the time. While the increase in the VAT rate
could technically have been overturned, the practical execution and processing of
refunds rendered this option virtually impossible.

The resilience of the National Treasury as an institution, supported by individual actors

within it, can be attributed to various influences. Interviewee 15 explained:

“| think the Treasury was one of the standout exceptions to the rule during the Zuma
era: they weathered quite significant and fierce political onslaught, still not bankrupt
the country in the end. Whereas for the Treasury, there’ s been less cadre

deployment, which is an official policy of the ANC.”
Interviewee 25 echoed this sentiment, lauding the National Treasury as

“[...] phenomenal in the work that they do, protecting state finances. Treasury is very
strict in stewardship in looking after state resources. There was a lot of pressure on
National Treasury, with new ministers, the new advisors to Treasury, to take over

and change everything, looting. Thankfully, they stood their ground.”

Interviewees 9 and 19 similarly affirmed that even though the National Treasury had
received instructions to fund unexpected commitments like fee-free tertiary education,
which was not part of the budgetary planning, the VAT increase was executed in the

best possible manner.

10.4.3 Trade unions
It is worth noting that the trade unions in SA did not wield as much influence as they
would have liked during the VAT policy change process. COSATU (2018a, 2018b)

made a strong case that workers were shouldering the burden of the government’s

poor financial decisions, which were marked by excessive government expenditures,
financial bailouts of state-owned entities, and involvement in corruption. Unfortunately,
although the trade union collective strongly advocated for the reversal of the VAT rate

increase, their pleas fell on deaf ears.

The trade unions did, however, support the expansion of the list of zero-rated items to
mitigate the impact of the VAT rate increase on the poor. They also endorsed
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increases in social grant amounts and the introduction of fee-free education,
recognising that these measures would have a direct impact on the poor. But it is
important to clarify that these ideas did not originate from the trade unions as an
institution; rather, they were merely positions the trade unions aligned with and
supported (COSATU, 2018c).

10.5 POWER

As discussed in the analysis of the sugar tax introduction in the previous chapter, the
presence or absence of power can significantly shape policy decision-making. In the
discussion below, it becomes evident that, like with the sugar tax, the National
Treasury remains the most powerful institution in the case of the VAT increase.
However, there is also evidence of individual power, albeit not directly within the policy

process but rather in the stages leading up to the policy change.

10.5.1 National Treasury

During the public consultation process, concerns about the inadequacy of
opportunities for public input on the VAT rate increase were raised multiple times by
various stakeholders (Organisation Undoing Tax Abuse, 2018; PWC, 2018a; SAICA,
2018). The chairman of the SCOF acknowledged that, ideally, public hearings should
be held before the implementation of a VAT increase (SCOF, 2018g); however, in the
current South African process, the minister of finance typically releases a draft bill first,
and the final bill is subsequently published after consultation through the SCOF
(SCOF, 2018a). The power that the National Treasury holds in the policy process is
evident in a comment by the current study’s Interviewee 20, who stated that “decision
making is de facto in Treasury” and that this is “confirmed by the fact that Parliament
has, except for a money bill in 2009, not ever overturned any finance decision
submitted by the National Treasury”. The interviewee further noted that, while the
SCOF may not openly admit to this reality, it cannot cite any examples of National
Treasury policy proposals being rejected, except for the 2009 case.

The power held by the National Treasury is so strong that civil society groups are
advocating for a change to the formal policy process (as determined by the
Constitution). Currently, formal consultation and public participation typically only

occur during SCOF discussions; however, at this stage, most policy decisions have
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already been made (Interviewee 20). Thus, a formal public participation process is
seen as desirable to somewhat temper the substantial influence wielded by the

National Treasury in the policy process.

Apart from the overwhelming influence of the National Treasury, there is very little
evidence of power held by other institutions in influencing the VAT policy change.
Nonetheless, it is important to mention the influence of President Zuma, although his
impact was not directly on the tax policy process but rather on the events leading up

to the policy decision.

10.5.2 Power of individuals

Chapter 2 pointed to the significant power wielded by President Jacob Zuma and the
Gupta family. The National Treasury is the institution in charge of government
revenue, and during the Zuma era, it endeavoured in some ways to maintain political
neutrality in its decisions to safeguard revenue. However, the power held by the
National Treasury became a target for those who had already captured a number of

other government departments.

During the era of state capture by Zuma and the Guptas, there were attempts to gain
control over the National Treasury. It was common for staff at the National Treasury
to have lengthy tenures, with some serving for up to twenty years (Interviewee 17), but
a sudden loss of intellectual capital occurred as individuals began to leave the National
Treasury to pursue other career opportunities. As Interviewee 17 explained, “they
[were] terrified of being asked to do something corrupt”. This exodus was corroborated
in media reports, detailing the resignation of Michael Sachs, the senior official in
charge of the budget office, in November 2017 due to President Zuma’s interference
in the budget process related to the announcement of free tertiary education (Child,
2017; Reuters staff, 2017). Prior to this, Lungisa Fuzile, the director general of the
National Treasury, had resigned in April 2017 following the dismissal of Minister of
Finance Pravin Gordhan (along with his deputy, Mcebisi Jonas) by President Zuma in
late March 2017 (refer to section 2.2 in chapter 2 for further details on this political

history).

Another instance highlighting the role of individual actors in political dynamics in SA

was the announcement of fee-free tertiary education, as discussed earlier. This
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announcement was made without any engagement with the ANC’s National Executive
Committee and went against the advice of both the National Treasury and the Heher
Commission of Inquiry into Higher Education, which had proposed a model involving
loans that would have been obtained from commercial banks (Donnely, 2017).
President Zuma, as an individual, exercised his power in this instance, disregarding
the rules of his institution. It is also worth considering the timing of the announcement,
which came just two days before the election of President Zuma’s successor as
president of the ANC. By this point, it had become clear that President Zuma would
not be re-elected as ANC president, although he still held the position of president of
SA, and the announcement of fee-free tertiary education demonstrated the level of
power he retained. As previously noted, many identified this announcement as the

direct reason for the decision to increase the VAT rate.

Comments from some of the current research’s interviewees captured the political
power dynamics at the time of the VAT increase. Interviewee 19 noted: “Many people
did not agree with the taxation, but unfortunately, they did not have a choice because
politics trumped over technical consideration at the time, and it was during a very
volatile political environment.” Furthermore, Interviewee 20 emphasised that there are
“very powerful individuals who play out in powerful institutions”. However, beyond the
influences discussed in this section, no specific individuals strongly associated with
the decision to increase the VAT rate could be identified. This may be because it was

a very unpopular decision that no individual was willing to shoulder responsibility for.

10.6 IDEAS

The final topic to be addressed is the concept of ideas, which plays an important role
in the context of HI. Up to this point, the development of the VAT increase tax policy
has been considered in terms of time and place, the key institutions involved, and the
role of power in the process. As mentioned earlier, the decision to increase the VAT
rate was influenced by several influences. However, the primary driver behind this tax
policy change appears to have been the economic necessity of generating additional
government revenue to bridge the widening gap between revenue and excessive
government expenditure, which included a substantial government wage bill,
continuous financial support to state-owned entities, ongoing state capture and
corruption, and evidence of poor revenue collection by SARS. Additional contributions
270



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

to the situation were sluggish economic growth and the commitment to providing fee-
free tertiary education.

The decision to raise the VAT rate from 14% to 15% was reached as the solution to
the revenue problem only after considering increases in PIT and CIT. PIT had already
been raised in recent years, and the rates had reached a point where further increases
were deemed impractical, particularly given that PIT from a small group of individuals
constitutes a significant portion of overall revenue in SA. SA’s CIT was also considered
high, particularly with lower CIT trending globally because higher taxes discourage
investment and therefore hinder economic growth. In general, a VAT increase in SA
was seen as a way to boost government revenue with the least potential impact on

SA’s overall economic growth.

Understanding and interpreting historical ideas, how actors incorporate them into the
policymaking process, and how they influence policy creation are fundamental
principles in HI (Campbell, 1997; Marriott, 2012). As explained in the analysis of the
implementation of SA’s sugar tax (chapter 9), the basic principles underpinning all
decisions made by the ANC are alleviating poverty, reducing inequality, and combating
unemployment through sustainable and equitable economic growth. However,
allowing an increase in the VAT rate raised questions about whether this policy change
aligned with the ANC’s core principles. This was especially pertinent given the
concerns expressed by many stakeholders about the VAT increase’s potential
negative impact on the poor and its implications for equality and fairness (Alternative
Information and Development Centre, 2018; Catholic Parliamentary Liaison Office,
2018; Civil Society Coalition, 2018; DA in SCOF, 2018c; Dullah Omar Institute, 2018;
Equal Educations, 2018; Makukhanye Rural Movement, 2018; Muller, 2018; National
Education, Health and Allied Workers Union, 2018; Organisation Undoing Tax Abuse,
2018; Pietermaritzburg Agency for Community Social Action, 2018; PWC, 2018a;
Quaker Peace Centre, 2018; Rural Health Advocacy Project, 2018; UniteBehind,
2018).

The National Treasury defended the impact of the VAT increase on the poor and its
consequences for equality and fairness. It argued that changes in tax policy should be
evaluated within the “entirety” of the tax system, as taxes should be structured to meet

all spending needs, and that individual taxes need not be progressive as long as the
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overall system is. The National Treasury (2018c) also presented evidence that the
regressive impact of VAT on the poor would be reduced through zero-rating. The
SCOF subsequently appointed an independent panel of experts to review the current
list of zero-rated items to minimise the impact of the VAT increase on the poor (VAT
panel, 2018). Social grants were also raised at a rate higher than inflation (SCOF,
2018c).

It is evident that the decision to increase the VAT rate was a contentious one within
the context of the ANC’s core policies. This is probably one of the reasons why the
SCOF issued its media release explaining that even though it had accepted the rate
increase due to the need for revenue, it was, in fact, opposed to the decision (SCOF,
2018b).

Some of the current study’s interviewees concurred that the VAT increase would
negatively affect the poor (Interviewees 1, 9, 19, 21, 25 & 6) and exacerbate inequality.
Others, however, echoed the National Treasury’s point that the entire tax system
needs to be evaluated as a whole, taking into account benefits such as zero-rating
(Interviewees 10 & 22). Still others further argued that if the poor were to benefit more
from redistribution through the tax system, the regressive impact of VAT alone would
not be significant (Interviewees 2, 3 & 8).

10.7 CHAPTER SUMMARY

This chapter underscores that the primary driver behind the VAT increase in SA was
the dire need for revenue. In contrast to the introduction of the sugar tax, which had
other strong justifications like health imperatives, there were no other compelling
reasons to support the VAT increase. Consequently, one might have anticipated
stronger resistance to the VAT increase, but surprisingly, this was not the case; while
some institutions expressed discontent with the proposed tax change, the pressing

need for revenue overshadowed any potential challenges on other grounds.

Historical events played a crucial role in establishing VAT as a dependable revenue-
generating tax. This historical context both informed the policy decision and
constrained other policy alternatives that could have faced greater opposition. This
makes it clear that past policy decisions continue to shape future ones.
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A noteworthy distinction in the introduction of the VAT increase as opposed to the
sugar tax was the frequent reference to corruption as a antecedent driving the need
for increased revenue. This emphasis was not as pronounced in the discussion on the
sugar tax, and the difference probably arises because the VAT increase became
necessary to fund a specific policy (fee-free education) that had incurred new costs,
whereas the sugar tax was not introduced to cover specific expenditures. Recognising
the need for additional revenue to fund a specific policy underscores the issue of

wasteful government spending and the erosion of tax collections due to corruption.

Using an HI perspective for this analysis reveals what could be considered a critical
juncture in the VAT increase in the form of the announcement of fee-free tertiary
education in SA. This imposed a substantial financial burden on the government in the
immediate need for funding. Unlike the sugar tax, where the perceived need for the
tax grew incrementally due to evolving population health concerns, the need for
increased revenue to fund fee-free education was immediate following the

announcement of the education policy.

Perhaps one of the most intriguing findings in this chapter is the apparent contrast
between the ANC’s commitment to empowering the poor and the decision to raise a
tax that has been widely recognised as regressive. However, it can be argued that if
the expenditure is reinvested in the poor, the regressivity is reduced. In the case of the
critical juncture identified in this analysis, while no formal connection was established
between the VAT increase and the fee-free education policy, it was evident from both
documentary and interview data that the additional revenue from the tax increase
would fund free tertiary education. The fee-free education policy was structured to

benefit lower-income families, thereby reducing regressivity, at least to some extent.
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CHAPTER 11
DISCUSSION AND CONCLUSION

11.1 INTRODUCTION

This research offers a historical account of the tax policy development for the
introduction of an SSB tax and the increase of the VAT rate from 14% to 15% in SA.
While the primary aim of this study was not to assess the success or failure of these
taxes, it is pertinent to briefly report on whether they have achieved their objectives as

outlined in the previous two chapters.

With the advantage of hindsight, both taxes appear to have been successful in
achieving their objectives, at least to some extent. Since its implementation, the SSB
tax has led to significant reductions in sugar purchased in beverages (Stacey, Edoka,
Hofman, Swart, Popkin & Ng, 2021), especially among lower socioeconomic
households, which were the higher consumers of these products as a proportion of
their income. It is, however, probable that reformulation by manufacturers has also
played a significant role in this reduction, and ultimately, whether the SSB tax results

in improved health outcomes is a question that cannot be addressed in the short term.

The VAT rate increase may have made a difference to revenue collection in SA since
its implementation, with an increase in VAT payments of 4.2% in 2018/19 and 5.8% in
2019/20 (Koloane & Makanisa, 2020). However, it is not possible to determine how
much of the increased VAT revenue can be attributed to the higher rate. For instance,
the increase in the VAT rate could have reduced consumption for some, meaning that
inflation may be the primary contributor to the increase in revenue collected.
Nevertheless, it is reasonable to assume that at least some of the increased revenue

collection stems from the higher VAT rate.

The remainder of this chapter addresses the research questions. The first two were
discussed in detail in chapters 9 and 10; therefore, the next two sections merely
provide a brief summary of the antecedents that influenced the introduction of the two
taxes studied. While the SSB tax and the VAT increase are discussed in separate
sections, references to the other tax are made where necessary to provide more

comprehensive insight. The third research question, which focuses on lessons learnt
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for tax policy from the findings of research questions one and two, is covered in the
subsequent section, outlining theoretical and policy contributions. Limitations of the
study are then identified, followed by recommendations for future research, and

conclusions are drawn in the final section.

To set the stage for the upcoming discussion, the research questions are reiterated
below:

1. What were the primary influences on the introduction of a sugar tax in SA?

2. What were the primary influences on the increase in the VAT rate from 14% to
15%7?

3. What lessons can be learnt for tax policy from an HI analysis of the two tax

policies?
11.2 SUGAR TAX THROUGH A HISTORICAL INSTITUTIONALISM LENS

Health arguments were the primary driving force behind the introduction of an SSB tax
in SA. In stark contrast to the VAT increase, which primarily aimed at revenue
collection, the SSB tax has generated very little revenue, though it was, however,
acknowledged at the outset that a successful SSB tax would, in practice, yield no
revenue. Historically, before the SSB tax, the tax system in SA had not been utilised
to address health issues, although the zero-rating of certain products in the VAT

system suggested a willingness to employ fiscal policy for social policy objectives.

Although revenue collection was not the key focus of the SSB tax, the presence of a
revenue-raising objective was noted by several stakeholders. Unlike the direct
revenue objective of the VAT increase, the SSB tax was presented as a measure to
reduce the future expected cost of obesity-related public health expenses and to fund
alternative health-improvement initiatives, such as marketing campaigns and nutrition
education programmes. However, most of the current study’s interviewees viewed this
claim with a degree of scepticism, labelling the tax as addressing “low-hanging fruit”
and as a revenue collection exercise masquerading as having a health objective;
despite the relatively small amount of revenue the tax was predicted to generate, the
well-established need for additional revenue at the time of the SSB tax proposal
supported these suspicions, as did the fact that the National Treasury was driving the
initiative along with the less visible involvement of the DOH. This underscores the
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significance of institutional visibility in the process to enhance the legitimacy of a
proposed purpose, as greater visibility of the DOH would have supported the health

message better.

The introduction of the SSB tax did not hinge on a specific critical juncture; the
“problem” of increasing obesity and associated health issues had been growing over
time. While it is possible for a critical juncture to evolve gradually, there was never a
“point of no return” surrounding the SSB tax: taking no action was always a viable
option. Critical junctures are also suggested when a new direction becomes
entrenched, and while the SSB tax may have become entrenched, this is not yet
certain. There are a small number of overseas examples where SSB or sugar taxes
were repealed; however, the political climate in SA is such that this tax, despite its
minimal revenue generation, may be susceptible to political interference by dominant
political elites. For now, the situation may be viewed as an example of punctuated
equilibrium, where the absence of a policy remained in equilibrium for an extended
period but subsequently shifted from that path with the institution of a new equilibrium

when the tax was implemented.

It is possible that the absence of an immediate crisis to rally support for the new tax
could affect the success of the SSB tax. However, international practice and local
voices built a strong argument for taking action to address the obesity problem in SA.
Furthermore, while it cannot be argued that there was a critical juncture driving this
policy, the involvement of various health practitioners in the process helped to
establish the seriousness of the obesity and NCD problem and the necessity for some

form of intervention.

As noted in chapter 9, timing played a crucial role in the introduction of the SSB tax.
Globally, SSB or sugar taxes were becoming more prevalent, and research was
emerging to highlight the negative impact of sugar consumption on the South African
population. However, the strongest arguments for the introduction of an SSB tax were
based on international research and experience, which created an opportunity to
guestion whether such findings were applicable to justify a new tax in SA. Calls were
thus made for more research within SA, which would carry more weight in supporting

action to address sugar consumption. Despite challenges stemming from the absence
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of South African-specific literature and consumption patterns, the timing worked in
favour of the policy due to the increasing global acceptance of sugar taxes.

In contrast to the VAT increase (discussed in the next section), the introduction of the
SSB tax involved greater power-sharing. This is evident across several dimensions,
including the involvement of various stakeholders and the fact that the policy was
adjusted in response to business submissions. Nevertheless, there were also multiple
instances where concessions were not made for stakeholders: one notable example
relates to the strong arguments for earmarking the SSB tax revenue for health
initiatives, which the National Treasury resisted, granting only a minor concession
wherein a portion of the tax was to be allocated to the health budget in an unspecified
manner. However, as ring-fencing and earmarking are not common principles for
allocating funds in the South African budget, the revenue from the SSB tax has
ultimately become part of general revenue and has not been designated for a specific

purpose.

As discussed in chapter 4, politicians often assume that they influence and develop
new policy ideas, but in practice, new policies frequently arise due to existing policies
or other priorities, like economic or political goals. This can be seen in the VAT
increase, which was prompted by pressing economic concerns, whereas the
introduction of the SSB tax was driven by a social (health) objective. Using an
economic tool to overtly pursue a social policy demonstrates the intricate interplay
between ideas, policies, and institutions: in the case of the SSB tax, the policies were
initially formulated by the DOH before progressing to the National Treasury for further

development and implementation.

A clash of ideas characterised the lead-up to the introduction of the SSB tax. Concerns
about obesity and its causes, escalating public health expenses, and the government’s
responsibility to protect its citizens were weighed against the potential substantial
impact on a vital industry, possible job losses, repercussions for small businesses and
rural communities, the impact on the poor of overly paternalistic policies that would
intervene in personal lifestyle choices, and, ultimately, issues of inequality and
fairness. Several actors stressed the need for a balanced approach that would
consider both health concerns and economic impacts. It is crucial to recognise the

unique South African context regarding the economic impact of implementing a tax on
277



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

SSBs: given SA’s significant sugar cane industry, the economic consequences of
imposing such a tax could be more pronounced than in other countries with similar
taxes. This necessitated consideration of the broader implications for the sugar
industry in SA. The above-mentioned ideas that were brought up during deliberations
on the policy are reflected in the revised policy, which included a reduction in the SSB

tax rate to address the concerns raised.

While a range of ideas was presented during deliberations on the SSB tax, it is worth
noting that there was a general consensus on the impact of SSBs on health outcomes.
Therefore, the presence of sufficient research, albeit international, to establish the
seriousness of the problem assisted with generating acceptance of the need to

address it. However, not everyone agreed that a tax was the most appropriate solution.

The broader consultation evident in the development of the SSB tax can be juxtaposed
with that of the VAT increase. The implementation of the SSB tax benefited from input
from a variety of stakeholders who presented a range of ideas that informed the
process. The timing also facilitated this consultation, unlike that of the VAT increase,
which did not allow for input from multiple stakeholders. While the SSB tax consultation
process did not involve accepting all the ideas that were presented (which would not
have been expected), it did offer benefits such as visibility into the potential impact on
affected parties and the opportunity to present alternative options. Moreover, although
the alternative options to the SSB tax that were proposed by stakeholders were
ultimately unsuccessful, they laid the foundation for initiatives that may be revisited in

the future to complement the tax.

Unlike with the VAT increase, there were relatively few references to corruption in the
SSB tax policy process. Nonetheless, interviewees suggested that some members of
Parliament had accepted bribes to lobby against the tax. Thus, the difference in
corruption between the two tax processes lies in where it could be found: corruption
contributed to the actual need for the VAT increase (discussed in the next section),

whereas with the SSB tax, corruption was seen in attempts to influence the outcome.

A fundamental principle of taxation, as discussed in chapter 5 (section 5.2.1), is
fairness, and it is also a key concept within the framework of HI as it relates to tax.

Unsurprisingly, discussions surrounding both taxes raised questions of fairness,
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particularly in terms of where the tax incidence would fall. The SSB tax, however,
raised additional fairness concerns, such as targeting one industry with higher taxes

than others.

11.3 VAT THROUGH A HISTORICAL INSTITUTIONALISM LENS

The primary influence behind the VAT increase was SA'’s dire need for more revenue.
This stemmed from excessive government spending, rampant corruption, and
inefficient revenue collection by SARS—three interconnected antecedents:
government spending was excessive, at least to some extent due to the presence of
corruption, and corruption also impacted SARS’s revenue collection and
administrative capacity.

There was a noticeable absence of viable alternative ideas to bridge the revenue gap
during the tax policy process. While it is unclear if this limitation of policy options was
institutionally driven, it is possible that institutional filtering (where policy ideas are
formulated within an institutional context in such a way that limited ideas are
presented, as discussed in chapter 4, section 4.8.7) played a role. While alternative
revenue-raising options were considered, they typically ended up reinforcing the case
for the VAT increase; for instance, PIT had recently been increased, and SA’s CIT was
already high compared to that of other OECD nations and had been identified as
having a distorting effect on economic growth (although increasing VAT was also likely
to slow economic growth alongside other potentially negative economic impacts).
Furthermore, SA’s existing tax-to-GDP ratio was already high compared to that of
other middle-income countries, and modelling indicated that the other core taxes, like
PIT and CIT, would have to be increased by more than 1% to match the revenue that
was forecast through the VAT increase. Increasing the VAT rate also had some
benefits, such as potentially safeguarding against further economic downgrades by
rating agencies, and it had shown a high degree of path dependence, with no standard
rate increase since 1993, making it lower than the global average, even after the

increase.

As mentioned above, path dependency, which suggests that earlier policy choices
continue to influence future policies, was evident in the VAT case study. Stakeholders’

discussion of other revenue-raising options was short-lived and lacked serious
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analysis. This provided support for using VAT to increase revenue rather than other
existing or new taxes, since novel alternative ideas, such as non-traditional taxes,
were absent from the policy discussions. This indicates a degree of path dependency,
underscoring the reliance on traditional revenue-raising instruments instead of
exploring more innovative policy options, but the absence of novel competing ideas
may limit the ability to mitigate any regressive impact on the poor resulting from the

need to increase government revenue.

Aside from path dependency, the adoption of a VAT increase for revenue generation
purposes was also an example of a self-reinforcing sequence, as described in chapter
4 (section 4.8.2). The process resulted in a change in the existing policy that was
considered an efficient option; however, the success of this path may make it more
challenging to adopt other tax revenue-raising options in the future. (Even though the
SSB tax was a new tax, it should be recognised that it has not been a significant
revenue raising instrument, collecting less than a quarter of a per cent of total tax

revenue since its inception.)

Unlike the SSB tax, a critical juncture was evident in the VAT increase case study. The
announcement of fee-free education created an immediate need for increased
revenue, which was amplified by the three main influences already identified: wasteful
government spending, corruption, and poor revenue collection. These antecedents
constrained options for revenue generation, particularly since the urgency of the need
for additional revenue meant that alternative taxes that would not provide revenue
quickly and would require additional tax administration could not be considered.
Chapter 4 (section 4.8.5) highlighted how literature has argued the importance of the
structure of the policy process in space and time, but SA’s VAT increase illustrates
how the structure of process in a developing country can be largely disregarded when
striving to achieve a specific objective, particularly with a limited window of time. The
timeline at the end of chapter 8 shows the short time between the policy
announcement and implementation, with the bulk of the consultation process actually
occurring after implementation. An HI lens also highlights the importance of timing in
constraining or enabling policy options, and while the SSB tax was intended to address

a slower-moving problem, allowing for a more gradual response, the VAT increase
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was driven by the more immediate need to bridge the gap between revenue and

expenditure.

The ANC, as the ruling party, was the most powerful actor in the VAT policy process.
However, while some individual actors empowered the ANC to influence certain policy
outcomes, the party was compelled to make policy decisions that did not align with its
historical ideologies. The conflicted views of some of the actors was evident in the
data and challenges the assumption of institutional theory that individual actors’ views
tend to align with those of their institution. This extended to the departure of several
high-profile actors from the most influential government institution, the National
Treasury, due to the conflict of policy ideas, reinforcing the importance of aligning
institutional and individual philosophical views. Another example of disconnected
ideologies is the SCOF press release (2018g), which noted that the committee was
voting in favour of the VAT increase but was doing so reluctantly because of the
potential impact of the tax on the poor, highlighting the divide between the ANC’s

historical values and the implications of the tax change.

President Zuma, as an individual, was also an influential actor in the VAT case study.
His power was perhaps most obvious in the announcement of fee-free tertiary
education, which went against the advice of both the National Treasury and the Heher
Commission and was decided upon without input from the ANC’s National Executive
Committee. The timing of the announcement is also notable, as it was made just two
days before the election of President Zuma'’s successor as president of the ANC,
underscoring the fact that President Zuma was not going to be re-elected. Thus, he
wielded his individual power, showing that as the country’s president, he was still in a
position to do things like commit the government to significant additional expenditure

without following the usual processes.

The influence of history is another relevant influence in the significance of the VAT
increase. Apartheid resulted in high levels of inequality in SA, which would be
expected to influence political decisions and outcomes. Therefore, any taxes that were
likely to further exacerbate inequality should have been politically unattractive, which
highlights the anomaly of the government’s willingness to increase the VAT rate,

directly impacting the poorest in the country. It is noted, however, that a strong
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prevailing opinion emerged through the current research that there were no other

viable alternatives.

It is worth mentioning that there were few influential institutional actors in the VAT
increase process compared to the sugar tax process. This was probably due to limited
opportunities for involvement, which ultimately prompted civil society groups to
propose changes to formal policy processes to allow for more consultation and public
participation. Currently, the path-dependent process only allows consultation in the
form of SCOF discussions, but by the time proposed policies reach this point in the

process, decisions are already largely entrenched.

11.4 THEORETICAL AND POLICY CONTRIBUTION

This sub-section outlines the contributions made by this thesis, encompassing both
policy and theoretical contributions, as elaborated upon below. The policy
contributions reinforce the need to incorporate South African-specific cultural impacts
in policy development, the importance of stakeholder acceptance of the policy, the
potential benefits of considering a wide range of tax policy ideas and robust analysis
of the proposed policy options, and the importance of transparency in the policy
process. The theoretical contributions, meanwhile, support existing theory in
highlighting the importance of institutions and institutional differences in the policy
process, along with adding to theory by showing how informal institutions are likely to
be the primary influences of policy in SA. The theoretical contributions also highlight
how individual stakeholders may make decisions that do not align with their
institution’s world view, pointing to the power of individuals. Further, theoretical
contributions underscore the idea of incrementalism versus a critical juncture and the
importance of considering space and time surrounding policy development in a

developing country.

11.4.1 Policy contributions

As noted in chapter 9, a compelling argument was made with regard to the SSB tax
that very little research existed that was applicable to the South African context, and
this allowed room for challenges to the policy. These arguments contended that
cultural, social, and economic differences make the direct application of a tax that has

been proven in a developed country less relevant for a developing country. For
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instance, in SA, body size, or obesity, culturally signals prosperity, but this is not the
case in a developed country. The case for adopting the SSB tax would have therefore
been more robust with a stronger body of research that was directly pertinent to the
South African environment. While it is acknowledged that this is challenging in the

absence of a natural experiment, increased modelling could have bolstered the case.*

As an idea, the HPL was robust; even its name implied a focus on health. However,
the absence of a commitment to reinvest the tax into health-related spending
weakened the argument that the tax prioritised health, opening it to criticism that it was
merely another revenue collection mechanism. The data highlighted a strong
preference for the tax revenue to be reinvested either into other policy tools that could
reinforce behaviour or other health-promoting initiatives, which indicates that
hypothecating or earmarking the tax in this manner probably would have garnered

greater acceptance among a broader spectrum of stakeholders.

The data collected for this study highlighted areas for potential improvement in the
policy processes. For instance, it was evident that the processes did not consistently
offer multiple opportunities for input from interested parties, particularly in the VAT
case study. Greater consultation is likely to result in more widely accepted and robust
policies. Examples in other jurisdictions indicate that structured policy development
processes exist to ensure that policies benefit from the perspectives of those who are
most impacted by them, for instance the Generic Tax Policy Process in New Zealand
(New Zealand Inland Revenue, Not dated). As detailed in the recommendations for
future research below, there is room for the policy development process to become

more structured, transparent, and consultative in SA.

Another of this study’s policy contributions comes from the absence of alternative
ideas to the VAT increase that the research revealed. There were limited alternatives
to address the revenue deficit outside of the tax system; for instance, increasing
borrowing was not viable due to existing high levels of debt. However, there was also
no evidence to suggest that new taxes were considered. Exploring other options might

have resulted in identifying an alternative that would have had less of an impact on

4 The only modelling that had been published at the time the tax was introduced was by Manyema et
al. (2014) and only modelled one scenario of a 20% SSB tax.

283



IVERSITEIT VAN PRETORIA

v
IVERSITY OF PRETORIA
1

UN
UN
YUNIBESITHI YA PRETORIA

the poor. Enhanced consultation, as mentioned in the previous paragraph, could also
have facilitated this. A recommendation is thus made that SA’s tax policy development
process should involve more extensive engagement with a wide range of stakeholders

to ensure that a broader spectrum of ideas is considered to inform the final policy.

What was not evident in discussions for either the SSB tax or the VAT increase was
an analysis based on the generally accepted principles of a good tax. As noted in
chapter 5, a range of tax principles usually informs tax policy development, and while
there is no single agreed-upon set of principles, efficiency and equity (fairness) are
common to all. Other principles, like convenience of payment, compliance costs,
certainty and simplicity, and coherence across the tax system, are also significant.
While it was not the purpose of this research to analyse the SSB tax against such
principles, it is worth noting that no comprehensive, principles-based analysis seems
to have been done in other research either. This provides an avenue for future
research and a future recommendation for policy: a set of principles should be
established for assessing new taxes and changes to existing ones, as this would

enhance transparency regarding the potential impact of taxes.

The institution that drives the policy change was shown to be important in the SSB
case study. Despite promoting the SSB tax as a health initiative, the involvement of
the National Treasury led many to suspect that, in practice, this policy’s primary
objective was revenue collection. Greater involvement of the DOH in the process may
have mitigated this perception and generated more trust in the promoted health

objectives.

11.4.2 Theoretical contributions

This is the first study to examine tax policy through an Hl lens in SA. The analysis of
the VAT increase in particular highlighted institutional differences between SA as a
developing country and developed countries. Typically, formal institutions are
considered the primary influencers of policy; however, in SA, informal institutions and
their “non-written rules” (Interviewee 8) also hold significant sway. This is particularly
relevant in situations that may appear corrupt, where a clash occurs between formal
and informal institutions. For instance, in developed countries, sharing opportunities
(e.g., creating jobs for relatives) may be viewed as corrupt, but in developing countries

such as SA it may be an acceptable practice according to informal institutions while
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conflicting with formal ones. This clash between Western and more traditional local
practices reinforces the need for theoretical frameworks to incorporate informal

institutional practices.

Another important finding of this study is that a political party may make decisions that
are inconsistent with the institution’s philosophy. The SSB tax, known to be regressive
and expected to disproportionately affect poorer consumers if they did not change their
consumption patterns, was introduced with the support of the ANC, contradicting the
party’s stance on supporting the poor. Initially, the ANC had proposed industry
regulation as a solution to the obesity issue (an approach that had been supported by
others); however, as the debate progressed, this stance changed. From an HI
perspective, this highlights the presence of philosophical conflicts that challenge
conventional expectations of how institutions and their actors behave. While Hi
supports institutional change, in the case of the SSB tax, this change was temporary,
illustrating the flexibility within an institution to adapt its position for pragmatic

purposes.

The power of individuals is another significant influence in HI and sheds light on the
influence of political actors. This study provides a glimpse into President Zuma'’s
position as a powerful actor; SA’s political context amplifies the power of those with
connections and resources. While this may not be unique to SA, it offers insight into
how decisions that impact tens of millions of people can be primarily made by one

powerful individual.

No critical juncture was identified behind the introduction of the SSB tax. However,
there was a gradual realisation of the increasing negative impact of sugar consumption
and obesity on public health and the associated costs. The light shed on this problem
and the need to take action against it can be attributed to those with legitimate power,
such as medical and other health professionals. The research thus illustrates how a
slow-moving “crisis” communicated by those with legitimate power can produce a

similar outcome to a critical juncture that might lead to a more conventional “crisis”.

The introduction of the VAT increase demonstrated how the structure of process in
space and time holds less relevance in a developing country than it does in developed
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nations. The urgent need for tax revenue in this case allowed standard processes to

be disregarded.

The two case studies highlight the influence of different types of power. While
antecedents beyond power, such as timing, also played a role in these policies, the
contrast between two forms of power significantly influenced the outcomes. The
legitimate power of health professionals was instrumental in highlighting the issue and
informing the SSB tax policy, whereas the coercive power of the government was able

to force the VAT policy’s implementation.

11.5 LIMITATIONS

It is important to consider the limitations of this research. The delimitations and
assumptions emphasise the narrow focus of the investigation (Bak, 2004) and reveal
what else could have been done regarding the research problem. This could involve
completely different research methods or longer study durations, but it is crucial to
recognise that all research must have boundaries, and these boundaries inherently

constrain the scope of any study.

The limitations of this study stem from the data collection. Although every effort was
made to ensure that all relevant documents were included, it is inevitable that some
would have been missed. However, the available documentation provided a sufficient
foundation to lend credibility to the reported findings, and the triangulation of the
documentary data with the interviews further enhanced the credibility. While interviews
were not conducted with every participant in the policy processes, the substantial
number of interviews encompasses a diverse range of stakeholders and perspectives.
Moreover, the interview structure allowed participants to speak freely and frankly about
their experiences, and the researcher feels assured that the situation was captured as
accurately as possible because of the wide range of views captured. While the
potential for the misinterpretation of interview data exists, interviewees were invited to
review their interview transcripts for errors or misinterpretations, thereby minimising

this possibility.

Despite the care that was taken in data collection, it is not possible to achieve a

complete understanding of all past actions. There may have been unrecorded events
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that influenced the changes in tax policy. Additionally, it is conceivable that the cited
documents might have been incomplete.

11.6  RECOMMENDATIONS FOR FUTURE RESEARCH

This research has underscored the absence of tax policy research in SA, particularly
on tax policy development, revealing multiple potential avenues for future research
opportunities. It has become clear that while policy development in SA might appear
democratic, consultations often result in few actual changes to a proposed policy. As
noted in chapter 9, various role players are keen to be more actively involved in the
earlier stages of policy formulation, rather than only getting involved when tasked with
implementing the policy. A comparative analysis with New Zealand’s Generic Tax
Policy Process is an example of research that could be valuable in illustrating how SA

could benefit from a more robust tax policy process.

Given that the impacts of the SSB tax on obesity are only expected to manifest over
the long term, another recommendation for research is that, in the interim, studies
could explore alternative strategies to complement the SSB tax. Some possible
strategies were outlined in chapter 9, such as increased regulatory measures; indeed,
it is a pertinent question to consider whether the tax system is the most effective
means to address the obesity issue. As reiterated throughout this thesis, there has
been limited research on sugar and its impact in SA, and there is a pressing need for
more research specifically on SSB consumption and its potential role as a primary
contributor to obesity. Associated with this is the question of substitution, the ease of
which was noted in the research, particularly with the widespread use of free sugar in
beverages not covered by the tax. Therefore, research directed at understanding the
impact of substitution would shed light on an important part of the overarching
narrative regarding whether an SSB tax will ultimately achieve its goal of improving

the population’s health.

Corruption emerged as a recurring theme in many of this study’s interviews. It is
needless to say that this is a sensitive topic in SA. Nonetheless, it is essential that
research shine a light on corruption where possible, particularly as valuable lessons
could potentially be gleaned from further insights into its impact on the tax policy

process. However, it is also crucial to acknowledge the challenges associated with
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obtaining accurate data in this regard, as well as the potential negative ramifications
for any researcher attempting this work.

This research specifically investigated the influences on the SSB tax and the VAT
increase in SA. However, there have also been changes to PIT and CIT rates in SA,
and exploring the influences behind these tax adjustments would complement the
current research, since these policy changes may have been subject to different

influences.

11.7 CONCLUSION

To address this study’s research questions, the primary antecedents influencing the
VAT increase in SA were corruption, excessive government spending, and an urgent
need for increased government revenue, while the primary influence behind the
introduction of the SSB tax was the widely recognised necessity to take action against
SA’s obesity issue and the associated rise in NCDs. These two case studies illustrate
the need for distinct policy approaches in different situations. The immediate need for
revenue led to the VAT increase in SA, allowing for relatively little consultation or
consideration of alternative ideas. Additionally, few actors wielded influence in this
process, and a critical juncture provided the economic impetus for the change. In
contrast, the SSB tax involved numerous stakeholders yet lacked a critical juncture to
support the policy shift; instead, health concerns appeared to be the primary driver,

with multiple actors holding legitimate power lending their support to the tax.

This research imparts several lessons for policymaking, including the importance of
jurisdiction-specific evidence to support proposed policies. Incorporating the
preferences of key stakeholders to a greater degree, where feasible, can also enhance
the acceptability of a tax, as demonstrated by the prevalent desire among stakeholders
to hypothecate the SSB tax. It is thus recommended that a more structured and
consultative policy development process be adopted in SA to enhance transparency,
diversify the range of ideas considered, and bolster the robustness of the policy
process. The research also highlights the lack of analysis of proposed policies against
the generally accepted principles of a good tax, and it is therefore recommended that
this be undertaken for future tax policy changes. Moreover, the agency providing

legitimacy for the policy should be actively involved throughout the process—a lesson
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that is particularly relevant for the SSB tax, where the policy objective faced challenges
due to the limited input from the DOH.

This thesis highlights several implications for theory. The importance of informal
institutions is particularly salient in SA and may likewise have relevance for other
developing countries, especially when considering influences that differ in prevalence
between developing and developed countries, such as corruption. The thesis also
reveals the inconsistency of institutional preferences. The absence of a critical juncture
leading to the implementation of the SSB tax policy becomes evident when examining
the VAT increase, highlighting how incremental change can also impact historic path
dependency, eventually building up to a point where a crisis becomes apparent.
Furthermore, the thesis underscores the importance of considering different forms of

power and how these may be employed to achieve institutional objectives.

The utilisation of HI to inform the analysis of the two case studies facilitated an
exploration of the politics of taxation within this thesis, allowing for a deeper
understanding of the complex political landscape that lies beneath tax policy
development in SA. Both formal and informal structures were shown to influence tax
policy outcomes, with institutions, coupled with previously enacted public policies,
shaping the political behaviour of those involved in the policymaking process.
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ANNEXURE 1: INVITATION TO TAKE PART IN STUDY, CONSENT,
INTERVIEW QUESTIONS AND PARTICIPANTS

Introductory email/interview invitation sent to potential interviewees

Subject: Invitation to participate in an interview as part of research for a PhD Thesis
Good day
Who am 1?

My name is Saré Pienaar. | am a full time academic and currently busy with PhD

research at the Department of Taxation at the University of Pretoria.
What is the aim of my research?

The aim of my research is to determine the influences on tax policy change in the
South African context by evaluating the introduction of sugar tax as well as the
increase in the standard rate of Value-added Tax from 14% to 15%. My objective is to
expand understanding of the institutional factors that have resulted in the policy
changes. This research has been approved by the Ethics Committee of the Faculty of

Economic and Management Sciences.
How can you help?

You have been identified as someone to have an opinion in the tax policy change
process as a member of the parliamentary sub-committee / academic with an interest
in the process / working at National Treasury / as a result of your submission to the
parliamentary sub-committee / union representing many workers in South Africa / a
result of your interest in the health of people in South Africa / as a professional body /

as a watchdog in the South African tax context.

If you agree to take part | will do an online Zoom interview with you. | will ask questions
about your thoughts and opinions around the policy changes. | will also seek your
views on the influence of politics and the impact of the changes on fairness and equity
in South Africa. The interview will take 30 to 60 minutes. | will record the interview with
your permission and transcribe it. You can choose not to answer any question or stop

the interview at any time, without giving a reason. The research is confidential and you
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will not be named in the final report. Only my supervisors and | will read the notes of
the transcript of the interview.

The information from my research will be used in my PhD dissertation and academic

publications and conferences.

If you are willing to accept this invitation, please reply to this email. If you have any
questions or would like to receive further information about the project, you are
welcome to contact me or my supervisors Prof Lisa Marriott (Lisa.Marriott@vuw.ac.nz)

or Prof Theuns Steyn (theuns.steyn@up.ac.za).

Kind regards
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Follow up email with appointment information and questions

Subject: PhD interview: Influences on tax policy change: Introduction of a tax on SSBs

and the increase in VAT
Link to Zoom meeting and calendar invite.

Please complete the electronic informed consent form before our meeting as | will
not be able to conduct and record the interview without the completed consent:

Hyperlink provided to electronic informed consent on Qualtrics.

Some of the questions to be discussed (please see explanation of study in electronic

informed consent):

What were your general thoughts or concerns when the policy was first raised for both
the sugar tax and the increase in VAT? (Details around initial development of tax and

role players with a significant voice)

What do you think were the primary drivers of the policy change for sugar tax and the

increase in VAT respectively?

What is your view on the influence of politics on the policy development for sugar tax

and for the policy change to increase the VAT rate?

How do you think the change in tax policy will impact fairness and equality with regards
to both sugar tax and the increase in the VAT rate on the people of South Africa?

Is there anybody else that you suggest | should speak to?

Looking forward to our discussion.
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Letter of introduction and informed consent set up electronically on Qualtrics

Dept. of Taxation

A historical institutionalist analysis of tax policy change: South African case

studies on VAT and sugar tax

Research conducted by:
Ms. S.J. Pienaar (04167678)
Cell: 082 874 9963

Dear Participant

You are invited to participate in an academic research study conducted by Saré
Pienaar, full time academic and current Doctoral student from the Department of

Taxation at the University of Pretoria.

The objective of this research is to expand the level of understanding of the institutional
factors that have resulted in the different tax policy changes in South Africa. This will
be achieved by conducting interviews on policy development regarding two specific
policy changes, the introduction of sugar tax and the increase in the standard rate of
Value-added Tax from 14% to 15%.

The interviews will be semi-structured and involve questions on input into the policy
process, perceptions of influences and the interplay between institutional actors with
specific reference to the two above mentioned tax policy changes. A copy of the
recorded interview can be requested by you. Responses collected, in conjunction with

document analysis, will form the basis of the PhD research analysis.

Please note the following:

e It will not be possible for you to be identified personally. All recorded interviews
will only be accessed by the researcher and her supervisors and the
participants will in no way be identified in the PhD thesis.

e Your participation in this study is very important to us. You may, however,
choose not to participate and you may also stop participating at any time without
any negative consequences. In this situation any data you have already been
provided will be destroyed.
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The results of the study as well as anonymised quotes will be used for academic
purposes only and may be published in an academic journal and presented at
academic and practitioner conferences. We will provide you with a summary of

our findings on request.

Please highlight the applicable sentences by clicking on the applicable block below:

| have read and understood the information provided above and consent to the
interview

| agree to the interview being recorded

| would like a copy of the recording of my interview

| give my consent to take part in the study on a voluntary basis

Yes

No

Please provide your name and surname (provided as signature)

Please provide your email address

Please contact my study leader, Professor Lisa Matrriott (Lisa.Marriott@vuw.ac.nz ) if

you have any questions or comments regarding the study.
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Interview quide

Introduction

Introduce myself and explain that | am a senior lecturer at the University of Pretoria
and currently enrolled for my PhD and refer to informed consent regarding purpose of

study.
Interview questions

What were your general thoughts or concerns when the policy was first raised for both
the sugar tax and the increase in VAT? (Details around initial development of tax and

role players with a significant voice)

What do you think were the primary drivers of the policy change for sugar tax and the

increase in VAT respectively?

What is your view on the influence of politics on the policy development for sugar tax

and for the policy change to increase the VAT rate?

How do you think the change in tax policy will impact fairness and equality with regards

to both sugar tax and the increase in the VAT rate on the people of South Africa?
Is there anybody else that you suggest | should speak to?

Conclusion

Thank the interviewee for their time.

Interview Participants

Member of Parliament

Member of tax advisory firm

International academic (Excise tax)
Previous National Treasury official

Tax body/Previous National Treasury official
South African Academic (Tax)

Member of Tax Committee

© N o g s~ w D P

South African academic
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9. Member of Parliament

10. Trade union representative

11.Member of Parliament

12. Member of civil action group

13. South African academic (public health)/member of civil action group
14.Journalist

15. Trade union representative

16.Member of civil action group

17.Member of civil action group/previous National Treasury official
18. Sugar industry representative

19. Member of Tax Committee

20. Member of civil action group

21.Business (general) representative

22.National Treasury official

23.Sugar industry representative

24. Interviewee withdrew from process

25.Member of Parliament

26. South African academic (tax)

27.South African academic (health)

28. Journalist

29.Beverage industry representative

30.Beverage industry representative

31.Member of Parliament (answered questions via email)
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ANNEXURE 2: COMPARATIVE ANALYSIS OF INTERNATIONAL SUGAR TAX SYSTEMS

Country/ Design Tax period and administrative
Region type Taxable unit Tax base Tax rate! provisions
France #1 Manufacturer/  All non-alcoholic drinks containing added sugar or artificial Percentage: 12% Not a general excise tax; collected
Importer sweetener (non-nutritive) as a separate tax according to
manufacturer/importer’s
declaration
Barbados #1 Manufacturer/  Beverages with added sugars Percentage: 10% Paid using the VAT system
Importer
USA #1 Manufacturer/  Varies from SSBs to artificially sweetened beverages Percentage: 10%- Collected monthly as an excise tax
Importer 15% Average: through existing excise tax
12,5% structures
Mexico #1 Manufacturer/  All non-dairy and non-alcoholic flavoured drinks, concentrates, Percentage: 10% Collected monthly as an excise tax
Importer powders, syrups, and essences are included in the tax through existing excise tax
base if they contain any added sugar. Non-basic food items structures
such as salty snacks, confectionery, chocolate, and other
cocoa products, puddings, fruit and vegetable sweets, and
creams and ice creams are included in the tax base for
high-calorie foods
Belgium #1 Manufacturer/  All non-alcoholic beverages containing added sugars. Percentage: 3% Collected monthly as an excise tax
Importer Specifically exempt items include milk and soy- based through existing excise tax
beverages, as well as any fruit and vegetable juice, even structures
though they contain added sugar
Hungary #2 Manufacturer/  Soft drinks with added sugar Percentage: 3,6% Administered using the VAT
Importer system; indicated on the VAT
invoice
Finland #2 Manufacturer/  All SSBs, water, and products containing certain milks as well Percentage: 14,5% Excise tax collected monthly
Importer as sugar-free beverages Percentage: 7,28% through existing excise
structures
Pacific Islands #2 Manufacturer/  All non-alcoholic beverages and syrups or Varies from 5% to Collected through existing excise
Importer concentrates used for the preparation of soft 40% tax structures or at ports,

drinks, carbonated soft drinks, cordials, flavoured milks, and
drink mixes

Average
percentage:
22,5%

whichever is applicable
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Country/ Design Tax period and administrative
Region type Taxable unit Tax base Tax rate! provisions
Portugal #2 Manufacturer/ Soft drinks (not on milk-based or fruit juices containing added Percentage: More Collected as an excise tax through
Importer sugar). Also taxed sugar-free versions such as Coke Lite than 80 g per litre: existing excise tax structures
and Coke Zero 16% Less than 80 g
per litre: 8%
Norway #2 Manufacturer/  Non-alcoholic beverages containing added sugar or Percentage: 12,5% Declared using a digital platform
Importer sweeteners, as well as chocolates and sugar designed by the state
Mauritius #2 Manufacturer/  Any aerated beverage, syrup, or fruit squash Percentage: 12,6% Collected as an excise tax through
Importer containing any type of ‘sugar’ (sucrose, lactose, existing excise tax structures
maltose, fructose, and glucose)
Ireland #3 Manufacturer/  All water-based and juice-based beverages Percentage: More Collected as an excise tax through
Importer containing added sugar than 8 g per 100 ml:  existing excise tax structures
25% Between 5 and
8 g per 100 ml:
17,5%
Chile #3 On the Non-alcoholic beverages, naturally or artificially 5% additional VAT Is effectively a higher VAT rate
consumer flavoured containing more than 15 g of sugar per 240 ml or with collected via the VAT system
an equivalent portion
UK #3 Manufacturer/  All SSBs, including dilutable cordials, squashes, and Percentage: Collected as an excise tax through
Importer syrups Between 5 and 8 g: existing excise tax structures
per 100 ml: and paid quarterly
9,9% More than 8 g
per 100 ml: 13,2%
South Africa #3 Manufacturer  All non-alcoholic beverages containing added sugar. Percentage: Sugar Collected as an excise tax through

Exempt items include unsweetened milk, milk
products, pure fruit and vegetable juices and
medicinal products

11% of value of beverage based on the sugar content of a one litre Coke

#1 = Flat levy on SSBs.

#2 = Specific excise tax on each gram of sugar content in SSBs.

#3 Specific excise tax on each gram of sugar content in SSBs, including a tax-free threshold.

Source: Lombard & Koekemoer, 2020:74-75.
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content exceeds 4 g
per 100 ml: 10%

existing excise tax structures
and paid monthly
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ANNEXURE 3: AFRICA SURVEY OF VAT SYSTEMS, 2018

RECs and countries Year VAT Predecessor Non-standard VAT VAT rates Luxury excises
introduced sales tax exemptions
Lower Standard Higher
(% and coverage) (%) (% and coverage)
Economic and Monetary Community of Central Africa (CEMAC
Cameroon 1999 Production Many - 19.25
Central African Rep. 2001 Turnover Many 5 (few) 19 - Many
Chad 2000 Turnover Many - 18 - Many
Congo 1997 Production Many 0 (wood); 5 (some) 18 - Many
Equatorial Guinea 2005 Turnover Many 6 (some) 15 - Many
Gabon 1995 Production Many 5 (cement); 18 - Many
10 (various)
Economic Community of West African States (ECOWAS)
UEMOA
Benin 1980 Turnover Various - 18 - Various
Burkina Faso 1993 Turnover Various - 18 - Some
Céte d’lvoire 1991 MST Various 9 (some) 18 21.31 (tobacco) Some
Guinea-Bissau 1998 Production Various 0 (medicines); 10| 17 20 Various
(many)
Mali 1991 Production Various 5 (few) 18 - Some
Niger 1986 Production Many - 19 - Some
Senegal 1980 Production Various 0 (tourism) 18 - Various
Togo 1995 Production Various - 18 - Various
Economic Community of West African States (continued)
WAMZ
Cabo Verde 2004 Turnover Various - 15 - Many
Gambia 2013 MST Various - 15 - Some
Ghana 1998 MST Many 5 (real estate) 175 - Some
Guinea 1996 MST Various - 18 - Many
Sierra Leone 2009 Production Many - 15 25 (tobacco, alcohol) Some
Arab Magreb Union (AMU)
Algeria 1992 MST Some 9 (various) 19 - Various
Mauritania 1995 MST Various - 16 18 (fuel, telecom) Some
Morocco 1986 MST Various 0,7 (some); 10, 14 | 20 - Some
(various)
Tunisia 1988 MST Various 7, 13 (various) 19 - Various
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RECs and countries Year VAT Predecessor Non-standard VAT VAT rates Luxury excises
introduced sales tax exemptions
Lower Standard Higher
(% and coverage) (%) (% and coverage)
Intergovernmental Authority on Development (IGAD) and
Egypt
Djibouti 2009 Production Few 0 (some) 10 - Some
Egypt 2016 Production Various 5 (many) 14 22 (many) Some
Ethiopia 2003 Production Various - 15 - Many
Sudan 2000 Production Various - 17 30 (telecom) Some

Source: Cnossen, 2019:45.
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ANNEXURE 4: MIND MAP OF THE ANALYSIS OF SOUTH AFRICA’S SUGAR TAX
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ANNEXURE 5: MIND MAP OF THE ANALYSIS OF SOUTH AFRICA’S VAT INCREASE
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