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EXECUTIVE SUMMARY 

• South Africa is in the process of finalising a 

domestic climate policy architecture comprising 

both regulatory and pricing instruments to 

implement the country’s climate mitigation 

objectives and commitments.  

• Accelerated decarbonisation in the electricity 

sector – contributing 42% of the country’s 

emissions – is critical for the country to meet both 

its recently updated Nationally Determined 

Contribution (NDC), and its Low Emissions 

Development Strategy which aspires to a net zero 

carbon goal by 2050. 

• Critically, this implies an urgent and far more rapid 

build out of renewables (and storage in the 

medium term) than has been demonstrated to 

date. 

• Multiple modelling studies now show that a 

renewable energy dominated future power system 

is the most affordable for the country. A 

decarbonised electricity supply also enables green 

industrialisation and investment opportunities.   

• The pace at which the power sector can transition 

in a just, managed, yet adequately ambitious 

manner has now become the main focus of policy, 

regulatory, financing and technical work. 

• South Africa’s domestic mitigation policy 

architecture currently includes three main 

instruments: An economy-wide carbon tax; 

Sectoral Emission Targets (SETs) which are 

anticipated to comprise of both quantitative and 

qualitative elements; and company-level Carbon 

Budgets. 

 

1 The authors are grateful for review comments received from 

Andrew Marquard, Energy Systems Research Group, University of 

Cape Town.   

• This Briefing sets out this domestic mitigation 

policy architecture and what is currently known of 

its timeframes in detail, including developments in 

the Climate Change Bill currently before 

Parliament, and National Treasury’s 2022 budget. 

• Focusing on the pivotal power sector, we argue 

that effective mitigation policy is currently limited 

to the extent to which the Integrated Resource 

Plan (IRP) both specifies decarbonisation and is 

implemented; energy sector policy, regulation and 

the power sector’s structure will dominate 

mitigation outcomes for the foreseeable future. 

• Given the political economy of energy in the 

country and the lack of urgency in procuring 

addition renewables thus far, we propose that 

additional measures to the current mitigation 

architecture will likely be required, particularly in 

the near term. 



 
 
BRIEFING NOTE (No. 2022/01) 
 
 

© Meridian Economics March 2022  2 
 

GLOSSARY 

bn 

CO2 

Billion 

Carbon Dioxide 

COP Conference of the Parties 

CSIR Centre for Scientific and Industrial 
Research 

DFFE Department of Forestry, Fisheries and the 
Environment 

GDP Gross Domestic Product 

GHG Greenhouse Gases 

ETS Emissions Trading Scheme 

IPCC Intergovernmental Panel on Climate 
Change 

IRP Integrated Resource Plan 

IPP Independent Power Producer 

ITSMO  Independent Transmission System and 
Market Operator 

JETP Just Energy Transition Partnership 

kWh Kilowatt hours 

LEDS Low Emissions Development Strategy 

Mt Megatonnes 

NDC Nationally Determined Contributions 

NCCRWP National Climate Change Response White 
Paper 

NERSA National Energy Regulator of South Africa 

NT 

PCC 

National Treasury 

Presidential Climate Commission 

PPD Peak, Plateau and Decline 

PPP Pollution Prevention Plan 

SARS South African Revenue Service 

t tonne 

TIPS Trade & Industrial Policy Strategies 

SET(s) Sector Emissions Target(s) 

REIPPPP Renewable Energy Independent Power 
Producers Procurement Programme  

 

 

2 This position differs slightly according to which sources, gasses and 

country groupings (e.g. the European Union) are included. 

1 INTRODUCTION 

South Africa is the 15th largest carbon emitter in the 

world in absolute terms and the 11th largest per Gross 

Domestic Product (GDP) (Crippa et al., 2020)2. Recent 

events indicate that the country is taking this position 

seriously: 

In an ambitious bid to contribute to global efforts to 

mitigate anthropogenic climate change, South Africa 

has updated its Nationally Determined Contribution 

(NDC) to the United Nations Framework Convention on 

Climate Change (UNFCCC) to reflect the Paris 

Agreement’s temperature goals (Meridian Economics, 

2021a). 

A Presidential Climate Commission (PCC) was 

appointed at the end of 2020 which has the task, 

amongst others, of grappling with the challenge of 

ensuring that South Africa’s transition to a net zero 

future is a just one (Presidential Climate Commission, 

2021a). 

In February 2022, a Climate Change Bill was put before 

Parliament for promulgation (Department of Forestry, 

Fisheries and Environment, 2021). This Bill provides the 

legal underpinning for a Sectoral Emissions Target (SET) 

and company level Carbon Budget system which will 

complement the carbon tax as the main policy 

instruments to realise the country’s mitigation 

ambitions (Department of Environmental Affairs, 

2011). 

The updated NDC stipulates that the extent to which 

this commitment is achievable depends on 

international support, particularly financing. In the 

early days of COP26, South Africa announced a high-

level climate finance partnership with a consortium of 

developing countries including France, Germany, the 

United Kingdom, the United States and the European 

Union – the Just Energy Transition Partnership (JETP). 

Whilst the details of the funding remain to be fully 

specified, its intention is to support South Africa’s just 

transition to a low carbon and climate resilient 

economy and society. Subsequently, the President 

established a Climate Finance Task Team to mobilise 

the Partnership’s financial flows. 
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Of the country’s total greenhouse gas emissions, the 

power sector alone accounts for roughly 42% 

(Department of Environment, Forestry and Fisheries, 

2020c). Multiple modelling studies now show that a 

renewable energy dominated future power system is 

the most affordable for the country. A decarbonised 

electricity supply also enables green industrialisation 

and investment opportunities, and unlocks South 

Africa’s deep decarbonisation through the 

electrification of hard-to-abate sectors. The pace at 

which the power sector can transition in a just, 

managed yet adequately ambitious manner has now 

become the main focus of policy, regulatory, financing 

and technical work. 

Eskom, the state-owned monopolistic electricity utility, 

lies at the heart of South Africa’s carbon intensity, and 

is also struggling to keep an ailing coal power 

generation fleet running to power the economy 

(Wright and Calitz, 2021). Further, Eskom is in financial 

crisis, generating insufficient revenues to service its net 

debt burden of R400bn (Eskom, 2021a), and facing a 

utility death spiral3 where falling sales require rising 

prices which in turn drive more customers off the grid.  

In this Briefing, we unpack the main instruments of 

South Africa’s emerging domestic climate mitigation 

policy architecture in the context of the power sector, 

and consider how the main instruments impact 

decarbonisation in the all-important power sector. 

2 SOUTH AFRICA’S EMISSIONS 
PROFILE AND CLIMATE 
MITIGATION POLICY OVERVIEW 

SA’s emissions profile is dominated by energy and in 

particular electricity generation, which accounts for 

42% of national GHG emissions (see Figure 1 below). 

Within the energy sector, two institutions - Sasol and 

Eskom – together account for approximately 53% of the 

country’s emissions (Mathews, 2020). Given the 

systemic importance of electricity, both from an 

emissions and economic perspective, ensuring a 

sufficiently ambitious electricity decarbonisation will 

be critical to enable South Africa to achieve its long-

term decarbonisation objectives (Meridian Economics, 

2020c).   

 

3 A utility death spiral is when a utility encounters an eroding 

revenue stream, declining profits, rising costs, and ever-weakening 

 

Figure 1: Proportion of national gross greenhouse gas 
emissions (excluding forestry and other land use) per 
economic sector (Department of Environment Affairs, 2019) 

The National Climate Change Response White Paper 

(NCCRWP) (2011) articulates South Africa’s central 

policy framework for facilitating a transition to low 

carbon economy. It identifies the key principles that 

guide South Africa’s approach to its climate response. It 

also sets out the country’s response strategy to make a 

fair contribution to the global effort of reducing GHG 

emission along with the mitigation approaches that 

shall be implemented to achieve reduction goals.  

2.1 INTERNATIONAL COMMITMENTS 

The 21st COP in 2015 was a historic moment for climate 

policy as it led to the adoption of the Paris Agreement 

– a landmark, legally binding agreement between 

UNFCCC Parties to pursue efforts towards limiting 

human-caused global temperature rise to well below 

2°C above pre-industrial levels and to pursue efforts 

towards 1.5°C (UNFCCC, 2015 Art.2.s1). The Paris 

Agreement contains the obligation for all Parties to 

prepare and submit NDCs to this international effort 

every five years. NDCs should outline the actions that 

shall be undertaken by each country to contribute to 

the Paris goals including how countries intend to 

reduce their emissions within a specific timeframe 

(mitigation) and preparations for the adverse impacts 

of climate change (adaptation). In terms of Article 4(3), 

each consecutive NDC must represent a ‘progression’ 

from the targets set in the previous NDC and reflect the 

country’s ‘highest possible ambition’ whilst 

acknowledging different national circumstances.  

credit metrics which diminish their ability to survive in an 

increasingly off-the-grid world. 
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In 2015, South Africa’s first NDC provided an absolute 

emissions target range of between 398 and 614 

MtC02eq from 2025 to 2030. This target is 

contextualised by an absolute “peak, plateau and 

decline” (PPD) trajectory declining to between 212 and 

428 MtC02eq by 2050 (Department of Environmental 

Affairs, 2015). On the 14th of September 2021, Cabinet 

approved an update on this first NDC (Republic of South 

Africa, 2021). The updated NDC mitigation target range 

is expressed as being between 398 and 510 Mt CO2 

equivalent (CO2-eq) in 2025, and between 350 and 420 

Mt CO2-eq in 2030. This is depicted against the original 

and longer-term target range in the upper half of Figure 

2. The latest data points for both economy-wide and 

electricity sector emissions from the National 

Greenhouse Gas Inventory are also shown.  

The Paris Agreement utilises a bottom-up architecture, 

with countries offering differentiated mitigation 

commitments based on their domestic circumstances. 

These commitments are then collectively considered 

against the Paris Agreement temperature goals. South 

Africa’s updated NDC target mitigation range can be 

considered to be aligned with the temperature goals 

articulated in the Paris Agreement (Marquard et al., 

2021; Meridian Economics, 2021a).  

The country has further submitted a Low Emissions 

Development Strategy (LEDS) to the UNFCCC, outlining 

long term absolute decarbonisation plans and including 

an aspiration to articulate a net zero carbon goal for 

2050. 

The electricity sector is critical to enable South Africa to 

provide a fair contribution to meeting the Paris goals. 

This is largely because the concentration of low cost 

mitigation options in the sector, and the need for 

decarbonised electricity to assist sectors, such as 

transport and industry, reduce their emissions 

(Meridian Economics, 2020c; Presidential Climate 

Commission, 2021b). Further, analysis underpinning 

the country’s updated First NDC finds that most of the 

mitigation potential for the current decade is found in 

electricity (Marquard et al., 2021). Fortunately, a 

renewable energy dominated future power system has 

been demonstrated as the most affordable for the 

country (Meridian Economics, 2020a; NBI, 2021). The 

question now becomes one about the pace of the 

transition to such a system. 

In the lower half of Figure 2 below, illustrative modelled 

trajectories for the power system from the Meridian-

Council for Industrial and Scientific Research (CSIR) 

‘Ambitions’ project are also shown (Meridian 

Economics, 2020a), depicting a current policy scenario 

based on the 2019 IRP which sets out the generation 

build pathway for the coming decade, and a pathway 

anticipated to be aligned to a net zero trajectory (lower 

bound of the updated NDC range). Whilst these 

scenarios were not modelled to achieve net zero by 

2050, the graph clearly demonstrates the importance 

of an accelerated decarbonisation path for the power 

system, particularly in the light of a net zero target by 

2050.

 

Figure 2: South Africa's power sector decarbonisation in relation to the updated NDC 
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2.2 DOMESTIC POLICY INSTRUMENT 

ARCHITECTURE 

South Africa’s commitment to an absolute mitigation 

trajectory has implications for the domestic policies it 

can use to achieve this commitment. In the Vivid 

Economics et al. 2017 paper, a simple taxonomy, 

reproduced in Figure 3 below, is used to highlight key 

features of mitigation policy instruments that are 

relevant to the South African context, distinguishing 

instruments on two dimensions: 

• Quantity versus price: A quantity instrument 

establishes an absolute limit on the quantity of 

emissions an entity can emit.  A pricing 

instrument establishes a price on the tonnes 

emitted. 

• Command and control versus market based: 

Command and control instruments (such as 

carbon budgets and targets) use regulation to 

ensure compliance with emissions quantity or 

technology requirements. Market based 

policies (such as carbon taxes, and incentives) 

use markets to achieve cost efficiency in 

mitigation. 

 

Figure 3: Carbon budgets and taxes fall into different 
categories (Vivid Economics, DNA Economics and Tyler, 

2017) 

Market and pricing instruments are well positioned to 

achieve cost efficiency of mitigation. Command and 

control instrument, conversely, are well placed to 

achieve mitigation certainty. As Figure 3 shows, an 

emissions trading scheme (ETS) can achieve objectives 

of both simultaneously, as an emissions cap is set 

(regulatory certainty), while the ability to trade 

 

4 Formally known as the Department of Environment, Forestry and 

Fisheries (DEFF, from 2019 to 2021) and the Department of 

Environmental Affairs (DEA, prior to 2019) 

allowances underneath the cap uses a market 

mechanism to achieve cost efficiency. This would be 

ideal for a country that has committed to absolute 

emissions reductions but wishes to achieve this cost 

efficiently. 

Unfortunately for South Africa, the concentration of 

emissions in two entities (Eskom and Sasol) largely puts 

a trading mechanism out of reach, as these entities 

would dominate the market, distorting its effectiveness 

and affecting the ability of other suppliers to compete. 

Moreover, a relatively small proportional change in 

demand or supply of allowances from these entities 

could greatly affect the liquidity of the market for other 

competitors (Vivid Economics, DNA Economics and 

Tyler, 2017). The NCCRWP responds to this situation by 

proposing both a tax (pricing mechanism) and a 

regulatory approach in the form of Carbon Budgets, 

together with additional ‘Policies and Measures’. The 

Department of Forestry, Fisheries and the Environment 

(DFFE)4 has designed a cascade of budget-type 

instruments: Quantitative components of Sectoral 

Emission Targets (SETs) at the sector level, and 

company level Carbon Budgets to implement the 

country’s GHG Trajectory entrenched in the Climate 

Change Bill (Department of Forestry, Fisheries and 

Environment, 2021), whilst National Treasury has been 

responsible for developing the Carbon Tax, enshrined 

in the 2019 Carbon Tax Act. These main instruments are 

shown in Figure 4. 

 

Figure 4 South Africa’s main domestic climate change 
mitigation policy instruments 
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The framework introduced in Figure 3 emerges from 

traditional environmental economics, based on 

regulation and a focus on allocative efficiency of 

mitigation effort across the economy. Whilst useful for 

illuminating certain important aspects of the South 

African context as they pertain to mitigation, there are 

other aspects which are left out. The framework is not 

able to consider dynamic efficiencies across time, nor 

the systemic effects of triggering decarbonisation 

tipping points in particular sectors, such as electricity. 

The impacts of politics and institutions are also outside 

of the reach of this frame.   

Other policies and measures which scaffold this main 

architecture include GHG reporting regulations, carbon 

offset regulations, national pollution prevention plans 

and measures across sectors that address environment 

restoration and rehabilitation and waste management 

(Department of Environment, Forestry and Fisheries, 

2020b), together with National Treasury’s (NT) suite of 

environmental pricing initiatives within the Income Tax 

Act section 12. Whilst the DFFE has historically been the 

primary entity engaging with climate mitigation at a 

national level, the recently constituted PCC looks set to 

play a significant role going forward (Department of 

Forestry, Fisheries and Environment, 2021). Although 

technically it is limited to an advisory role, as an entity 

reporting into the executive it has already disrupted 

existing institutional and political patterns in the 

climate and energy space, notably through its 

successful recommendation of a more ambitious NDC 

update than that proposed by DFFE. 

The following sections describe South Africa’s three 

main domestic policy instruments, the SETs, Carbon 

Budgets and carbon tax in more detail.  

3 SECTORAL EMISSIONS TARGETS 
(SETS) 

The SETs - formerly conceptualised as the Desired 

Emission Reduction Outcomes in the NCCRWP – are 

articulated in the Climate Change Bill before Parliament 

at the time of writing as comprising quantitative and 

qualitative GHG emission targets determined for GHG 

emitting sectors and sub-sectors (Department of 

Forestry, Fisheries and Environment, 2021). Whilst SETs 

are not stipulated as being carbon budgets per se, it is 

anticipated that the quantitative portion of many SETs 

will be in a carbon budget-type form. 

According to the Climate Change Bill before Parliament 

at the time of writing (Department of Forestry, 

Fisheries and Environment, 2021), SETs will be 

calculated and allocated for each of three consecutive 

five yearly periods by DFFE, together with the line 

department Ministers responsible for the emitting 

sectors.  The level of the SETs will take into account data 

that represents how sectors might evolve and the level 

of mitigation possible, together with socio-economic 

implications. SETs will be developed within one year of 

the coming into operation of the Climate Change Act 

(Department of Forestry, Fisheries and Environment, 

2021), and the relevant line Ministers are required to 

align sectoral policies with the SETs a year after this. 

The line Ministers will report to the President annually 

on progress towards the current SET. In addition, the 

SETs will be reviewed every five years by the DFFE in 

conjunction with the line Ministers, who are obligated 

to align sector policies and programmes towards the 

adjusted SET within a year after the review. Whilst line 

departments will be responsible for implementing the 

SETs through the relevant planning instruments, 

policies and programmes, DFFE will engage and support 

these departments in developing any additional 

policies and measures required to meet the SETs. In 

addition, DFFE will report annually to Cabinet on 

progress towards SETs as a whole.   

The full suite of SETs will be co-ordinated with the 

economy-wide benchmark emissions trajectory range. 

Whilst the intention is that the SETs will align with the 

national greenhouse gas emissions trajectory, the 

cumulative emissions total of the SETs may not be 

equivalent to the national budget (Department of 

Forestry, Fisheries and Environment, 2021). 

 

4 COMPANY LEVEL CARBON 
BUDGETS 

A company-level Carbon Budget in South Africa is the 

quantity of CO2 equivalent direct emissions (scope 1) 

arising from the operations of a single company or 

entity over a five year period (The Greenhouse, 2019). 

Company-level Carbon Budgets could be allocated 

according to the needs of the economy-wide 

greenhouse gas trajectory range, the mitigation 

potential of the company, or according to mitigation 

intensity (Parliamentary Monitoring Group, 2021).  
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In 2015, the DFFE, devised a two phased approach to 

the development of the company Carbon Budget 

system (Department of Environmental Affairs (DEA), 

2015). The first phase was implemented from 2016-

2020 and follows a bottom-up approach where 

participating companies proposed non-binding Carbon 

Budgets based on their operating requirements for the 

five-year period and were required to report annually 

on their direct emissions. Importantly, this was done on 

a voluntary basis, participating companies would not 

receive any form of sanction for exceeding their 

Budgets. Partially, this was due to DFFE needing to 

develop the requisite legal framework to enforce 

reporting and compliance, but also this approach was 

taken to understand key aspects to inform the 

requirements for a comprehensive and mandatory 

system that would be implemented post-2020. 

Emissions reporting by companies is conducted 

according to regulations promulgated in 2017 

(Department of Environmental Affairs (DEA), 2017) 

under the National Environmental Management: Air 

Quality Act. These regulations require companies 

emitting more than 0.1 Mt of CO2 or CO2 equivalents 

per annum to declare their emissions. As part of the 

declaration, a company is required to submit a 

Pollution Prevention Plan (PPP) which provides a 

description of all production processes and their 

related GHG emissions, details of the methodology that 

is to be used to monitor and evaluate annual emissions 

reductions along with a description of mitigation 

measures. The first PPP covers the period from the date 

the regulations were promulgated to the end of 2020 

and subsequent PPPs must cover subsequent five-year 

periods5. Annual progress reports detailing mitigation 

measures and any deviations from the approved PPPs 

must be submitted. These mitigation plans will be 

integrated as part of the Carbon Budgets once the 

Climate Change Bill is promulgated. 

For the period of 1 January 2021 to 31 December 2022, 

the company-level Carbon Budgets entered into 

transition period to test the new allocation 

methodology to be used in the mandatory phase which 

is set to begin from 2023 onwards. The methodology 

for the setting of Carbon Budgets in the mandatory 

phase, along with requirements for the content of 

mitigation plans beyond 2023, will accompany 

regulations for ‘Carbon Budgets and Mitigation Plans’, 

as soon as the Climate Change Bill is promulgated 

(Department of Environment, Forestry and Fisheries, 

2020a). 

Figure 5 below illustrates a possible timeline for the 

implementation of DFFE’s mitigation policy system, as 

well as the alignment of the phases and activities of the 

Carbon Budgets and carbon tax, which will be discussed 

in the sections that follow. Notably, both the SETs and 

the Carbon Budgets ultimately have uncertain 

timeframes given that the legislative basis for these 

instruments will be created by the pending Climate Act. 

The DFFE intends to align the SET five -year cycles with 

the mandatory Carbon Budget regime once allocated.

 

Figure 5: Possible implementation timeline for South Africa’s SETS, Carbon Budgets and carbon tax (Meridian analysis based on 
publicly available documents) 

 

5 This timing is now out of sync with the indicated timeframes for 

both carbon budgets and SETs 
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5 CARBON TAX  

Green fiscal reforms, such as carbon taxes, can be an 

effective means to address socio-economic inequality 

and to promote sustainable consumption and 

production patterns. In South Africa, NT has 

implemented a variety of environmental tax measures 

across different sectors to address negative 

environmental impacts of business and household 

activities. The South African Carbon Tax Act was 

promulgated in June 2019 as another mechanism used 

to achieve the NCCRWP objectives. The carbon tax has 

been developed in line with the “polluter-pays” 

principle and aims to influence a shift in consumer 

behaviour towards low-carbon intensive industries and 

practices (National Treasury, 2018). The tax has further 

been developed with a typical welfare economics 

objective of allocative efficiency, targeting an average 

marginal abatement cost across the South African 

economy. The process of developing a carbon tax in 

South Africa began in 2009 and has taken 10 years until 

full implementation. This process involved rigorous 

investigation to ensure that there would be minimal 

competitive impacts across businesses as well as to 

avoid distributional impacts that prejudice low-income 

households.  

5.1 CARBON TAX DESIGN 

The tax applies to industry, power, buildings and 

transport sectors, with exemptions and offset 

allowances that vary by sector (World Bank, 2020), 

covering all direct stationary and non-stationary GHG 

emissions that pertain to fuel combustion, fugitive 

emissions from fuels and industrial process emissions. 

Similar to the Carbon Budgets, the tax also has a first 

phase, which was recently extended to end 2025 in the 

2022 Budget (National Treasury, 2022). To mitigate the 

potential adverse impact on energy intensive sectors, 

the carbon tax is complemented by a package of tax 

incentives, and revenue recycling measures, including 

ensuring the exemption of the electricity sector from 

taxation in the first phase (discussed in further detail in 

Section 5.2.). Approved methods developed by the 

DFFE and in line with the IPCC emissions factors are 

used to quantify the tax based on fossil fuel inputs, such 

as coal, oil, and gas. The DFFE leads monitoring, 

reporting and verification of emissions, collecting 

emissions data from companies in line with the 

National GHG Emissions Reporting Regulations. The 

South African Revenue Service (SARS) is the main 

implementing administrative authority on the carbon 

tax. SARS has access to the DFFE emissions database, 

with DFFE assisting with auditing the reported 

emissions (National Treasury, 2018). 

During the first phase of the carbon tax, most of the tax 

revenue is used to prevent an increase in electricity 

prices by offsetting the levy on non-renewable 

electricity generation and by compensating for higher 

costs of renewable energy procured in the early rounds 

of the Renewable Energy Independent Power 

Producers Procurement Programme (REIPPPP). Eskom 

is locked into the early and in hindsight expensive 

REIPPPP contracts until 2038 (Eskom, 2018). Any 

carbon tax revenues that remain are anticipated to be 

used to fund new energy efficiency initiatives (Cloete, 

2020) 

The South African tax rate was increased to R144 per 

tonne of CO2-eq in the 2022 Budget, and will increase 

to $20 by 2026, and $30 by 2030 (National Treasury, 

2022). Tax-free allowances have also been introduced 

in conjunction with the tax to enable a smooth 

transition to a low-carbon economy. These allowances 

include (National Treasury, 2018): 

• A basic tax-free allowance of 60% to all 

taxpayers; 

• An additional tax-free allowance of 10% for 

process emissions; 

• An additional tax-free allowance of 10% for 

fugitive emissions; 

• A variable tax-free allowance for trade-

exposed sectors (initially up to a maximum of 

10% although this is set to increase to 50% 

from 2023 (National Treasury, 2022)); 

• A maximum tax-free allowance of 5% for 

above average performance; 

• A 5% tax-free allowance for companies who 

comply with (voluntary) Carbon Budget 

requirements of the DFFE up until end 2022; 

• A carbon offset allowance of either 5% of their 

total fugitive emissions, 5% of their process 

emissions or 10% of their combustion 

emissions. 

The overall impact of these allowances could reduce a 

company’s effective carbon tax rates to a range as low 

as R7.20 to R57.60 per tonne CO2-eq. The Carbon Tax 

Act also states that the design of the carbon tax rates 

and allowances are subject to possible adjustments 

depending on progress made to reduce the GHG 
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emissions in line with the NDC (National Treasury, 

2018). In the 2022 National Budget, the first phase of 

the tax was extended to end 2025, with adjustments 

made to certain allowance thresholds. Proposals for the 

second phase (2025-30) include that the current 

exemption system will be phased out, and the 

allowance for project offsets is increased.  

Although the scope of emissions covered by the carbon 

tax is notably wide (Montmasson-clair, 2011), South 

Africa’s current carbon tax rate is low by international 

standards, as seen in Figure 6 below (the carbon tax 

rate used in this figure is the headline rate, which does 

not take into account the tax-free allowances 

mentioned above).  

 

Figure 6: Main carbon pricing mechanisms globally according to their price scope based on data from World Bank (Montmasson-
Clair, 2021)

Moreover, the South African tax rate sits well below the 

Carbon Pricing Leadership Coalition (2019) suggested 

tax range to be consistent with emissions reductions in 

line with the Paris Agreement, as seen in Figure 7. At 

such low prices it is therefore difficult to evaluate the 

impact on influencing behavioural change across 

industries.  

The carbon tax target rates announced in the 2022 

Budget attempt to align the South African rates with 

international trends and climate science. As a result, 

the impact of the carbon tax on effected sectors will 

rise very significantly over the coming decade.
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Figure 7: Comparison of the planned South African carbon tax rates vs recommended rates for Paris-alignment (Curran, 2018)

5.2 TAX INCENTIVES FOR MITIGATION 

Given the low relative rate of the carbon tax, other tax 

incentives can play an important supportive role in 

driving mitigation across the economy, but particularly 

in energy. Key energy mitigation related tax incentives 

in South Africa (all incremental in nature) include 

(Brink, 2019): 

• Section 12B - allowance on renewable energy 

assets: allows for the claim of an accelerated 

depreciation allowance on capital assets used 

in the production of renewable energy; 

• Section 12D - deductions in respect of 

electricity transmission lines: an allowance on 

costs associated with new or unused 

electricity transmission infrastructure in the 

future, particularly applicable to Eskom; 

• Section 12L - energy efficiency savings 

allowance: claims on deductions for energy-

efficiency savings that result from trade 

activities performed; 

• Section 12N - improvements to property not 

owned by taxpayers: if the improvements are 

associated with the Independent Power 

Producer Procurement Programme; 

• Section 12U - additional deduction in respect 

of supporting infrastructure in respect of 

renewable energy: such as roads and fences. 

In addition, the offset mechanism of the carbon tax 

itself provides an incentive to undertake emissions 

reduction projects in activities not covered by the tax 

(such as land use), and sell the resulting offsets to 

taxpayers. Whilst electricity generation is covered by 

the tax, certain renewable energy projects are eligible 

for offset generation, specifically:  

• Projects with a generating capacity of up to 

15MW from bidding window 3 of the REIPPPP, 

together with non-REIPPPP projects 

• Projects that exceed 15MW are only eligible 

for the offset allowance if the technologies 

cost more than R1.09/kWh (National Treasury, 

2019). 

6 INTEGRATION OF THE COMPANY 
CARBON BUDGET SYSTEM AND 

CARBON TAX  

The Carbon Budget and carbon tax have significant 

potential to achieve greater impact when used 

collaboratively i.e., when one is used as an 

enforcement mechanism for the other. To this end, it 

has been proposed by NT that emissions within a 

company’s mandatory Carbon Budget will be taxed at 

the stated rate, and a higher tax rate will be levied on 

emissions that exceed a company’s Carbon Budget – 

initially at a rate of R640/tCO2e (National Treasury, 

2022). The intention of this approach is to “ensure a 

credible price signal to encourage behaviour change, 

emissions reduction certainty through a Carbon Budget 

and provide the required regulatory policy certainty” 

(National Treasury and SARS, 2019). However, this 

proposal is not mentioned in the Climate Change Bill 
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(Department of Forestry, Fisheries and Environment, 

2021), which is silent on tax / budget integration.  

As indicated in Figure 5 above, during the company-

level Carbon Budgets transition phase (up until the end 

of 2022), companies that volunteer to participate in the 

pilot will qualify for the 5% Carbon Budget allowance 

which is already in place (Department of Environment, 

Forestry and Fisheries, 2020a). 

7 IMPACT OF THE SETS, BUDGETS 
AND TAX ON THE ELECTRICITY 
SECTOR  

At the time of writing, the status of the three main 

decarbonisation policy instruments as applied to the 

electricity sector is as follows:  

• Policy work is reportedly ongoing towards the 

determination of a sector level electricity SET.  

• Eskom has adopted a voluntary Carbon 

Budget.   

• Electricity generation emissions are subject to 

the carbon tax, but the impact of this is largely 

neutralised in the first phase (until the end 

2025) through revenue recycling. 

We explore the application of each instrument in 

greater detail in this section, and consider their overall 

ability to support what is required of the power sector 

to put the country’s NDC and long term 

decarbonisation aspirations within reach.  

7.1 THE ELECTRICITY SET:  

In principle, a quantified electricity SET should be 

largely implemented through the IRP, together with 

other institutions and policies, directly addressing the 

most pertinent barriers to power sector 

decarbonisation in the country. The IRP sets out the 

generation profile for power, and hence associated 

emissions, for the coming decade. 

However, a careful look at the proposed governance 

structures for the SETs suggest their vulnerability to 

sectoral agendas and political influence. According to 

the Climate Change Bill (Department of Forestry, 

Fisheries and Environment, 2021) the SETs are 

determined by the DFFE Minister in consultation with 

the relevant line Minister. Whilst reporting 

mechanisms are in place, there is no penalty or 

governance mechanism envisaged for SET 

underperformance in the Climate Change Bill, and no 

institutional vehicle with the capacity to enforce inter-

Ministerial alignment on climate policy implementation 

(Tyler and Hochstetler, 2021). This is a particular 

vulnerability in the energy sector, given the entrenched 

path dependency of the historical ‘minerals and energy 

complex’ (Winkler and Marquand, 2009), which favours 

fossil fuels as the primary energy source for power 

generation.  

Given the fast pace of change in the electricity sector, 

past indications of carbon constraints or budgets for 

the sector as a whole are now very outdated. The IRP 

2019 document identifies a carbon budget for grid 

electricity generation to 2050 of 5.4Mt. Independent 

modelling analyses undertaken by the National 

Business Initiative, the University of Cape Town’s 

Energy System’s Modelling Group and the joint 

Meridian Economics / CSIR projects all suggest that the 

carbon budget associated with the IRP 2019 trajectory 

is far lower (McCall et al., 2019; Meridian Economics, 

2020a; National Business Initiative, 2021). However, 

emissions associated with the IRP 2019 are unlikely to 

be sufficiently low so as to realise South Africa’s long 

term decarbonisation ambitions (Meridian Economics, 

2021a), and the implementation of the Plan is running 

behind schedule, specifically the procurement of least-

cost renewable power which is critical to both long 

term power affordability and decarbonisation. 

Work is reportedly ongoing to determine the SETs – 

likely both quantitative and qualitative, in anticipation 

of the promulgation of the Climate Change Act. 

However, the methodology for this has not yet been 

put into the public domain and important questions 

remain: Will the power sector SET enable an updated 

and more ambitious IRP?  How will the barriers to IRP 

implementation be overcome?   

7.2 COMPANY LEVEL CARBON 
BUDGETS  

By far the most significant company level Carbon 

Budget in the electricity sector is that of Eskom. Eskom 

has adopted a voluntary Carbon Budget as part of the 

Carbon Budget first phase, although the quantity of this 

is not publicly available. Eskom is currently being 

unbundled in accordance with the Department of 

Public Enterprise’s Roadmap for the Electricity Sector 

(Department of Public Enterprises, 2019). It is 

anticipated that Carbon Budgets will therefore apply at 

the unbundled entity level once these entities are 
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independently established. Eskom Generation will 

obviously require the largest Budget to account for the 

coal fleet. However, if peaking plants currently run on 

diesel are included in the Eskom Transmission entity, 

there will be a not-insignificant Budget required for this 

entity too. As additional players become involved in 

electricity generation going forward, non-renewable 

IPPs and municipalities will also require Carbon 

Budgets.  

At a high level, therefore, the DFFE climate mitigation 

policy structure for the electricity sector for the first 

three SET and mandatory Carbon Budget cycles will 

look something like that depicted in Figure 8 below. 

Enforcement of these mandatory budgets appear 

currently to rely on the imposition of a higher carbon 

tax rate, which we discuss in the following section. 

 

Figure 8: High-level carbon budget structure for the electricity sector in South Africa

7.3 THE CARBON TAX 

The policy-making challenges of imposing a carbon tax 

on electricity in South Africa are not insignificant. As a 

consequence, in the first phase of the tax (until end 

2025), the impact of the carbon tax in electricity is 

neutralised as it is fully offset against the premium for 

early stage renewables built into existing electricity 

price structures, and the current environmental levy of 

R3,5c/kWh (for fossil fuel based electricity) (National 

Treasury and SARS, 2019; National Treasury, 2022).  

In theory, a price on carbon incentivises mitigation by 

a) influencing day-to-day operational decisions, and b), 

influencing future capital investment decisions.  

Within the current regulatory framework, the carbon 

tax is represented as a cost to Eskom, which is 

 

6 NERSA has proposed a revision in this methodology for the coming 

MYPD 5 (NERSA, 2021a), which will apply post March 2022 

considered by the National Energy Regulator of South 

Africa (NERSA), together with the rest of its cost base, 

in determining its tariffs under the Multi-Year Price 

Determination process. According to the current 

methodology (NERSA, 2021b)6, all taxes are passed 

through to the customer, and accounted for separately 

by Eskom when the tariff is determined.  In other 

words, under this methodology, the tax does not 

directly incentivise Eskom to reduce its carbon 

emissions, although particularly in the current 

environment there is a motivation for Eskom to keep its 

total tariff application as low as possible. The 

operational influence of the carbon tax, even if it were 

not neutralised, appears therefore to be relatively 

weak. 
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Once Eskom is unbundled, there may be some greater 

potential for the tax to influence the operational fleet 

dispatch decisions by the Independent Transmission 

System and Market Operator (ITSMO), depending on its 

governance structures and dispatch policies.  Whilst 

more in-depth analysis is necessary to understand this 

more fully, it appears likely that the carbon tax 

influence will remain limited in the short to medium 

term; Eskom faces substantial coal fleet reliability and 

maintenance challenges resulting in the effective 

generation capacity available to the grid being much 

less than anticipated.  Currently the pace of renewables 

build is insufficient for ambitious decarbonisation in 

line with the country’s climate commitments due to 

policy and regulatory barriers (Meridian Economics, 

2020b). It is not yet clear how much the lifting of the 

licencing requirement for new generation capacity to 

100MW will influence this situation (Department of 

Mineral Resources and Energy, 2021). It therefore 

seems likely that there will be little generator dispatch 

leeway well into the second phase of the tax, as the 

system operator struggles to meet demand – all 

available resources will have to be used. Removing the 

neutralising mechanisms on the carbon tax in electricity 

in this context will likely just increase pressure on the 

tariff. 

Further, in terms of the ability of the tax to signal future 

investment decisions, here again the impact of the 

mechanism is weakened given the sector structure and 

ongoing uncertainty regarding energy policy direction7. 

As a state-owned Enterprise, Eskom’s investment 

programme is determined by government policy (the 

IRP) which currently has no alignment mechanism with 

the carbon tax. Instead, the IRP would likely be 

associated with an electricity sector SET. 

Given the electricity sector structure, the carbon tax 

essentially represents an internal transfer of value 

within South Africa from consumers to the Government 

in the short run. In the longer term, as the sector 

liberalises, this value will be transferred from Eskom 

Generation as the owner of the coal fleet, to the fiscus. 

 

7 The overarching energy policy for the country – the Integrated 

Energy Plan envisaged by the Energy Policy White Paper of 1998 

has still not been promulgated.   

8 Eskom’s financial position in relation to mitigation is discussed in 

detail in (Meridian Economics, 2021b) 

Because Eskom is a state-owned entity, and therefore 

the fiscus is its shareholder, in the longer term the 

carbon tax essentially represents an internal transfer of 

financial value within the South African government.   

A rising electricity price will certainly influence 

consumer behaviour (potentially increasing energy 

efficiency), but there are real questions as to the 

strength of the carbon tax signal in the overall tariff 

given the high underlying escalation of tariffs. Along 

with the large cost and time overruns on its large power 

plant construction programme, the below-cost tariffs 

set by the National Energy Regulator of South Africa 

(NERSA) have been a large contributing factor to 

Eskom’s current financial crisis (Eskom, 2021c). Whilst 

some level of tariff increase is inevitable to ensure 

Eskom’s solvency going forward, containing this 

increase is an imperative to avoid both deepening the 

utility death spiral where higher electricity prices 

increasingly result in reduced sales, further constraints 

to the struggling economy8,9, and particularly 

perversely, disincentivising electrification of the 

economy, which is a key component of long-term 

economy-wide decarbonisation.  

At the current tax rate, without exemptions, Eskom’s 

carbon tax bill is anticipated to be in the region of 

R31bn per annum - a material amount, especially given 

the limited short-term potential for impact on 

emissions behaviour in the sector.10  

Extending preferential tax treatment to the electricity 

sector beyond phase one may be politically difficult 

given both its large contribution to the country’s 

emissions, and the impact of high carbon electricity on 

Scope 2 emissions across the economy. Further, 

because the mitigation options in the electricity sector 

are so much more affordable than most of the rest of 

the economy, the current tax level brings less additional 

traction in this sector than others.   A tax aimed at 

average, economy-wide abatement cost has little 

impact on the country’s most significant sector in terms 

of national decarbonisation.  

9 According to the Eskom MYPD5 the tariff annual increases for 

FY2023, FY2024 and FY2025 are 20.5%, 15% and 10%, respectively 

(Eskom, 2021c) 

10 Eskom’s anticipated carbon tax bill is calculated based on the 

current tax rate of R144/ton and Eskom’s latest C02 emissions 

reported in the 2021 Integrated Report (Eskom, 2021b) 
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The institutional and other electricity sector realities 

described above are likely to render a carbon tax as a 

weak incentive for mitigation for the foreseeable 

future, and come with potential for negative 

unintended consequences.  This situation would need 

to be carefully reassessed in preparation for the second 

phase of the tax from 2026. 

There is a further implication of the tax being a weak 

incentive for electricity sector decarbonisation. The tax 

has been proposed by National Treasury as the 

enforcement mechanism for company level Carbon 

Budgets – any emissions exceeding the Budget in any 

period will attract a significantly higher tax rate.  In the 

short term, it is unlikely that there is much Eskom will 

be able to do other than pass this excess through to the 

consumer, rendering the Carbon Budget mechanism 

correspondingly weak.  If the Budget breach is due to 

growing electricity demand from a growing economy, 

the negative unintended consequences are severe.  

8 CONCLUSION  

A consideration of South Africa’s emerging domestic 

climate mitigation policy architecture as it applies to 

the all-important power sector suggests that the main 

domestic mitigation instruments are likely to be limited 

in effect for the near future, and dominated by energy 

policy, regulation and the structure of the power 

sector. Both a more ambitious IRP and its immediate 

effective implementation are necessary to achieve the 

lower bounds of South Africa’s NDC and to put the 

country’s long-term net zero aspirations within reach. 

From recent experience in particular, it is not clear that 

the current power sector governance system has the 

ability to effect these changes within the timeframes 

required.  

As such, there appears to be an ongoing gap between 

the decarbonisation ambition that South Africa is 

signalling on the international stage, and the realities of 

domestic implementation. The domestic mitigation 

architecture, whilst providing a solid base for 

monitoring and measuring power sector 

decarbonisation, will likely need to be complemented 

by additional measures in the short term to enable the 

power sector to play the role required for a just 

transition to a net zero economy and society in South 

Africa. The Just Energy Transition Partnership 

announced at COP26 may offer an opportunity for such 

measures to be supported.   
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