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1. Background  
 
The Draft Carbon Tax Bill makes provision for the allocation of a tax-free allowance to entities that 
are highly exposed to international competitiveness (trade).  The potential adverse impacts on 
industry competitiveness are addressed by providing an additional maximum 10 per cent tax-free 
trade exposure allowance for the first phase of the carbon tax (until 2020).   
 
The 2013 Carbon Tax Policy paper proposed a trade exposure allowance that took into account 
imports and exports (or alternatively exports only) at a company level.  The 2015 Draft Carbon Tax 
Bill provides for the calculation of the trade exposed allowance on a company basis and only takes 
into account export intensity. Following consultations on the first Draft Carbon Tax Bill, 2015, it is 
proposed that the design of this allowance be adjusted from a company to a sector-based / sub-
sector / product (HS –code) trade exposure allowance and should include imports, exports and value 
added per sector (HS-code).   
 
 
2. Methodology / formula for determining the allowance  
 
Trade intensity, as a proxy for trade exposure / international competitiveness, will be calculated at a 
sector, subsector or HS-code level (for finished products only?). The trade intensity will be 
calculated at the 2 and 4 digit HS code levels using the formula below: 

 
Trade Intensity = (X+M) / (GVA  + M) 

 
Where:   X  =  Exports (HS – code) 
  M  =  Imports (HS-code)    

GVA  = Gross Value Added (SU Table)   
 

The quarterly GDP data published by Statistics South Africa and he SARB is not disaggregated 
enough.  As a reasonably proxy of output / production at a subsector level data from the most 
recent Supply Use (SU) Tables as published by Statistics South Africa could be used.    
 
2010 SU Tables are the most disaggregated form of GVA (GDP) with a breakdown of 171 industries   
(I 171) and 104 products (P 104). In the Use Table, gross value added (at basic prices) is defined as 
the value of total output (at basic prices) less the value of intermediate consumption. Using 2010 as 
the base year, gross valued added per industry divided by the total gross valued added for all 
industries gives one the relative contribution of gross value added per industry for the respective 
171 industries.   
 
In order to determine the GVA contribution per industry for subsequent years one would multiply 
the 2010 relative contribution per industry by the Total value added at basic prices for the respective 
years as published by Statistics South Africa and the SARB.       
 



 
2.1 Trade intensity calculation:  

 
The trade intensity calculation could be based on the latest three-year average of the value of 
imports and exports for the sector or subsector or product categories at the 2 digit and 4 digit HS 
code levels. In some instance it might be necessary to go to the 6 digit level.  Trade data -  imports 
and exports - can be extracted from either the South African Revenue Service (SARS) or Department 
of Trade and Industry (DTI) website.1  A “matching” nominal three-year average GVA per sector / 
subsector / industry will be calculated using Supply Use Tables as explained above.  
 

2.2 Categorisation of trade intensity (exports plus imports): 
 
The revised trade exposure allowance will make provision for three categories of trade intensity. The 
trade exposure allowance will be categorized (high, medium and low) according to the trade 
intensity based on a matching of the WCO HS code categorization (2, 4 or 6 digit levels) and the 
sectors, subsectors of per the SU Table(see Table 1 below).  
 
In order to ensure progressivity and fairness in the medium band, trade intensity is multiplied by a 
factor of 0.2, similar to the original formula in the Carbon Tax Policy Paper. This ensures that sectors 
with a higher trade exposure obtain a higher trade exposure allowances. Sectors with a trade 
intensity of less than 10 per cent will not qualify for the trade exposure allowance. The trade 
intensity is also capped at a maximum of 10 per cent for sectors with a trade intensity of greater 
than 50 per cent.   The 50 per cent benchmark (actually closer to 60 per cent) is based on the 
average trade intensity of the South African economy (Exports {goods} + Imports {goods}) / GDP over 
the last few years.  
 
Table 1: Trade Exposure Categorisation  

Trade exposure 
categorisation 

 
Trade Exposure (TE) 

 

 
Allowance 

Low TE < 10 % 0 % 

Medium TE ≥ 10 % to < 50 % Between 2 and 9.8 % (Trade exposure *(0.2))  

 10 % 2 % 

 20 % 4 % 

 30 % 6 % 

 40 % 8 % 

 49 % 9.8 % 

High  TE ≥ 50 % Maximum of 10 %  

Source: Authors own calculations   
 

2.2.1 Allowance threshold:  
 
 In South Africa, the level of trade relative to output is fairly high as can be seen in Table 2 below. In 
South Africa the national average trade intensity for goods traded was above 50 per cent for the 
period 2013 to 2015 (using both GDP and GVA).  
 
Table 2: Trade intensity in South Africa:  

                                                           
1
 http://www.sars.gov.za (SARS) http://www.thedti.gov.za (DTI)  

http://www.sars.gov.za/
http://www.thedti.gov.za/


 2013 2014 2015 
AVERAGE                             

2013 -2015 

 Rand million  Rand million Rand million Rand million 

Exports of goods, free on board 930 908 1 006 030 1 041 438 992 792 

Export of goods and services 1 093 091 1 188 844 1 233 094 1 171 676 

Imports of goods, free on board 1 003 604 1 069 711 1 075 850 1 049 722 

Imports of goods and services 1 177 766 1 254 539 1 273 493 1 235 266 

GDP (Market prices) 3 549 153 3 812 607 4 013 592 3 791 784 

GVA (Basic prices) 3 190 960 3 420 317 3 589 812 3 400 363 

X + M (goods and services) / GDP    63% 

X + M (goods) / GDP    54% 

X + M (goods and services) / GVA    71% 

X + M (goods) / GVA    60% 

Source: Reserve Bank  
 
3. Trade exposure allowance calculation  
 
For companies with activities in different sectors and with varying HS code categories, that 
potentially face different trade intensity levels, a weighted average of the different tax free 
allowances could be calculated. This weighted average will be based on the total sales of a company.  
 

Example 1: 
 
Company 2 A manufactures a homogeneous product, e.g. cement for the local and export market.   
 
In order to determine the  trade exposure allowance for cement companies the above formula has 
to be applied   
 
Cement exports and imports can be identified at the 4 digit HS code level: HS 2523 [chapter 25, 
subsection 23]  
 
Trade Intensity = (average of last three years (X+M)) / (Last three year average of gross value added 

for cement industry) 
= (1 304 673 593 + 820 289 753) / (4 254 495 081) 

= 50 per cent  
 

If the formula with imports in the denominator is used, then a trade exposure percentage of 42 per 
cent is achieved. Under this approach the trade exposure allowance will be marginally lower (8.4 vs. 
10 per cent).   
    
The cement sector under HS 2523 qualifies for a ten per cent trade exposure allowance as it falls 
under the “High risk” trade intensity band. This corresponds to the allowance as indicated in 
Annexure II.    

 

Example 2:  
 
Company 3 C produces multiple (final) products that fall into different 4 digit HS code categories and 
therefore potentially faces different trade intensity risk levels.  
 
Company 3 C produces final products namely:  
 



(1) Flat-rolled products of stainless steel, of a width of 600 mm or more (HS 7219), and 
(2) Other articles of iron or steel (HS 7326).  
 
The trade intensity for HS 7219 and HS 7326 is 24 and 18 per cent, resulting in trade exposure 
allowances of 4.8 and 3.6 per cent respectively (see Annexure II). Total sales value (Company 3 C) for 
the two final products is R40 000 for flat rolled products of stainless steel and R 60 000 for articles of 
iron or steel, totalling sales of R100 000. Based on this, the weighted average trade exposure 
allocation is as follow:  
 

Weighted average trade exposure allowance:  
 

(Trade exposure allowance under HS 7219 * proportion of total sales) + (Trade exposure allowance 
under HS 7326 * proportion of total sales)  
    = (4.8 * 0.4) + (3.6 * 0.6) 
    = 1.9 + 2.2.   
    = 4.1   
 
Company 3 C has a weighted average trade exposure allowance of 4.1 per cent.   

 
 
4. Additional considerations  
 
4.1 Matching of GVA and HS level data:  

Industry comment on the matching / pairing of GVA and HS codes is required in order to 
improve the accuracy of the results.   

 
4.2 Disaggregation of the data:  

Trade data could be disaggregated down to the 6 or 8 digit HS levels, however a lack of 
corresponding GVA / production data is problematic (SU industries have corresponding SIC 
products, however these are aggregated).  
We would recommend going down to 4 digit HS for certain sectors (e.g. iron ore, petroleum 
etc.).   

 
4.3 Review:  

The Table in the proposed Regulations could be updated regularly (annually?).     
 

 

 


