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SOME OPENING REMARKS ABOUT THE 

POLITICAL ECONOMY OF TAXATION

Taxes are one of the lenses to measure state capacity…

…closely related to questions on state formation and capability.

To understand tax policy….

… requires an understanding of the political environment within 

which it is made.

There are political costs associated with the design of the tax 

system …

… and these costs must be considered with other welfare costs 

of the tax system.



THE POLITICAL COSTS OF TAX SYSTEM

Includes the costs to government of legislating tax policy.

Rent-seeking costs: incurred by those who want to influence 

tax policy.

 This will depend on how easily the tax structure can be 

modified: the easier it is to amend, the higher the political 

costs.

 It is therefore imperative to consider the extent to which 

lobbyists and interest groups can modify the tax structure 

to their benefit.

These political costs can be substantial and must be 

considered when evaluating the efficiency of the tax system.



THE PUBLIC CHOICE APPROACH TO 

TAX POLICY (Winer, 2016)

Three important issues in the field:

the (evolution of the) power to tax;

the nature and determinants of contemporary tax 

structures; and

fiscal redistribution. 



THE PUBLIC CHOICE APPROACH TO 

TAX POLICY (Halcombe, 1998)

Wicksell (1896) envisioned tax share based on taxpayer benefit 

(similar to Lindahl prices).

These ideas encompassed the benefit principle. If Lindahl pricing 

can be applied, we will have an efficient outcome as everyone 

would agree on the quantity of public goods.

Without such a rule, taxation can lead to political costs, as there 

will be net beneficiaries and net losers – leading to sub-optimal 

outcomes.

Think about optimal excise taxation (the Ramsey Rule) –

considering political costs we may end with uniform tax rates – the 

impact of political power…



THE PUBLIC CHOICE APPROACH TO 

TAX POLICY

“…. fiscal coercion, as I will refer to it - that is, not getting what 

you think you deserve at the tax-price that you have to pay -

cannot be avoided whatever collective choice procedure is 

adopted.” (Winer, 2016: 4)

Taxpayers are not against such fiscal coercion if on balance there 

is value in the goods generated from collective action.

Winer (2016: 4): .. as the gap between what citizens get and 

what they have to pay grows, tax compliance deteriorates and 

social unrest rises, leading to emigration and eventually to failure of 

the state itself, with the first of these ills (let alone the others) 

undermining development” (as Besley and Persson, 2013, explain 

(see later).



WHAT DETERMINES CONTEMPORARY TAX 

STRUCTURES?

If we now pay attention to only the tax side (as is conventional in 

public economics)…

How do tax structures develop in a political and economic 

equilibrium? 

One explanation is to consider a competitive equilibrium paradigm –

“…complex tax structures emerge in an equilibrium as a result of 

electoral pressures and competition between centers of power.” 

Winer (2016: 7).



FISCAL REDISTRIBUTION (1)

 In public choice literature, the aim is to explain why redistribution 

arises as the fiscal system and the economy come to a political and 

economic equilibrium.

Median voter model – key model of static analysis: if the mean income 

exceeds the median, redistribution to maximise the median voter’s 

welfare leads to redistribution to those below the average.

According to Winer (2016: 14) ”...median vote model cannot deal with 

the multi-dimensional policy environment of the tax skeleton ….. nor a 

world where regulation and laws are also employed to alter the 

distribution of income and wealth. …it cannot inform us about political 

economies where redistribution among groups of taxpayers in differing 

dimensions…”



FISCAL REDISTRIBUTION (2)

There is a need to consider the roles of heterogeneity and the 

interaction of the various significant dimensions in which 

taxpayers differ.

In the final instance, why do we not observe (more) redistribution in 

response to rising inequalities… could it be due to special interests 

blocking more progressive public policies? 

Winer (2016: 19) “…is it necessary to study redistribution in a 

pluralistic society as an equilibrium outcome of various types of 

fiscal and non-fiscal policy actions targeting different groups, some 

of which are not defined by income alone?”



WHY DO DEVELOPING COUNTRIES TAX SO 

LITTLE? 

Besley & Persson (2014:109):

The median voter model (which assumes a redistributive motive for

taxation) insufficient as explanation for lack of taxation in

developing countries:

Policy-making may not reflect interests of median voter

Redistributive motives may not be directed at the poor

Ignoring nonredistributive motives (e.g. infrastructure) 

Income tax base less relevant in developing countries

Margin of activity for tax avoidance and evasion are key factors 

for developing countries



THE POLITICAL ECONOMY OF THE 

CARBON TAX

South Africa, after almost a decade, enacted the carbon tax, 

effective from 1 June 2019.

SA is the 14th largest emitter of greenhouse gases in the world 

(Isa, 2019).

Headline tax rate  = R120 per tonne of CO2 equivalent –

taking account of tax breaks, allowances and performance 

incentives, can be reduced by approximately 95%  - effective 

rate of between R6 and R48 (Isa, 2019).



THE POLITICAL ECONOMY OF CARBON 

TAX IN SA

WHO ARE MAIN THE STAKEHOLDERS AFFECTED BY 

THE TAX?

Government

 Industry

Consumers & Households



THE POLITICAL ECONOMY OF CARBON 

TAX IN SA (Mbadlanyana, 2013)

Households: concerns about regressive nature of tax

Offsetting incentives?

Consumers: face higher prices … but incentives for more fuel-

efficient cars and user cleaner fuels…improved subsidised 

public transport?

Distributional concerns must be addressed in transparent and 

inclusive manner.



THE POLITICAL ECONOMY OF CARBON 

TAX IN SA (Mbadlanyana, 2013)

Striking a Balance between the Country’s Global Geostrategic 

Interests, Domestic Imperatives and the Environment

 Sector analysts - focus on international competitiveness at a 

sectoral level … 

 National imperatives – concerns about job losses…but what 

about the jobs created by green economy…

 “Despite inherent challenges, the tax seems to be the best available 

policy option not only because it encourages companies to lower 

their carbon intensity, but also because an ‘early adoption of a low-

carbon growth path can also result in competitive advantages in low-

carbon technologies and create incentives for research, 

development, and increased levels of innovation and create a 

resource efficient economy’ (Mbadlanyana, 2013: 88).



CARBON PRICING – A MESSAGE FROM PROF 

THOMAS STERNER (EEU, Gothenburg University, at 

the EAERE 2019

“Solving climate change is the biggest environmental 

challenge of our time and we, as economists, must tell 

everyone that a price on carbon is one of the most 

important instruments. There is unfortunately hesitancy 

about this instrument for several reasons. One reason is 

resistance by lobbyists as well as by ordinary consumers. The 

fossil lobbyists are very powerful and influential, and they 

encourage the natural resistance by ordinary citizens to the 

rise of any price. They hide the fact that taxes on fuel are not 

really a significant cost because the tax revenue stays 

within the country and can be used to lower other taxes 

or provide vital public services.”



THE POLITICAL ECONOMY OF TAXING 

SANITARY PRODUCTS – THE SA CASE

The case for zero-rating sanitary products in SA

Source: VAT Panel Report, National Treasury, 2018.



THE POLITICAL ECONOMY OF TAXING 

SANITARY PRODUCTS – THE SA CASE

On 1 April 2019, South Africa joined several other countries

(Canada, Nigeria, Tanzania, Australia, Lebanon, India and

Kenya) by zero-rating VAT on sanitary pads.



THE POLITICAL ECONOMY OF TAXING 

SANITARY PRODUCTS – THE SA CASE

The Sanitary Dignity Programme

Provide free sanitary pads to menstruating learners in poorer 

schools (quintile one to three schools).

National Treasury allocated R157 million for the 2019/20 

financial year, to augment provincial allocations for the 

national roll out (Pilane, 2018).
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