
A Cost Benefit Analysis

The Research has Spoken: 

Some Shocking Statistics

Problem Statement:
Sugar, tobacco and alcohol have severe negative health consequences, furthermore, we also observe very high social costs, such as a loss in productivity of 

the workforce, increased domestic violence and road deaths and that impose direct costs on government and therefore all taxpayers.

Initial Recommendation:
We propose a tax to help supplement revenue and to disincentivise bad consumption habits. 

Further Policy Recommendations by Academia

The Benefits of the 
Taxes as Perceived 
by the Government

The Benefits of the 
Taxes not Perceived 
by the Consumer

The Benefits of the 
Taxes not Perceived 
by the Firms 

• Additional tax revenue can be collected.

• In the long term decreased spending on the

following public goods and services can be

observed should consumers change their

behaviour:

• Healthcare

• Death and injury related compensations and

costs.

• Public damage costs related to alcohol abuse.

• Increases in productivity due to better health and

lower absenteeism may be observed.

• All the above may have positive effects on

economic growth.

• An increase in purchasing power in the long run

can actually occur if consumers react by

decreasing their consumption as a result of

reduced spending on healthcare.

• A better quality of life for individuals and their

children may be experienced through reductions

in obesity, diabetes, various cancers, foetal alcohol

syndrome and reductions in domestic abuse.

• Consumers can actually still exercise their right to

free choice as the good is not prohibited, only

made more expensive.

• Lower absenteeism and higher productivity will

result in better job opportunities and career

trajectory.

• In a dynamic market economy, there are always

opportunities to adjust production inputs and

internal structures, therefore, you may observe

increased long run profitability.

• Your tax funds will form part of the budget which

has a provision for investigating and regulating illicit

markets.

• If a firm chooses to adopt better policies surround

healthy changes, they may be seen in a more positive

light by consumers, especially if they are the leaders

of the change.

Government’s Response
National Treasury and Department of Health 

Initial 

Perceived 

Costs

Consumers

• Consumers feel that they will be subjected to the following negative effects with the introduction of Sin Taxes:

• Decreased quality of life due to a higher proportion of their budget being spent on the taxed goods and 
reduced budget for other goods. 

• Job losses will occur to those that work in the sugar, tobacco and alcohol industries and in their supply chains.

• A reduction in their freedom of choices. 

• A loss in productivity due to withdrawal symptoms should they be forced to quit alcohol, tobacco and sugar.

Producers

• Firms perceive that the introduction of the tax will have the following negative effects:

• A loss of revenue will occur as a result of decreased quantity consumed, irrespective of how price elastic or 
inelastic their goods are.

• If firms want to enjoy the same profitability as before the introduction as the tax. This would mean they would 
have to initially incur the cost of research and development into alternative inputs and production methods.

• They would suffer from a damaged reputation if they are perceived as a company that contributes to the 
negative externalities of the products.

• The unregulated illicit goods market would grow and it is unfair to compete with this market.

17.6% of South African adults smoke:

The worst offenders: the Western Cape 32.9%, followed
by the Northern Cape, 31.2% then the Free State 27.4%.

Tobacco is one of the main causes of Lung Cancer- the
3rd most prevalent cause of cancer in South Africa.

65% of reported domestic abuse cases are related 
to alcohol.

58% of the road deaths over the December 2018 
festive season are alcohol related.

6% of South Africans are directly affected by diabetes, a sugar 
related disease, the second highest cause of death in the country. 

70% of women and 31% of men are overweight or obese. Sugar 
contributes heavily to these conditions and may lead to diabetes 
and other health conditions that result in high medical costs and 

death.

Sources: Presentations by the Speakers, the HSRC, Stats SA, the Times, Fin24 and the WHO. 

• Due to the inelasticity of alcohol and tobacco, we propose that the taxes be supplemented by nudges so that actual behaviour changes.A marketing programme

• Alcohol should be taxed on percentage of alcohol by volume, however, a general tax per cigarette/cigar should be levied on tobacco products. Subsidies on healthier sugar

containing and alcoholic products may be used to encourage firms to change product composition. Taxes should be levied on the more unhealthy products (as based on a

predetermined threshold) so as to create an incentive for reduction, thus compliance is rewarded and non compliance is taxed.

• The taxes can be considered as Pigouvian taxes as they tax the externalities, and we believe they are very good short run solution as they increase the tax revenue available for

healthcare and other associated costs.

• Taxes should be set at appropriately high levels so as to actually curb consumption.


