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EXECUTIVE SUMMARY
In response to an outcry on the effect of the announced VAT increase on poor consumers in South
Africa, the National Treasury has announced that the list of food items that are zero-rated will be

extended. To investigate the impact of zero-rating within the meat complex, BFAP considered several
scenarios, evaluated from two vantage points. The first deals with the effect of zero rating on
expenditure and cost at household level, whilst the second takes a broader industry perspective.

The household level analysis shows marginal changes in annual expenditure on meat as a result of a
zero-rating. Based on actual expenditure levels, as reported in the Living Conditions Survey (2014/15),

reduced annual meat expenditure can amount to between R23 and R618 (in 2018Q1 equivalents)
depending on which scenario and which expenditure decile are considered. This seems like a negligible

change, but it should be acknowledged that respondents, due to the recall process with which this data
is collected, often under report expenditure data. To supplement the expenditure analysis, the BFAP
thrifty nutritional basket was also considered. Based on this basket, a typical household of four that has

one (minimum) wage income and two child grants, should spend about R567 (incl VAT) on meat per
month. If VAT is removed from only chicken, this figure reduces to R528. If only red meat is zero rated

the figure reduces to from R567 to R542 and if both chicken and red meat are zero rated this basket is

valued at R502. Based on reported expenditure patterns, a four-person household, however, spend
only around 8.5% of their income on meat. This amounts to actual monthly meat expenditure, of around
R280. A zero-rating strategy for all/some meat products would therefor go a long way to support the

R262 gap that is required for a typical four-person household to consume sufficient meat protein. In the

case of zero-rating across the board, absolute savings will amount to R65, which at current values, will
purchase an additional 1.5 kilogram of IQF chicken or a little more than 500g of beef mince in a month.
The effect of zero-rating exclusively for beef will be less pronounced, with a monthly saving of R25,

which is a little more than 500g of polony, if one wants to relate it to a product equivalent. These
examples, of how zero rated savings on VAT can be applied, shows that VAT zero-rating (for some/all)
products in the meat complex can effectively result in meat protein for (at least) one additional meal for
a family of four per month.

From a broader industry perspective, four scenarios were considered. The first is where all meats are

zero-rated. This scenario results in definite benefits to consumers in terms of beef expenditure. Since
the (reduced) price effect is larger than the associated increase in beef consumption, total beef

expenditure decreases despite an increase in quantities consumed. The second scenario considers the
effect of exclusive zero rating of beef. Although this zero- rating is expected to bring price relief,
simulations suggest that this will to some extent, be off-set by a price effect associated with the

substantial increase in beef demand (evident from the increase in consumption). Scenario 3 is a

scenario that considers the exclusive zero-rating of chicken. This results in a marginal decrease of beef
consumption volumes in 2018 with an associated price and expenditure decrease. Due to the reduced

volumes, the benefits of the reduced beef prices are relatively small. Scenario 4 considers an outcome

where all red meat is zero rated. Since the price effect under this scenario is only marginally higher than
5

the consumption effect, total expenditure on beef is roughly 6% higher under this scenario, compared

to a scenario where VAT on all meat is applied. A cost-benefit analysis of the zero rating policy is
presented in Section 5. This seems to suggest that the benefits accruing to the poor are less than the
cost to government (income foregone), with the exception of chicken. Incentivising demand through

exclusive zero rating of chicken might support consumers from a price perspective. It is however likely
that increased demand for lower value chicken portions will be serviced by imports, which could hurt
the local poultry industry. These negative effects could also spill over to the broader meat complex. In

terms of viability from a government revenue perspective, only this scenario fulfils the requirement that
the benefits exceed the associated cost (income foregone) of zero rating
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1. Introduction
On 21 February 2018, during the National Budget speech, it was announced that Value Added Tax,
levied in South Africa, will increase from 14% to 15% on 1 April 2018. This subsequently resulted in an

outcry from opposition parties and civil society groups, due to the effect of increased VAT on the poor.
On 29 March, the National Treasury convened a panel of experts to consider the expansion of the list
of zero-rated items in order to mitigate the effect on the poor. Within this context, this report seeks to
investigate the effect of different zero-rating scenarios for meat, with a specific focus on how
consumption will be affected under these scenarios. The key objectives of this study are therefore to:


Provide an overview of price trends in the meat industry;



Quantify the impact of reducing VAT on meat to zero on household expenditure for different





Provide an overview of spending patterns of consumers on meat;
income groups.

Quantify the aggregate impact of reducing VAT on meat to zero; and

The analysis is done by considering two supplementary models or approaches. The first approach takes

a static household perspective and considers how food- and meat expenditure will be affected by
different zero rating scenarios. It is static in the sense that this model does not allow for substitution

between different meat products, as a result of relative price changes, but rather considers what explicit
savings on household food expenditure could be. The second considers industry level dynamics where

the effect of a 15% price decrease is simulated within a system of supply, demand and price equations.
This method enables the quantification of aggregate results and also accounts for the consumption

dynamics within the meat complex, as a result of relative price movements between different meat
products.

In order to achieve the envisaged objectives, the rest of the document will be structured as follows:

Section 2 will give a brief overview of consumption and prices trends in the South African meat complex,
over the past decade. Section 3 will present the different scenarios with their associated assumptions

at household level. Section 4 will depict the scenarios at industry level. Section 5 considers a basic
cost-benefit analysis for the different zero-rating scenarios. Section 6 will conclude with a discussion
on the implications of the different scenarios for households and the red meat industry.
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2 An overview of price and consumption trends of meat
in South Africa
Since the turn of the century, South Africa has seen a 35.1% increase in total meat consumption, from

approximately 40 kg/capita/annum in 2000 to just below 55kg/capita/annum in 2017. Figure 1 shows
that the bulk of this increase occurred between 2003 and 2008, with total per capita consumption
stabilising at around 55kg per annum between 2009 and 2017. The increase between 2003 and 2008
was supported by strong economic growth, locally, which translated into class mobility of lower income

consumers into the emerging middle class. This movement into higher income categories accrued

mostly to chicken consumption, with this increasing from around 21kg/capita/annum in 2000 to just

more than 34kg/capita/annum in 2008. In 2017 chicken consumption amounted to 35.77
kg/capita/annum. The opposite trend is evident for red meat. In the period of strong economic growth,

referred to above, beef consumption increased by only 10% to around 13.5kg/capita/annum. This trend

reversed between 2008 and 2017 with consumption in 2017 amounting to 12.44kg/capita/annum. This
tendency was even more pronounced for lamb, with per capita lamb consumption decreasing from a
3.64kg/capita/annum in 2006 to 2.34 kg/capita/annum in 2017.
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FIGURE 1: MEAT CONSUMPTION TRENDS FROM 2000 TO 2017
Source: BFAP, 2017

The increase in the consumption share of chicken, at the expense of red meat and pork, can be
attributed mainly to price movements. Figure 2 shows that beef, lamb and to a lesser extent, pork have

had substantial nominal price increases since 2013. Prices are also significantly higher, in absolute

terms, if red meat is compared to poultry and pork. The strong upward price trend, evident in Figure 2,
experienced by red meat since 2013, was driven by stronger integration into international markets,
8

which made local prices more vulnerable to the depreciating Rand. In the case of lamb, South Africa is
a net-importer, and the rapid weakening of the Rand resulted in the strong upward trend in prices since

2013. Beef, in turn, gained notable export momentum since 2013, which also exposed local prices to
the above-mentioned exchange rate dynamics. In addition to this red meat, in general, increased
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FIGURE 2: H ISTORICAL PRICE AND CONSUMPTION PATTERNS OF M EAT IN SOUTH AFRICA
(2000-2017)
Figure 3, below, shows how relative producer prices of meat has changed over the past 17 years, in
increments of 5 years. The relative prices of lamb, beef and pork are expressed relative to chicken,

which is the cheapest meat protein. From Figure 3 it is apparent that relative to chicken prices, beef
increased from a ratio of 1.17: 1 in 2000 to 2.23: 1 in 2017. Similarly, lamb, relative to chicken prices,

increased from a ratio of 1.82: 1 in 2000 to 3.42: 1 in 2017. This supports the notion that red meat prices
are unaffordable to marginalised and low(er) income consumers.
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In order to relate these consumption patterns to specific income groups, expenditure data from the
Living Conditions Survey (LCS) 2014/2015 can be regarded. It should, however, be noted that this data

is not directly comparable to the consumption data above. Expenditure shows total value (price X
quantity), and since physical quantities of meat consumed were not collected in this survey, one can

only make deductions on expenditure patterns. In terms of expenditure, on the socio-economic
consumer continuum in South Africa, four socio-economic sub-groups are defined:





Marginalized consumers (poorest 30% of the population – Expenditure Decile 1 to Expenditure

Decile 3)

Lower middle-income consumers (30% of the population – Expenditure Decile 4 to Expenditure

Decile 6)

Upper middle-income consumers (20% of the population – Expenditure Decile 7 to Expenditure

Decile 8) and

Affluent consumers (20% of the population – Expenditure Decile 9 to Expenditure Decile 10).
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TABLE 1: FOOD AND MEAT E XPENDITURE PATTERNS PER SOCIO-ECONOMIC GROUP

Food:

Marginalised
consumers
Share of total expenditure
allocated to food

32%

Anim
al
prote

Share of total food expenditure
allocated to animal protein
26%
foods
Source: Own calculations from LCS 2014/2015

Socio-economic subgroup:
Lower
Upper
middlemiddleclass
class
consumers
consumers

Affluent
consumers

28%

19%

8%

29%

33%

34%

Table 1 shows that marginalised and lower middle income consumers spend, on average around 30%
of their total expenditure on food. Of this roughly, 26% is allocated to animal proteins, which include all
meats included in this analysis, fish and eggs. Comparatively affluent consumers and the supper middle
class spend much less on food (between 8% and 19% of total food expenditure) where around 34% of

this expenditure is devoted to animal protein. This information serves to confirm the notion that lower
income consumers have limited dietary diversity with a disproportionate reliance on staple foods, which

consists mostly of grains. Although this dependence can support energy requirements, the lack of
diversity results in micro-nutrient deficiency. Within this context, the next section will interrogate how
VAT exemption strategies for meat can support households in terms of food affordability.

3 Household Level Impact Analysis of VAT Zero-Rating on
Meat
In terms of the outputs presented above, it should be noted that data on consumption, in physical
consumption quantities, remains a constraint. The analysis presented here, therefore, relies on the

expenditure data on different food products/product groups, as collected in the Living Conditions
Survey, conducted by StatsSA in 2014/2015. The estimated potential impact of the zero-rating of meat

was investigated from two vantage points. The first estimated actual food- and meat expenditure levels
as reported in the LCS 2014/2015. The second considers ideal food- and meat expenditure levels based

on portion sizes and dietary composition as prescribed by the National Department of Health. This is

reconciled with current spending patterns and average/typical household information, obtained through
the National Census, in 2011.

3.1 The impact of VAT zero rating on actual meat expenditure
In terms of estimated actual meat expenditure, a detailed (static) household food- and meat expenditure

model was developed. Household-level expenditure on all products was adjusted with the average
inflation rates between 2014/15 and for quarter 1 of 2018, based on the assumption that meat

expenditure kept track with inflation. Even though the VAT rate in South Africa increased to 15% in April
2018, VAT of 14% was removed from meat expenditure data for the calculations as described above,
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since the prevailing VAT rate was 14% in 2018Q1. Table 2, below, shows how much annual expenditure

per product would have been reduced, as a result of VAT zero rating, based on expenditure values as
calculated for 2018Q1, for each expenditure decile. The associated annual percentages are depicted
in Table 3.

TABLE 2: ESTIMATED REDUCED MEAT SPENDING WITH VAT REMOVED ON MEATEXPRESSED IN 2018Q1 EQUIVALENTS
Poultry
Beef

Pork

ED 1

ED 2

ED 3

ED 4

ED 5

ED 6

ED 7

ED 8

ED 9

ED 10

R 388

R 465

R 62

R 122

R 174

R 213

R 251

R 300

R 324

R 333

R 299

R5

R9

R 15

R 22

R 29

R 38

R 52

R 71

R 100

R 16

R 37

R 64

R 89

R 117

Sheep
R2
R3
R7
R9
R9
TOTAL:
MEAT
R 85
R 171 R 259 R 333 R 407
TOTAL:
RED
MEAT
R 23
R 49
R 85
R 120 R 155
Source: Calculated from StatsSA LCS 2014/15 data

R 159

R 204

R 279

R 363
R 163

R 17

R 38

R 73

R 100

R 514

R 618

R 756

R 887

R 153
R1
144

R 214

R 294

R 423

R 588

R 782

TABLE 3: ESTIMATED % R EDUCED SPENDING ON TOTAL FOOD EXPENDITURE IF MEAT/ RED
MEAT IS ZERO RATED - EXPRESSSED IN 2018Q1 EQUIVALENTS
ED 1

Poultry

1.6%

Pork

0.1%

Beef

0.4%

ED 2

ED 3

1.8%

1.9%

0.1%

0.2%

0.5%

0.7%

ED 4

ED 5

1.8%

1.8%

0.8%

ED 6

1.9%

1.7%

0.2%

0.3%

0.9%

1.0%

Sheep
0.0%
0.0%
0.1%
0.1%
0.1%
TOTAL:
MEAT
2.2%
2.5%
2.8%
2.9%
3.0%
TOTAL:
RED
MEAT
0.6%
0.7%
0.9%
1.0%
1.1%
Source: Calculated from StatsSA LCS 2014/15 data

0.2%

0.2%

ED 7

ED 8

1.6%

ED 9

ED 10

1.3%

1.1%

1.1%

1.4%

1.7%

1.4%

0.1%

0.2%

0.4%

0.4%

0.5%

3.2%

3.3%

3.7%

3.9%

3.5%

1.3%

1.6%

2.1%

2.6%

2.4%

0.3%

0.4%

0.5%

Key observations from Table 2 and Table 3:




The potential estimated annual expenditure reduction from a zero-VAT rating on poultry and red

meat, varies from R85 to R618 per household per year for the poorest 70% of the population.

The potential estimated annual expenditure reduction from a zero-VAT rating on poultry only, varied

from R62 to R324 per household per year for the poorest 70% of the population.

The potential estimated annual expenditure reduction from a zero-VAT rating on red meat only, in

current values, varied from R23 to R294 per household per year for the poorest 70% of the
population.
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An overview of the potential expenditure reduction for different socio-economic groups shows the
following:







Among marginalized consumers chicken bring about the largest potential expenditure reduction of

R62 to R174 per household per year;

Among lower middle-income consumers chicken also bring about the largest potential expenditure

reduction of R213 to R300 per household per year, followed by beef with a potential expenditure
reduction of R89 to R159 per household per year.

Among upper middle-income consumers chicken also bring about the largest potential expenditure

reduction of R324 to R333 per household per year followed by beef with a potential reduction of
R204 to R279 per household per year.

Among affluent consumers, beef brings about the largest potential reduction of R388 to R465 per

household per year, followed by chicken with a potential reduction of R299 to R363 per household
per year.

The above analysis should be read whilst keeping some caveats in mind since it is based on expenditure

data. The calculations above were done by reducing reported expenditure values, in 2018Q1
equivalents, with 14%. Therefore, the demand response, subsequent to a 14% reduction in price was
ignored. This is due to the fact that own price elasticities, per socio-economic group, for meat demand
is not available1. Stated differently, the responsiveness of different income groups in South Africa, with

regards to price changes in different meat products, is unknown. The reduced expenditure, as bulleted

above, is, therefore, more likely to be a zero-sum calculation, especially for the low(er) income groups,
where reduced prices will induce an increase in consumption, that will ultimately leave expenditure
before and after the price reduction, unchanged. The above, however, does give one an indication of
the magnitude of additional funds that would be available for expenditure on other/more (meat) goods.

3.2 The impact of zero VAT rating on meat for ideal meat
expenditure across the socio-economic spectrum

In order to gauge the effect of exogenous macro-economic changes in food prices on food affordability
for households, BFAP compiled a thrifty nutritionally balanced food basket. This is based on portion
sizes and dietary requirements as specified by the National Department of Health. The basket is based

on food requirements for a family of four and substantiated by household composition data for the South
African population. The basket aims to reconcile dietary requirements with typical food purchasing
patterns extracted from the Statistics South Africa Income and Expenditure Survey 2010/11. Associated
price movements are adjusted based on nationally monitored food retail prices (StatsSA).

In 2018, BFAP applied for a research funding at the RMRD, for a project in which elasticties could be refined to better
represent demand responses, for different income groups. This was unfortunately not accepted. This report however serves as
a good example of how useful these disaggregated elasticities can be.
1
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The cost of the BFAP Thrifty Nutritionally Balanced Food Basket, for a family of four, was calculated for
four scenarios:
1.

With 14%2 VAT on all red meat and chicken items ;

3.

With 14% VAT removed on red meat only and chicken still subjected to 14% VAT;

2. With 14% VAT removed on chicken only whilst red meat is still subjected to 14% VAT;
4. With 14% VAT removed on red meat and chicken.

The average monthly food retail prices, as monitored by StatsSA, in urban areas for January 2018 to
March 2018 was used in all calculations. Table 4 presents a summary of these results.

Based on the monthly basket cost for a thrifty food basket, that would support and ideal diet; as shown

in Table 4, it is apparent that no VAT on chicken results in a monthly saving of around 1.5%. No VAT

on red meat, in turn, results in a marginal saving of just below 1%. If all meats are exempted, the total
monthly saving amounts to 2.44% on total basket costs.

2

14% is applied since the analysis is based on historical data pre-April 2018.
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TABLE 4: RESULTS SUMMARY - I MPACT OF ZERO-VAT FOR MEAT ON THE BFAP THRIFTY NUTRITIONALLY BALANCED FOOD BASKET

Total basket cost [R/household/month)

Estimated saving due to VAT removal compared to (A)
(R/household/month)
Rand contribution of
food groups to total
basket cost:

Cost of meat items
within the food
group 'Fish,
chicken, lean meat,
eggs'

Share contribution
of food groups to
total basket cost:

Starchy foods
Fish, chicken, lean meat, eggs
Milk, maas, yoghurt
Fat, oil
Fruit
Vegetables
Sugar
Drybeans, split peas, lentils, soya
Chicken meat
Beef
Eggs
Fish
Pork
Starchy foods
Fish, chicken, lean meat, eggs
Milk, maas, yoghurt
Fat, oil
Fruit
Vegetables
Sugar
Drybeans, split peas, lentils, soya

(A)
With 14% VAT on
all meat

(B)

No VAT on chicken

(C)

No VAT on red meat

R 2 732

R 2 692

R 2 706

n/a
R 703
R 567
R 329
R 87
R 347
R 487
R 40
R 171
R 320
R 125
R 52
R 39
R 31
25.7%
20.8%
12.1%
3.2%
12.7%
17.8%
1.5%
6.2%

R 39
R 703
R 528
R 329
R 87
R 347
R 487
R 40
R 171
R 281
R 125
R 52
R 39
R 31
26.1%
19.6%
12.2%
3.2%
12.9%
18.1%
1.5%
6.3%

R 26
R 703
R 542
R 329
R 87
R 347
R 487
R 40
R 171
R 320
R 110
R 45
R 39
R 27
26.0%
20.0%
12.2%
3.2%
12.8%
18.0%
1.5%
6.3%

Source: BFAP Calculations
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(D)
No VAT on red meat
and chicken

R 2 667
R 65
R 703
R 502
R 329
R 87
R 347
R 487
R 40
R 171
R 281
R 110
R 45
R 39
R 27
26.4%
18.8%
12.4%
3.3%
13.0%
18.3%
1.5%
6.4%

In absolute terms, Table 4 shows that for the first quarter of 2018 ,the monthly cost of the BFAP thrifty
food basket for a family of four (consisting of one adult male, one adult female, one older child and one

younger child) is R2 732. This included 14% VAT on all meat products. Within this basket, the animal

protein food component (red meat, chicken fish and eggs) represented R567 or 21% of the total basket
cost. Removing 14% VAT on chicken and beef separately reduced the basket cost by R39 and R26 per
household per month, respectively. Removing VAT on all meat, however, reduced the cost by R65 per
household per month.

A hypothetical four member household, with the composition as explained above and with income from

one working household member earning a minimum wage of R120 per day, supplemented with two
child grants of R380 per child, could have an income of R3 280 per month. Based on expenditure

portions allocated to food, as determined from LCS 2014/15 data, estimated food expenditure is 33% 3
(R1 082) per month on food and an estimated 26%4 (R281) on meat, fish and eggs. If these estimated

values are reconciled with the data in Table 4, ‘ideal’ meat expenditure of R567 (14% VAT inclusive) is
about double that of estimated actual expenditure levels of R281. Removing VAT from actual meat
expenditure, for a household as described above, could result in a monthly saving ranging from R25 to

R65. This could, for example, enable the household to purchase additional meat of about 1kg- 1.5kg of
IQF chicken pieces or about 500g of beef mince extra in a one month period, if retail prices of 2018Q1
are used as the basis for the calculation.

4 An aggregate industry analysis of VAT zero rating on
meat consumption
4.1 Methodology
The impact of VAT zero rating as discussed above, took a static view, i.e. it dit not consider the
substitution dynamics between different meat products or the associated demand response that is
expected to be generated as a result of a price change in the product itself or related products. To

account for this, simulations on different zero-rating scenarios were done with the BFAP sector model.
The BFAP sector model is a stochastic, multi-commodity, partial equilibrium model that incorporates
regime-switching modelling techniques to accommodate various equilibrium pricing conditions. All the

commodities that are included in the BFAP sector model are simulated within a closed system of
equations. This implies that any shocks in the livestock sector are transmitted to the grain and oilseed

sector and vice versa. It also implies that the BFAP sector model takes the dynamic interaction between

the various meat industries into account. This means that if, for example, a shock is only imposed on
the chicken industry, the beef, lamb and pork industries will also be affected, and this is therefore also
3
4

StatsSA LCS 2014/2015
StatsSA LCS 2014/2015
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simulated. The model incorporates the most important elements of demand and supply and solves for

a market-clearing (equilibrium) price. Once an exogenous shock, such as VAT zero rating, is imposed
in the model, it solves for a new equilibrium where total demand has to equal total supply, and a new

price is formed. The above models are used to annually generate a baseline that presents one possible
outlook of commodities markets over the next ten years, under a certain set of assumptions and macro

economic projections. This baseline is subsequently used to evaluate the effect of different exogenous
shocks and scenarios comparatively.

4.2 Scenarios
Four different scenarios were developed to consider the effect of VAT zero-rating on domestic meat
demand. These are listed in Table 5.

TABLE 5: VAT Z ERO-RATING S CENARIOS FOR MEAT IN SOUTH AFRICA
Scenario

1

All meat is zero rated

3

Only Chicken is zero-rated. Based on news reported in popular literature this

2

4

Only Beef is zero rated

seems like to most likely outcome.

Red Meat, which constitutes Lamb/Mutton and Beef, are zero-rated.

It should be noted that the BFAP sector model solves for equilibrium producer prices for all meat
categories. To link the effect of zero rating at retail level to producer level a set of transmission elasticties

were estimated. It is expected that the full effect of a 15% reduction, at retail level, would not be
transmitted fully to the producer prices, as included in the BFAP sector model. The estimated
transmission elasticties effectively shows how much producer prices are expected to change when
there is a change in retail prices. The estimated elasticties for different meat products are depicted in
Table 6.
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TABLE 6: ESTIMATED TRANSMISSION E LASTICITIES FROM RETAIL PRICES TO PRODUCER
PRICES FOR DIFFERENT MEAT C ATEGORIES
Estimated
Transmission
Elasticity

Beef

0.86

Chicken (Frozen)

0.64

Pork

0.75

Lamb

% Effect of 15% VAT exemption at
retail level on producer prices
-12.9
-9.6

0.89

-13.35

-11.25

It was therefore assumed that VAT zero rating will result in a 15% reduction at retail level in 2018 and

that this will subsequently result in producer price shock to the equivalent of the percentages in the last
column in Table 6. These percentages were subsequently used to simulate the scenarios, as described

above, in the model. The associated consumption and price results are depicted in Figure 4 and Figure

Thousand tonnes

5, below.
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FIGURE 4: CONSUMPTION I MPACT FOR D IFFERENT ZERO R ATING S CENARIOS
From Figure 4 it is clear that under scenario one, which constitutes a zero rating of all meat, Beef and
Mutton increase by roughly 55 thousand tonnes in 2018, whilst chicken increases slightly more, with

almost 60 thousand tonnes. Pork, in turn, increases by just more than 20 thousand tonnes. Scenario 2,
where only beef is zero rated, beef consumption increases by almost 130 thousand tonnes due to the
VAT exemption. Under this scenario, there are small decreases of around 4 thousand tonnes in mutton

and 2.6 thousand tonnes in pork. Chicken consumption, in turn, has an 18.7 thousand ton uptake in
consumption. This shows that as beef become cheaper, consumers have increased real income and a

proportion of the ‘excess funds’, as a result of the price decrease in beef, is substituted to chicken.
Scenario 3, is where only chicken meat is exempted of VAT. This scenario is the least favourable for
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beef consumption, with marginal additional Beef consumption, of around 500 tonnes (not visible in

Figure 4), is generated as a result of this. Both Mutton and Pork have marginal decreases under this
scenario, whilst chicken consumption increases by roughly 80 thousand tonnes. Under the fourth

scenario where all red meat is zero rated, Beef increases by just more than 60 thousand tonnes, Mutton

by just more than 40 thousand tonnes, chicken by around 20 thousand tonnes (again due to the effect

of increased real income) and pork by 20 thousand tonnes. The authors deem the last scenario unlikely

% change relative to baseline

due to the dominance of red meat consumption by higher income groups5 (see Section 2).
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FIGURE 5: PRICE CHANGE FOR THE DIFFERENT ZERO -RATING SCENARIOS
In terms of price changes, zero-rating of all meat (Scenario 1) results in an approximate 9% reduction

of beef producer prices, a 12.2% reduction in lamb producer prices, a 7.9% reduction in chicken prices
and a 6.9% reduction in pork prices. The fact that these decreases are less than the VAT exemption is
due to the transmission elasticties, as discussed in Table 6, but also due to the link between meat

products, through substitution. Of particular interest is scenario 2 and 3, where only beef or only chicken
is exempted. Under scenario 2, Beef prices decrease by 7.14% whilst chicken decreases by 3.6%. The

decrease in chicken prices is attributable to the cross price effect between chicken and beef. Delport

(2017) found a cross price elasticity of beef for chicken to be around 0.4 whilst the cross price elasticity
of chicken for beef is much lower at 0.11. As a result, the exclusive zero-rating of chicken has a smaller

effect on beef, than the exclusive zero rating of exclusively beef has on chicken. This tendency is
supported by the lower unit cost associated with chicken but could also be a result of cultural/health

preferences for white meat. Under scenario 3, Beef prices decrease by 2.5% and Chicken prices by
roughly 9.5%.

A benchmark, to evaluate if a product can qualify for zero rating, is that the benefit from zero rating to Expenditure Decile 1-7
should be three times the benefit to Income Decile 8-10, can be used.
5
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4.3 Specific Implications of the Different Scenarios for the Beef
Sector
Scenario 1 – All meats are zero rated

This scenario has the largest consumption effect with an aggregate consumption increase of just more
than 190 thousand tonnes of meat (all categories). In terms of beef specifically, considering that total

consumer expenditure on meat is derived from consumption and price, the results show that the %

decrease in prices is larger than the % increase in consumption levels. The result is that consumer beef
expenditure decreases when zero-rating is applied to all meats. Overall, beef expenditure will decrease

by R709 million per annum, despite an increase in beef consumption of around 55 000 tonnes. This, in
turn, improve the average position of beef consumers in South Africa.
Scenario 2 – Only Beef is zero rated
Under this scenario, total meat consumption increases to a total 142 thousand tonnes for 2018. For

beef specifically, the consumption effect exceeds the price effect related to a zero rating of only beef.
This results in an increase on beef expenditure of R3.14 billion with an associated consumption increase

in beef of 130 thousand tonnes. Although the zero rating is expected to bring price relief, this will to
some extent, be off-set by a price effect associated with the substantial increase in beef demand
(evident from the increase in consumption) over the longer term.
Scenario 3 – Only Chicken is zero rated
Aggregate meat consumption under this scenario increase by only 76 thousand tonnes. The price effect

associated with the zero rating of chicken meat also spills over to beef prices so that beef prices
effectively decrease with 2.46%. Beef consumption, in turn, decreases marginally with just below 500
tonnes. This effectively results in reduced beef expenditure with the associated lower levels of
consumption. This scenario, therefore, supports beef consumers with marginally lower prices, but the

benefit is not as pronounced as in Scenario 1 or 4 where prices and total expenditure decreased, despite
an increase in consumption. This shows an inevitable shift of consumption patterns, from all other meat
categories to chicken, if only chicken is zero-rated.
Scenario 4 – Red Meat is zero-rated
Aggregate meat consumption under this scenario increases by 148 thousand tonnes. In terms of beef

specifically, the simulated percentage price effect (reduction) is marginally larger than the consumption
effect. This results in a decrease, in total expenditure on beef, of just over R676 million per annum, with

an associated total consumption of beef increasing by around 64 thousand tonnes. Since the price

effect is only marginally higher than the consumption effect, total expenditure on beef is roughly 2%
lower under this scenario, compared to a scenario where VAT on all meat is applied, despite increased
consumption volumes.

A summary of the price and consumption with the associated expenditure levels are depicted in Table
7 below.
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TABLE 7: BEEF T URNOVER SIMULATION SUMMARY FOR 2018

Consumption
(thousand
tonnes)

Change in

Consumption
(thousand
tonnes)

% Change in

Consumption

Price

(Rands/kg)

% Change in
Price

Beef

Expenditure
(Thousand
Rands)

Absolute

Change in

Expenditure
(Thousand

% Change in

Expenditure

Rands)

Baseline

728.85

NA

NA

45.95

NA

33 490 657.50

NA

NA

Scenario 1

784.62

55.77

7.65

41.78

-9.09

32 781 423.60

-709 233.90

-2.12

Scenario 2

858.62

129.77

17.8

42.67

-7.14

36 637 315.40

3 146 657.90

9.60

Scenario 3

728.39

-0.46

-0.06

44.83

-2.46

32 653 723.70

-836 933.80

-2.28

Scenario 4

793.38

64.53

8.85

41.36

-9.99

32 814 196.80

-676 460.70

-2.07
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5 Viability from a Tax Revenue Perspective – A cost
benefit analysis
In order to gauge the viability of VAT zero-rating some/all meat, further analysis of the expenditure

calculations in Table 2 can be done. In the absence of the exact margins, applied through the various
meat chains, it is difficult to calculate the tax revenue that would be foregone as a result of zero rating.

As an alternative, there is a bench mark that can be applied: The benefits from zero-rating a product,

accruing to expenditure decile 1 to 7 should substantially exceed the cost (revenue foregone) that could
have been collected from expenditure decile 8 to 10. The cost to benefit ratios of the two respective
income groups are considered in Table 8. This is based on the expenditure analysis shown in Table 2.

TABLE 8: COST TO BENEFIT R ATIO OF ZERO- RATING SCENARIOS
Total Meat

Chicken

Red Meat

Benefit

Expenditure Reduction to ED 1 to 7 due
to zero-rating

R2 387

R1 446

R940

Cost

Expenditure Reduction to ED 8 to 10
due to zero rating

R2 787

R995

R1 793

0.86

1.45

0.52

Cost Benefit Ratio

From the results above it is apparent that only chicken meat fulfils the cost-benefit requirement yielding
more benefits to the poor than what would be the cost foregone (with a cost-benefit ratio exceeding 1),
in terms of government revenue, that can be gained from high income and affluent consumers.

6 Concluding Remarks
From a nutritional perspective, there is definitely a case to made for the zero rating of meat and more

specifically red meat. It has been established that South African consumers are consuming too little

meat (see Schonfeldt and Hall, 2012) and red meat is known to be an important source of vitamin B1,
B2, B6, B12, iron and zinc when compared to other sources of meat protein (Schonfeldt, Pretorius and

Hall, 2013). The low consumption of red meat is currently expected to be even more pronounced, due
to a surge in prices, which have occurred since 2013 (discussed in Section 2 of this report). VAT zero

rating can go a long way to address this. Micro-level analysis for a household of four (see section 3.2),

with one (minimum) wage earner and two child support grants, shows that this type of household would
benefit. Zero rating of all/selected meat products would enable them to afford the equivalent of a meat

protein for one additional meal per month if is assumed that cost reductions on meat will be used on

meat products. On an aggregate level consumers also benefit from zero rating. If section 4.3 is

regarded, zero-rating on all meat and zero-rating of red meat only, results and in reduced expenditure

on beef despite an increase in consumption. Although the other scenarios have broader benefits for
consumers, the expenditure benefits that accrue to beef consumers are the best under scenario 1 and
4.

Implementation of any of the scenarios from 2 to 4 could have major distortive effects in the meat

complex For example, in the case of poultry, incentivising demand through exclusive zero rating of
chicken might support consumers from a price perspective. It is however likely that increased demand

for lower value chicken portions will be serviced by imports, which could hurt the local poultry industry.

These negative effects could also spill over to the broader meat complex. In terms of viability from a

government revenue perspective, only scenario fulfils the requirement that the benefits exceed the
associated cost (income foregone) of zero rating.
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