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Ref: a first look at the economic impact of export taxes on minerals in South Africa  

Dear Madam, Sir: 

The announcement by South Africa’s Minister of Mineral Resources Advocate Ramathlodi at the 2015 Mining Indaba of the 
possible reintroduction of developmental prices in the Mineral and Petroleum Resources Development Amendment Bill, after 
lengthy and difficult negotiations with the country’s petroleum and mining industries, has surprised many. It confirms the degree 
to which essential aspects of mineral policy remain unsettled within government.  

Timing is everything. And Eunomix Research believes that the time for extracting further concessions out of a battered mining 
industry is not now. Lengthy debates within the ANC over the past decade about what the place of mining in the economy should 
be, how deeply transformed it should be, and who should pay for this have meant that policy uncertainty have been a defining 
feature of the country’s investment regime. While South Africa dithered, many African mining jurisdictions forged away with 
comparatively pro-business regimes. The so-called commodity super-cycle allowed both the government and industry to paper 
over declining fundamentals. 

It was not supposed to be like that. The MPRDA and Mining Charter were both disruptive and transformational. They were 
supposed to redress the ills of the past while creating the foundation for growth, once and for all. Yet no sooner were they 
enforced than fierce debate about nationalisation was revived in 2009. While wholesale nationalisation as envisaged by its most 
boisterous advocates was never on the cards, the call presented an opportunity for the left of the ANC to advance a state-centric 
vision for mining. The SIMS Report proposed an aggressive agenda for state intervention in a so-called mineral-energy complex 
which would power the economy up, mainly through the forced deputisation of the mining sector toward industrialisation.  

Beneficiation has since become a mantra, inspiring many of the most controversial measures behind a revision of the MPRDA 
that has been highly divisive – and not just between government and the industry. With the return of the Amendment Bill to 
Parliament, policy uncertainty remains.  

But the commodity landscaped has changed profoundly, with across the board price decreases that are forcing the industry to 
massively curtail investment and control losses. If policy uncertainty could in the past be made navigable by rising prices it is now 
a serious liability. This needs urgent resolution, and in the right direction. 

As for the notion that mining should subsidise industrialisation, this is simply untenable: 

Firstly, the economic risks of forcing the mining industry to subsidise manufacturers are likely to be much higher than their 
attendant economic benefits. One does not damage for sure an existing industry for the notion of maybe benefiting another one. 
It does not make economic sense. And in the case of South Africa it does not make empirical sense. Indeed, and secondly, there 
is little evidence that mineral commodity prices matter that much in the lack of competitiveness of the country’s industrial sector. 
If they did, the current downslide in such prices should lead to a commensurate pick-up in purchasing of such mineral 
commodities by that sector. There is no evidence that this is currently happening. And if it is not, then the case for beneficiation 
through forced subsidisation simply does not exist. 

The analysis contained in this report represents a high level examination by Eunomix Research of the possible economic impacts 
the introduction of some of these measures would have. This analysis does not purport to be exhaustive or authoritative, but it 
seeks to contribute to a more enlightened and less principled (or ideological) debate.  

Policy proposals should be judged on rigorous testing, and not on their elegance or “textual” logic. The return of the Amendment 
Bill to Parliament is an opportunity to settle policy for the long duration through a mix of measures that create solid foundations 
for the mining sector, consolidate transformation through growth, and does not seek to achieve the unachievable at an 
exorbitant cost. 

Sincerely yours, 

 

 

 

Claude Baissac 

Group CEO
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Whilst uncertainty remains high over what measures will be introduced back into the current Amendment 
Bill to the MPRDA, it is unlikely that proposed measures to “encourage” beneficiation will disappear. 
Beneficiation is the policy of the Government, and the Chamber of Mines has agreed to most proposed 
measures. This paper provides a high level assessment of the economic impact for the mining industry, 
illustratively through the platinum and iron ore sectors. 

1. Background 
Support for adding value to South Africa’s mining production (beneficiation) as a means of driving industrial growth has 
featured strongly in ANC policy formulation since 1990. At the heart of such support lie 2 strongly held beliefs: 

1. That developed countries exploit developing countries buy buying cheap resources and then adding value to their 
own benefit. Coffee and cocoa/chocolate are two commonly quoted examples where the growers of the raw 
material receive very little relative to the value of the final product. Often the exporters of the raw materials later 
import the final product at much higher cost. The fact that many of our mines are foreign owned adds to the view 
that the true value of minerals is not received by South Africa.  

2. Manufacturing is perceived by ANC policy makers as key to more rapid economic growth and the creation of “decent 
work”. The state is viewed as having a leading role in promoting such manufacturing success. The poor outcomes 
of industrial policy to-date are blamed on the import-parity pricing of steel and chemical products by Mittal and 
Sasol. Both companies are perceived to enjoy near monopoly status (created when they were parastatals). But local 
producers, critics allege, get no advantage from the companies’ presence in South Africa as they are forced to pay 
global prices further inflated by the transport costs of importing alternatives. 

As a result, reducing the local cost of raw materials, especially steel and chemicals, has featured prominently in the 
various iterations of industrial policy produced by the Department of Trade and Industry. Other policy documents such 
as the 2012 State intervention in the Minerals sector (SIMS) document of the ANC envisaged a state entity at the centre 
of SA mining production, funded by a resource rents tax on mining. Amongst other things the state entity would establish 
pilot beneficiation hubs. 

The most recent Industrial Policy Action Plan (IPAP, 2014/15 - 2016/17) stresses the importance of beneficiation as follows:  

“(This) is in line with one of the central tenets of the beneficiation approach set out in the previous IPAP 
(and the first Action Plans for which are now set out in IPAP 2014-2016.) This is the principle that SA must 
leverage its enormous resource endowment as a competitive global advantage for its manufacturing 
sector, whatever the difficulties associated with so called resource-based industrialisation, if we are not 
to further deepen the very growth path of dependence on primary commodity export from which we are 
trying so hard to escape.” (Page 7) 

The IPAP further notes that: 

“SA faces the challenge of diversifying away from mining and resource extraction towards a 
manufacturing, value-adding and job-creating economy. Minerals downstream beneficiation and minerals 
upstream (inputs) have been identified as a key ‘pillar’ of SA’s reindustrialisation push. The aim is to ensure 
that more value is added to domestic mineral products before export, so as to extract greater economic 
value and employment from the country's remaining mineral resources, while at the same time using 
minerals sector demand to develop mining input industries (capital goods, consumables and services). 
Although South Africa is endowed with exceptional mineral resources, further downstream and upstream 
beneficiation has not fully reached its economic potential, mainly due to structural conditions within key 
value-chains.” (Page 82) 

To achieve this objective of beneficiation:  

“Strengthening and deepening industrial development will need to rest in great measure on securing 
concessional access to mineral feed-stocks as a source of competitive advantage and developing value-
adding beneficiation as a competitive advantage for the domestic manufacturing sector.” (Page 31) 

The IPAP notes that it is intended to use the Mineral and Petroleum Resources Development Act (MPRDA) to “incentivise 
the beneficiation of minerals in South Africa, subject to particular terms and conditions that the Minister may determine.” 
(IPAP, page 55). Draft amendments to the MPRDA suggests that this could include quantitative restrictions on the 
exports of minerals deemed “strategic”. Or, alternatively, a tax could be levied on minerals exports to ensure that local 
producers can access minerals for beneficiation at below market price. 
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It must be noted that nowhere do policy documents such as the IPAP consider the possible negative impact of these 
proposals for the mining industry. It is simply assumed that the mining industry is sufficiently profitable to absorb 
whatever additional costs are imposed on it. Indeed, the SIMS document, despite proposing a 50% tax on all mining profits 
above a “normal return” (defined as government long bond rate plus 7%) plus a raft of other government interventions, 
presumes continuous (?) substantial growth in mining output, exports and employment. The IPAP document simply 
ignores the possibility of a negative impact of its proposals on mining output. 

Before looking at the possible negative impact for mining of a proposed tax on mineral exports, it is worth briefly 
considering whether the envisaged positive benefits of beneficiation for industrial output are grounded in fact. 

2. Will the focus on beneficiation benefit South Africa? 
The continued focus on beneficiation flies directly in the face of advice given to government by the International Panel 
of Advisors on Growth appointed in terms of the AsgiSA process. In its final 2008 Report the Panel concludes:  

“Beneficiation should not be used as the basis for selective intervention and industrial promotion. Greater 
processing of natural resource exports does not constitute either an easy or a natural next step in the 
process of structural transformation, especially in South Africa. Downstream sectors already benefit from 
proximity to inputs and South Africa’s remoteness from the rest of the world. If these sectors have not 
developed on their own, it is prima facie evidence that either they face low social returns or confront 
obstacles similar to those of other sectors….  Privileging beneficiation is unwarranted and it takes 
government’s attention away from other opportunities that may have more potential to create export 
jobs in South Africa.” (Page 15) 

It should be noted that the principal drivers of the Report, Ricardo Hausmann and Dani Rodrik, are not opposed to 
government-directed industrialisation. But they find no support for the belief that cheaper minerals products will drive 
faster industrial growth. 

In a working paper that formed part of the process of the International Panel investigating policy options for South Africa, 
researchers Hausmann, Klinger and Lawrence specifically investigated the possible role of beneficiation. Their conclusion 
is quoted at length because of its importance: 

“Beneficiation, moving downstream, and promoting greater value added in natural resources are very 
common policy initiatives to stimulate new export sectors in developing countries, largely based on the 
premise that this is a natural and logical path for structural transformation. But upon closer examination, 
we find that very few countries that export raw materials also export their processed forms, or transition 
to greater processing. The quantitative analysis finds that broad factor intensities do a much better job of 
identifying patterns of production and structural transformation than forward linkages, which have an 
insignificant impact despite the fact that our data is biased against finding significant effects of factor 
intensities and towards finding significant effects of forward linkages. Moreover, the explanatory power 
of forward linkages is even smaller in sectors with high transport costs, and in sectors classified as primary 
products or raw materials, which are the most common targets of such policies. Finally, the results are the 
same even when only considering developed countries, meaning that colonial legacy inhibiting transitions 
to natural resource processing are not to blame. These results suggest that policies to promote greater 
downstream processing as an export promotion policy are misguided. Structural transformation favors 
sectors with similar technological requirements, factor intensities, and other requisite capabilities, not 
products connected in production chains. There is no reason for countries like South Africa to focus 
attention on beneficiation at the expense of policies that would allow other export sectors to emerge. 
This makes no sense conceptually, and is completely inconsistent with international experience. Quite 
simply, beneficiation is a bad policy paradigm.” (Page 3)  

Two micro examples add weight to these findings: 

2.1. Steel example 1 

A 2011 study of South African steel exports by Kumba Iron Ore found that iron ore typically makes up only 6-13% of South 
African steel making costs. But South African steel exports in 2010 were 30-35% more expensive than international 
competitors from Ukraine and Brazil. Consequently, the Report notes that even if SA iron ore was free, the 
competitiveness gap would not be closed. Reducing the local costs of iron ore by 10% as a result of a 10% tax on iron ore 
exports would reduce the price of SA steel by 0.6-1.3% and so would have minimal impact on the competitiveness of SA 
steel. 
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Figure 1: Cost of South African steel exports in Europe and China 

 

2.2. Steel example 2 

The CEO of ArcelorMittal was quoted recently1 as saying that for 85% of their customers steel represented 5-25% of their 

costs. Reducing the price of steel by 10% would therefore reduce costs for these customers by between 0.5% and 2.5%. 
This is unlikely to significantly change their global competitiveness. 

Moreover, given above-inflation wage settlements in South Africa and the sharply rising real price of electricity, such an 
advantage will be at best temporary. Fluctuations in the Rand exchange rate are also often more important for global 
competitiveness than a 0.5-2.5% fall in costs as a result of lower steel prices. 

3. The impact on the mining industry of a 10% tax on mineral exports 
This section considers the likely impact on the mining industry of a 10% tax on mineral exports. This is done because it is 
understood that such a tax is currently the subject of negotiation between South Africa and the European Union. It should 
be noted that quantitative restrictions on mineral exports could have similar impacts to a tax on exports. 2 products are 
looked at – platinum group metals and iron ore – because it is believed that these metals are prime targets of 
government’s beneficiation drive. 

                                                                    

 

 

 

 

 

1 Business Day, 28 August 2014. 
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3.1. PGMS 

In Table 1 the impact of a blanket 10% tax on PGM sales is shown for Anglo American Platinum and Impala Platinum. 
Lonmin is not included as it does not seem to publish figures in a comparable format. 

A 10% tax on sales would make Anglo American Platinum loss-making on metal sales in 2009 and 2013. It would have made 
losses before tax in 2009, 2012 and 2013. Its profit before tax in 2010 is distorted by the sale in that year of 37% of one of 
its mines and profits made on the listing of its share in BRPM. 

Even after a 10% tax on sales, Impala Platinum would have made gross profits in all 5 years and profits before tax from 
2010-2012. But it would have made losses before tax in 2013 and 2014. 

The reason for the difference between the 2 companies is shown in their gross profit margins on sales. These margins are 
shown as a percentage of revenue. The proposed 10% tax on revenue will bring about a loss on gross metals sales if the 
gross profit margin on sales is less than 10%. Anglo American’s gross profit margin on metals sales was below 10% in 2009 
and 2012 and only slightly above 10% in 2013. Impala Platinum’s gross margin was above 10% from 2010-14, so, even with a 
10% tax on sales revenue, it would have been profitable in these years. But it would have been loss making before tax in 
2013 and 2014 with a 10% tax on sales. 

Table 1: Sales, costs and profits of PGM producers 

Anglo American Platinum (y/e 31 Dec) 

 2009 2010 2011 2012 2013 

Revenue R36 687 R46 025 R51 117 R42 838 R52 404 

Cost of sales -R34 715 -R37 991 -R42 562 -R41 948 -R46 208 

Gross Profit on metal sales R1 972 R8 034 R8 555 R890 R6 196 

Operating profit R921 R7 253 R7 965 -R6 334 R1 968 

Profit before tax R3 049 R12 420 R6 661 -R7 617 R677 

Gross Profit on metal sales: 
after 10% tax on sales  -R1 697 R3 432 R3 443 -R3 394 R956 

Operating profit:  
after 10% tax on sales -R2 748 R2 651 R2 853 -R10 618 -R3 272 

Profit before tax:  
after 10% tax on sales -R620 R7 818 R1 549 -R11 901 -R4 563 

Gross profit margin on sales: before 
10% export tax 5.4% 17.5% 16.7% 2.1% 11.8% 

Gross profit margin on sales: after 
10% export tax -4.6% 7.5% 6.7% -7.9% 1.8% 

Impala Platinum (y/e 30 June) 

  2010 2011 2012 2013 2014 

Revenue R25 254 R32 872 R27 393 R29 844 R29 028 

Cost of sales -R18 075 -R22 519 -R21 613 -R25 132 -R25 786 

Gross Profit R7 179 R10 353 R5 780 R4 712 R3 242 

Profit before tax R7 087 R9 378 R6 087 R2 460 R15 

Gross Profit:  
after 10% tax on sales R4 654 R7 066 R3 041 R1 728 R339 



 

 
8 

Profit before tax:  
after 10% tax on sales R4 562 R6 091 R3 348 -R524 -R2 888 

Gross profit margin on sales: before 
10% export tax 28.4% 31.5% 21.1% 15.8% 11.2% 

Gross profit margin on sales: after 
10% export tax 18.4% 21.5% 11.1% 5.8% 1.2% 

 

The above analysis is highly simplistic. It assumes that platinum producers would not react to a tax on their sales and that 
all their production occurs at uniform costs and revenue. In fact both Anglo American Platinum and Impala Platinum 
operate several mines, each with a number of shafts, the costs and profitability of which differ. To remain profitable in 
the event of a tax on revenue being imposed each shaft would be analysed separately by its owner. Unprofitable shafts 
would be closed and only those that are still profitable after the tax would continue to operate. Profits would therefore 
not fall by as much as the above analysis suggested. But ounces produced would fall, along with export revenue and jobs. 
The extent of the adjustments required just to return Anglo American Platinum to sustained profitability, let alone to 
achieving an acceptable return on shareholder capital, suggests that these costs in terms of lost production and jobs 
would be large. 

3.2. Iron Ore 

In Table 2 the impact of a 10% tax on exports is illustrated for South Africa’s 2 major iron ore producers. It can be seen 
that the margins for iron ore over the past 5 years have been much higher than for PGM production. In all 5 years Kumba’s 
and Assore’s sales margins exceeded 10% by a substantial margin and they would therefore have been profitable even 
after the imposition of a 10% tax on exports. 

Table 2: Sales, costs and profits of Iron Ore producers 

Kumba (y/e 31 Dec)      

 2009 2010 2011 2012 2013 

Revenue: export sales R18 657 R32 951 R42 454 R45 446 R54 461 

           domestic sales R1 359 R2 874 R3 388     

           Shipping operations R3 392 R2 879 R2 711     

Cost of sales -R10 528 -R13 573 -R16 587 -R21 800 -R26 076 

Operating profit R12 880 R25 131 R31 966 R23 646 R28 385 

Operating profit:  
after 10% tax on export sales R11 014 R21 836 R27 721 R19 101 R22 939 

Operating margin on sales:  
before 10% export tax 55.0% 64.9% 65.8% 52.0% 52.1% 

Operating margin on sales:  
after 10% export tax 47.1% 56.4% 57.1% 42.0% 42.1% 

            

Assore - iron ore (y/e June)           

  2010 2011 2012 2013 2014 

Revenue R5 003 R10 358 R15 324 R15 963 R18 101 

Cost of sales -R3 566 -R5 708 -R9 488 -R10 446 -R11 744 

Gross Profit R1 437 R4 651 R5 836 R5 517 R6 357 
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Operating profit:  
after 10% tax on export sales R936 R3 615 R4 303 R3 921 R4 547 

Operating margin on sales:  
before 10% export tax 28.7% 44.9% 38.1% 34.6% 35.1% 

Operating margin on sales:  
after 10% export tax 18.7% 34.9% 28.1% 24.6% 25.1% 

Iron ore production is different to PGMs as it is focused around a very much smaller number of very large open-pit mines. 
The ability of iron ore producer to adjust their production to protect margins after the imposition of a 10% export tax is 
therefore more limited than that of PGM producers. This does not mean there will not be a longer-term impact as 
shareholders seek higher profit margins in other countries and/or other metals. Measuring the impact of such an effect 
would require sophisticated modelling beyond the scope of this report. 

4. Conclusions 
The brief analysis above provides little support for export taxes, one of the many measures currently envisaged in the 
Amendment Bill to the MPRDA. Much more analytic work is needed to model what each of the measures proposed would 
result in, individually and in solido. The analysis here needs to be supplemented urgently so that the debates in and around 
Parliament do not simply result in a contest of interests, but rather jump-starts a true conversation of shared values. In 
fine, if the country’s mining industry continues to decline everybody will lose: the industry itself, the manufacturing 
sector, government, labour, communities and the economy at large. Declining commodity prices need not lead to a 
secular decline of an industry that is now too many things to too many interests. The conversation must shift now from 
a focus on sharing yesteryear’s super-profits to protecting its potential for tomorrow’s super-profits. 
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