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Regulatory developments are often presented as being in the public interest but recent studies on corporate 
governance have suggested otherwise. In some cases, regulatory change is driven more by the self-interest 
of the political elite than by the need for substantive reform. This paper adds to this debate by considering 
whether capital gains tax (CGT) in South Africa is an example of a genuine attempt to improve the 
perceived fairness of the tax system or whether perceptions of fairness are being used simply to further 
political agendas. The paper concludes that the latter may be the case. South Africa is used as a case study 
because of the fairly recent introduction of CGT, as an example of a material amendment to tax policy, and 
because of the country’s fairly recent transition to democracy. 
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1 

Introduction 
This paper uses a correspondence analysis to 
shed light on the operation of the capital gains 
tax (CGT) in South Africa.1 Introduced in 2001, 
CGT was promoted as an important means of 
entrenching horizontal and vertical equity (Katz 
Commission, 1995), ensuring that the wealthy 
shoulder a heavier tax load and that taxpayers 
in equal economic positions incur an equivalent 
tax charge (Congress of South African Trade 
Unions [COSATU], 2001; Manuel, 2010). The 
projected increase in state revenues was also 
expected to make an important contribution to 
poverty alleviation strategies, particularly schemes 
for the upliftment of the previously disenfran-
chised (Voster, 2000; South African Revenue 
Services [SARS], 2000; Katz Commission, 
1995). Accordingly, despite the fact that it 
imposed an additional tax burden on capital 
holders, CGT was celebrated as a means of 
promoting the fairness of the South African 
Tax System (Maroun, Turner & Sartorius, 2011).  

Changes to tax policies are, however, 
frequently defended on the grounds of fairness 
(Farrar, 2011). In doing so, governments are 
able to create the impression of active reform 
that resonates with the principles of paying a 
fair share for state services in proportion to 
one’s ability to do so (Vivian, 2006). This 
approach appeals to people’s sense of moral 
rectitude or perception that they are acting for 
the collective benefit of society (COSATU, 
2001; Katz Commission, 1995; Coetzee, 1998; 
Suchman, 1995). Confidence in government, 
political support and regulated conduct by 
citizens tend to be the result (Farrar, 2011). It 
may, however, be found that the trumpeted 
message of rational and fair reforms to the tax 
system is decoupled from the practical, but 
contrary, experiences of taxpayers (Meyer & 
Rowan, 1977; Suchman, 1995).  

Much of the previous South African tax 
research is either mainly technical in nature 
(see Arendse, 2004a; Stiglingh, Koekemoer & 
Wilcocks, 2011) or grounded in positivist 
traditions (Coetsee & Stegmann, 2012; Maroun, 
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2012). Although this body of research has 
made a number of important contributions, it 
lacks critical bite, with the result that powerful 
political and social forces shaping local tax 
policies have been largely overlooked (Carruthers, 
1995; Malsch & Gendron, 2011). The applica-
tion of traditional “objective” methods to tax 
research also means that the emphasis has been 
on reporting factual findings, to the detriment 
of challenging the status quo and critically 
evaluating what might and should be 
happening when it comes to future changes to 
the tax system (Laughlin, 1995; see: Llewelyn, 
1996; Ahrens et al., 2008; Brennan & Solomon, 
2008; Humphrey, 2008).  

In this light, this paper explores the tension 
between certain of the state’s policy statements 
which maintain that CGT is a means of 
entrenching fairness in the South African tax 
system and the perceptions of taxpayers, 
informed by the benefits of personal experience, 
which point to underlying unfairness (Hayek, 
1960). Using the seminal work of Smith 
(1776), which describes the characteristics of a 
fair tax system, we concentrate mainly on the 
CGT implications for black economic empower- 
ment (BEE), public benefit organisations (PBO), 
and small- and medium-sized enterprises, given 
the key role that each plays in government’s 
poverty alleviation plans. In doing so, the 
research offers a fresh perspective on CGT, 
complementing more technically oriented studies. 
Specifically, the research is inspired by a like-
minded body of corporate governance research 
which points to the social, political and 
institutional forces which shape modern society, 
showing how similar processes may be at work 
when it comes to the development of tax 
policy2 (examples include Unerman & O’Dwyer, 
2004; Laughlin, 2007; Smith-Lacroix, Durocher 
& Gendron, 2012). Finally, the paper makes an 
important methodological contribution by serving 
as one of the first examples of a mixed method 
study on South African tax grounded in a 
critical epistemology.  

The paper is structured as follows: Section 2 
provides a review of the literature, establishes 
a theoretical framework and derives the compo- 
nents of the chosen survey instrument. Section 
3 discusses the method. Section 4 examines 
arguments and counterarguments on the perceived 
fairness of CGT with respect to poverty 

alleviation strategies that include BEE schemes, 
PBO’s and small business tax relief. Section 5 
discusses the findings and section 6. 

2 
Literature review 

In terms of the Eighth Schedule to the Income 
Tax Act 58 of 1962 (the Act), CGT is levied 
on certain capital assets disposed of by 
taxpayers on or after 1 October 2001 (Stiglingh 
et al., 2011). An “asset” is defined widely, and 
includes any: 
1) property of whatever nature, whether 

movable or immovable, corporeal or 
incorporeal excluding any currency but 
including coins made mainly from gold or 
platinum; and 

2) any right or interest of whatever nature to 
or in such property (para 1, Eighth Schedule 
to the Act). 

The “capital gain” is determined by deducting 
from the proceeds on disposal (para 35, Eighth 
Schedule to the Act) the base cost of the asset 
(para 20 of the Eighth Schedule to the Act). An 
annual exclusion is available to reduce both 
capital gains and losses, leaving the aggregate 
capital gain or loss, for both natural persons 
and certain trusts. Assessed capital losses from 
the previous year’s assessment may be used to 
reduce the aggregate capital gain or loss, 
leaving a net capital gain or assessed capital 
loss. A taxpayer’s taxable capital gain for the 
year of assessment is the net capital gain for a 
taxpayer multiplied by the relevant inclusion 
rate applicable to the taxpayer. This resulting 
taxable capital gain is added to the taxpayer’s 
taxable income and subject to normal income 
tax. A taxpayer’s assessed capital loss cannot 
be set off against normal taxable income. 
Instead, it is carried forward to the next year of 
assessment where it can be used to reduce 
future realised aggregate capital gains or 
increase aggregate losses in subsequent years 
(paras 3-10, Eighth Schedule to the Act; s 26A 
of the Act). In this way, taxable capital gains 
become part of the total taxable income and 
are subject to normal tax rather than being 
subject to a unique tax. Nevertheless, in the 
interests of brevity, the term normally used is 
CGT (Stiglingh et al., 2011). 
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This overview of CGT is deliberately brief. 
The aim of this research is not to provide an 
extensive technical account of CGT. Instead, 
the research highlights inconsistencies between 
the State’s initial arguments that CGT would 
improve the fairness of the South African tax 
system and current experiences of taxpayers, 
which suggest possible sources of injustice. To 
do so, we ground the debate on the effect of 
CGT on certain poverty alleviation schemes in 
the critical corporate governance literature and 
on the “elements” of a “fair” tax system 
identified in the seminal work by Smith 
(1776)3 (in Vivian, 2006). Consequently, this 
paper is highly normative. The paper intends, 
in the absence of a well-developed body of 
interpretive or critical South African tax 
literature, to identify “analogies, similarities 
and dualities” between the critical corporate 
governance literature and certain aspects of the 
Eighth Schedule to the Act, and by doing so 
aims to offer new perspectives on tax regulatory 
developments (Llewelyn, 1996; Llewelyn, 2003; 
Khalifa, Sharma, Humphrey & Robson, 2007).  

2.1  Development of a theoretical 
framework and the correspondence 
analysis 

Laws and regulations are often “marketed” to 
the electorate as pro-social and fair (Laughlin, 
2007; Canada, Kuhn & Sutton, 2008; Farrar, 
2011). The modus operandi fosters trust in 
governments, ensures compliance and ultimately 
serves to legitimise governments’ policies in 
the eyes of voters (Kaplan & Ruland, 1991; 
Suchman, 1995; Farrar, 2011). In a corporate 
governance setting, new laws and regulations 
are, therefore, portrayed as contributing to 
economic efficiency, responding to prior 
failures and ultimately preserving confidence 
in the capital market system and respective 
regulatory body (Canada et al., 2008; Sy & 
Tinker, 2008; Tremblay & Gendron, 2011). 
More critical perspectives are, however, also 
possible.  

Mitchell and Sikka (2004) explain that an 
apparently “objective” state of affairs is the 
product of competing political, social, economic 
and cultural forces (Foucault, 1977; Burchell, 
Clubb, Hopwood, Hughes & Nahapiet, 1980; 
Khalifa et al., 2007). Consequently, while “we 
may lament this state of the world, the fact is 

that policy making is inherently a political 
rather than a scientific process” (Humphrey, 
2008:176), with the result that acting in the 
public interest and the furtherance of political 
self-interest frequently co-exist (Mitchell & 
Sikka, 2004; Tillema & ter Bogt, 2010; Malsch 
& Gendron, 2011). Explaining the promulgation 
of new laws and regulations, therefore, requires 
a consideration, not only of rational economic 
issues, but also of social and political factors 
which may provide their actual “raison d’ etre” 
(Power, 1994; Humphrey, 2008).  

Unerman and O’Dwyer (2004) provide a 
practical example, exploring the promulgation 
of the Sarbanes Oxley Act (2002). While 
ostensibly motivated by the need to improve 
the regulatory landscape following the demise 
of Enron, the researchers uncover a political 
dimension to the new law, suggesting that 
policy-makers may have been concerned about 
reassuring their constituencies of the sound 
functioning of capital markets in order to 
secure their places in government. Laughlin 
(2007) provides a similar account. He argues 
that financial reporting in the United Kingdom 
is characterised, at least to some extent, by the 
changing political attitudes of the country’s 
leadership. The relevance of social and political 
forces is also highlighted in an auditing context 
by Sikka, Puxty, Willmott and Cooper  (1998: 
299), who argue that the objectives of audit are 
“constructed and transformed within the social 
relations of power”, with the result that the 
meaning and objective of “audit” are a product 
of the accommodation of the professional 
interests of accountants and the political 
desires of the state.  

A similar relationship between changes in 
tax policy and political interest and power may 
apply in a South African context (Llewelyn, 
2003). In the debates preceding the introduction 
of CGT in 2001, proponents maintained that 
the tax on capital gains was “fair” in the sense 
that it was consistent with Smith’s (1776) 
canons describing the elements of a “fair” tax 
system.4 Firstly, despite the concern that CGT 
would amount to a form of double tax, 
(Criterion 1 in Table 1), government took the 
position that wealthier taxpayers, including 
those who may have accumulated stores of 
capital wealth as a direct result of Apartheid, 
ought to be subject to tax upon the realisation 
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of those gains (COSATU, 2001; African National 
Congress [ANC], 2010). The principles of 
horizontal and vertical equity meant that a 
taxpayer enriched by earning an income or 
realising an equivalent capital gain ought to 
suffer an equal tax charge (SARS, 2000; 
Roberts, 2006; Vivian. 2006). In other words, 
irrespective of the nature of the gain, for the 
tax system to be fair, the mere fact that a 
taxpayer had been enriched should be seen as 
sufficient grounds to levy tax (Vivian, 2006) 
(Criterion 2 in Table 1). Secondly, exempting 
capital gains from tax would leave vast stores 
of wealth, accumulated in the hands of an elite 
group of wealthy individuals, untaxed (Katz 
Commission, 1995). Capital taxes, even if a 
possible source of double tax, would be 
shouldered by wealthier taxpayers better able 
to bear the additional tax load, without 
undermining the ability of a taxpayer to 
support himself and his family (SARS, 2006; 
Roberts, 2006; Vivian, 2006) (Criterion 3 in 
Table 1). Finally, by increasing state revenues 
government would also be able to tackle 
nation-wide poverty more effectively with a 
number of better-funded schemes aimed at 
improving the plight of the historically 
disadvantaged (Criterion 4 in Table 1) (SARS, 
2000; Voster, 2000; Manuel, 2001; Maroun et 
al., 2011).  

Experience shows, however, that the intended 
benefits of GCT may not be a reality. In line 
with the arguments of Farrar (2011) and 
Marriott (2010), in the long run “fairness” may 
be found to take second place to the avowed 
intention of tax legislation. This brings us to 
the essential issue of this paper: are claims that 
fairness is being entrenched in the tax system 
bona fide or expedient? To explore this in 
more detail, we consider three primary poverty 
alleviation schemes identified by government 
which have direct relevance to CGT: Black 
economic empowerment schemes (BEE), relief 
measures for small and medium-sized entities, 
and preferential treatment for public benefit 
organisations (PBOs) and recreational and 
sports clubs (clubs) (Manuel, 2006, 2009, 2010).  

2.2 BEE schemes  
BEE is designed to champion the interests of 
non-white South Africans with the aim of 
redressing economic imbalance. Examples of 

BEE schemes include specific government 
grants, preferential employment opportunities 
and, of particular relevance for this paper, the 
offering of equity stakes in enterprises to the 
historically disadvantaged (Arendse, 2004a; 
COSATU, 2011; Democratic Alliance, 2011). 
In keeping with the principle that wealthier 
taxpayers ought to have a higher tax charge, 
government took the position that BEE 
schemes should be subject to specific CGT 
relief, mainly in the form of “roll-over 
provisions” when certain capital assets are 
disposed of (Arendse, 2004a).  

These have, however, been criticised for 
amounting to little in substance. Many of  
the roll-over provisions (s 41-s 47 of the Act) 
are highly complex and difficult to apply  
in practice (Arendse, 2004b; Olivier, 2007; 
Stinglingh et al., 2011). For example, definitions 
of a “group of companies” in the Act, which 
form a basis for the required CGT relief, are 
inconsistent with many BEE charters, leading 
to unfavourable tax consequences (Arendse, 
2004b; Stinglingh et al, 2011). Provisions 
dealing with capital losses constitute a second 
stumbling block, often ring-fencing these 
losses, to the detriment of effective tax 
planning by BEE schemes (Arendse, 2004a; s 
41 of the Act). As a result, when it comes to 
these initiatives, the levying of CGT could be 
tantamount to the State’s offering a measure of 
assistance with the one hand, and then 
retracting part of it with the other through the 
application of additional tax (Arendse, 2004b).  

Further, the BEE relief measures stop short 
of exempting capital gains from CGT. 
Although this is consistent with the notion of 
taxpayers’ paying tax on gains irrespective of 
the nature of those gains, critics have 
maintained that capital formation and protection, 
especially when it comes to emerging businesses, 
are fundamental for long-term poverty allevia-
tion (Dyl, 1977; Moore & Silva, 1995; Conda, 
2006). In the long run, CGT may, para-
doxically, amount to a double tax that 
undermines the state’s revenue collection, to 
the detriment of the poor (Vivian, 2006; Stein, 
2000; Voster, 2000; Ricardo, 1817). Rather 
than being heralded as a success, CGT has, 
therefore, been lambasted for stifling innovation 
and entrepreneurship (Stein, 2000). 

In contrast, SARS has stressed the evolutionary 
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nature of its tax reform process. At the time of 
the introduction of CGT, no provisions existed 
which recognised a group of companies as an 
economic unit in order to provide CGT relief 
to BEE schemes (Harrison, 2001:4). The South 
African government reassured taxpayers that 
ongoing improvements would be made (Ensor, 
2001a; Ensor, 2001b; Manuel, 2007; Manuel, 
2010). The conclusion reached was that any 
practical difficulty encountered when applying 
the “roll-over” provisions of ss 41-47 of the 
Act would not constitute a material source of 
unfairness. In a recent announcement, however, 
government suspended the operation of the “roll 
over provisions” on the basis that they were 
being used in tax avoidance schemes and 
therefore detracted from the fairness of the tax 
system.  
Statement 1: CGT taxes only the wealthy.  
Statement 2: CGT promotes the equal taxing of 
taxpayers in equal economic positions. 
Statement 3: The CGT effects of ss 41 to s 47 
of the Act pose difficulties for BEE deals. 

2.3  Public benefit organisations and 
recreational clubs 

Critics have argued that CGT, by resulting in a 
higher tax load, thwarts the philanthropic 
efforts of PBOs and certain clubs working for 
charitable ends (Mitchell, 2006; South African 
Council of Churches (SACC), 2006). The 
Minister of Finance (Manuel, 2001) and SARS 
(Manuel, 2006) defended levying CGT on 
these taxpayers as a means of standardising tax 
practice and closing avoidance loopholes that 
relied on the tax-exempt status of certain 
classes of taxpayers (SARS, 2008; Manuel, 
2010). By reducing, but not eliminating, the 
CGT exemption for PBO’s and clubs, govern-
ment concluded that it had successfully 
balanced the goals of protecting the tax base 
while ensuring that PBOs and clubs were not 
unable to bear the tax load (SARS, 2004; s 10 
of the Act; para 64 of the Eighth Schedule to 
the Act). The respective CGT relief provisions, 
like the BEE equivalents, are, however, complex 
and difficult to apply in practice. For example, 
where an asset is used for the dual purpose of 
earning rentals and directly in charity initiatives, 
CGT relief may be foregone. Consequently, a 
PBO or club may choose to leave assets idle, 

rather than use them for rentals to finance 
additional charity work. The fact that a social 
welfare loss may result from unfavourable 
CGT treatment does not seem to have been 
taken into account (Mitchell, 2006: 137; SACC, 
2006; para 65B of the Eighth Schedule to the 
Act).  

Government has stressed, however, that 
PBOs and recreational clubs form an integral 
part of its plans to tackle poverty and contribute 
positively to community development. It maintains 
that failure to exempt these bodies from CGT 
is not a source of unfairness (Katz Commission, 
1995; SARS, 2000). To examine these views 
in greater detail, the following statements are 
included in the correspondence analysis:   
Statement 4: PBOs are not subject to full CGT 
exemption. 
Statement 5: Recreational clubs are not 
subject to full CGT exemption. 

2.4 Small businesses and job creation 
Small businesses are frequently defined as the 
cornerstone of economies (Poterba, 1989; Manuel, 
2010), leading to lobbying by emerging businesses 
for tax relief (Moore and Kerpen, 2001; Steyn, 
2001; Conda, 2006:5-6). In this context, the 
South African Chamber of Business (SACOB) 
condemned CGT as having adverse implications 
for entrepreneurship and job creation. Citing 
France, Germany and Italy as examples, it was 
argued that the South African government’s 
decision to levy CGT on small businesses was 
a possible contradiction of its stated objective 
of tax equity aimed at combating poverty 
(Poterba, 1989; Moore and Silva, 1995; Ededes, 
2000; SACOB in Meyerowitz, Emsile & Davis, 
2001). 

According to SARS (2000; 2004), however, 
CGT should not affect the ability of small 
businesses and their proprietors to bear the tax 
load. Government maintains that material 
capital realisation by this sector is unlikely and 
that this is catered for by current partial 
exemptions (Meyerowitz et al., 2001; Meyerowitz 
et al., 2007; Manuel, 2010; s 8 of the Act; s 
12E of the Act). Further, additional tax 
revenues attributable to CGT have, according 
to SARS (Manuel, 2008), formed part of the 
drive for subsequent and alternate tax relief 
(Manuel, 2001, 2008, 2009). In this context, 
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the hypothesis that CGT may be a bona fide 
example of a disincentive to small business 
creation that is associated with a possible 
source of unfairness is specifically included in 
the correspondence analysis:   
Statement 6: CGT may act as a disincentive to 
business start-ups. 
In addition, the question whether or not relief 
in the form of CGT exemptions and the 
availability of deductible capital losses is 
perceived as adequate, and hence consistent 
with notions of tax fairness (Smith, 1776) is 
also addressed by the correspondence analysis:  
Statement 7: Small business exemptions and 
deductibility of capital losses from capital 
gains are possible. 

3 
Method 

A survey instrument (a correspondence table) 
was developed using an interpretive analysis of 
the prior literature (Bendixen, 1996; Maroun  
et al., 2011; Merkl-Davies, Brennan & Vourvachis, 
2011). Each of the row (CGT-related state-
ments) and column (fairness criteria) headings 
are derived from a detailed review of the 
professional and academic literature outlining 
the arguments for and against the levying of 
CGT on BEE schemes, clubs, PBOs and small 
businesses.  

It should be noted that the researchers 
played an integral part in the development of 
the final correspondence table (Table 1). In 
particular, the selection of specific CGT effects 
was carried out by the researchers and is 
eclectic. Although this poses some threat to the 
validity of the research findings, the subjective, 
interpretive approach allowed the research to 
be more flexible and offered a fresh perspective 
on CGT. This was especially useful given the 
lack of prior interpretive or critical research in 
a South African tax setting (Creswell, 2009; 
O’Dwyer, Owen & Unerman, 2011). Further, 
“validity” and “reliability” should not be 
interpreted in terms of arms-length analysis of 
the subject matter and “generalisability”, but 
rather in terms of providing a detailed, justified 
argument that allows the reader informed 
insight into the phenomenon being analysed 
(Creswell, 2009). To this end, it is important to 

note that the correspondence plot (Figure 1) 
simply aggregates the perceptions of the 
experts in the sample and “captures” these in a 
two-dimensional plot which is easy to interpret. 
At no time do we purport to “quantify” tax 
fairness or advance an “optimal solution”. This 
is the realm of positivist research. Instead, the 
correspondence plot is used to inform the 
debate on the perceived fairness of certain 
aspects of CGT, grounded in critical corporate 
governance research and prior literature on 
CGT.    

To ensure that the correspondence table was 
free from technical errors and/or ambiguities, 
the survey instrument was piloted and no 
material issues were noted. As discussed 
above, grounding the survey statement in the 
prior literature helped to mitigate possible 
researcher bias. The interpretation of results 
was also reviewed by each of the researchers 
for logic and coherence and earlier versions of 
this paper were presented to peers to ensure 
that the findings resonated with a broad group 
of informed readers.  

3.1 Data collection and analysis 
A purposeful selection technique, dictated by 
ease of access, was used to draw a sample of 
tax experts from a population comprising all 
registered taxpayers with an understanding of 
the Eighth Schedule to the Act. Only tax 
experts from several audit firms, COSATU, 
the National Treasury, SARS officials and tax 
academics with a thorough knowledge of CGT 
were selected, resulting in a sample size of 60.5 
Barring issues of practicality, the technical 
nature of tax is such that carrying out a 
detailed review with people who are not 
sufficiently informed of the operation of the 
Eighth Schedule to the Act would have been 
nonsensical. Although the technique chosen 
carries the risk of bias, it ensured that only 
knowledgeable participants were engaged, 
thereby enhancing the quality of the findings 
(Brennan & Kelly, 2007; Creswell, 2009). In 
other words, the researchers were compelled to 
make a trade-off between the quality and the 
quantity of the responses. Nevertheless, although 
only experts were engaged, respondents were 
selected from a number of different organisa-
tions to ensure that a balanced reflection of 
CGT was obtained. This was especially 
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important given that a number of experts may 
be holders of capital. To this end, roughly half 
of the respondents were drawn from the 
National Treasury, SARS and COSATU 
collectively. The remainder comprised tax 
practitioners and academics. As an additional 
safeguard, experts were reminded of the need 
for complete candour and objectivity when 
completing the correspondence table and were 
guaranteed complete anonymity (adapted from 
Brennan & Kelly, 2007; Creswell, 2009). 
Following this, the results of the correspondence 
analysis were contrasted with the debates 
reported in the prior literature. Finally, the 
choice and use of a correspondence analysis, 

including its statistical manipulations, was 
reviewed by an independent statistician.6  

It must be stressed, however, that the 
perceived fairness of CGT is a complex and 
subjective issue not conducive to inferential 
testing dependent on large sample sizes where 
the samples consist of average taxpayers. This 
is an inherent characteristic of interpretive 
studies (Parker & Roffey, 1997; O’Dwyer et 
al., 2011) and not in itself a threat to validity 
and reliability, especially in this case, where 
participants require specific knowledge to 
provide an informed response. The final 
correspondence table completed by experts is 
presented as Table 1. 

 
Table 1 

Survey questionnaire  
 Statement Unfairness criteria 

  
  
  
  

Based on Smith’s (1776) definition of a fair tax system  
 

Based on the 
South African 

context 

C1: Gives rise to 
double tax as 

CGT is a tax on 
capital. 

C2: Does not ensure 
that all taxpayers 

contribute fairly for 
state-provided 

services. 

C3: Undermines 
ability to support 
the taxpayer’s 

family. 

C4: Does not 
promote the 

upliftment of the 
disadvantaged.  

P1 CGT taxes only the wealthy.     

P2 CGT promotes the equal taxing of 
taxpayers in equal economic positions. 

    

P3 PBOs are not subject to full CGT 
exemption. 

    

P4 Recreational clubs are not subject to full 
CGT exemption. 

    

P5 The CGT effects of s 41 to s 47 pose 
difficulties for BEE deals. 

    

P6 CGT may act as a disincentive to 
business start-ups. 

    

P7 Small business exemptions (para 57) 
and deductibility of capital losses from 
capital gains (para 7) are possible. 

    

 
Respondents were required to mark with an 
“X” those statements (rows) which correspond 
with “absence of fairness criteria” (columns). 
Each “X” was assigned a value of one; a non- 
response was assigned a value of zero. In other 
words, where respondents agreed with the 
statement(s) and felt that the statement(s) was 
(were) associated with one or more unfairness 
characteristic, they marked the respective 
cell(s) with an “X”. If they felt that a statement 
was appropriate or correct, but was not a 
material source of unfairness, the respective 
row would be left blank. The same is true if 

respondents disagreed with the respective 
statement. The chosen scale is nominal, with 
individual participants being asked to endorse 
each “category” by either agreeing or disagreeing. 
Together with the interpretive research style 
and normative nature of the findings, this 
means that measures of internal consistency, 
such as the Cronbach alpha, are not required. 

To address the risk of the questionnaire 
eliciting negative responses due to its structure 
or result bias due to incorrect completion, 
respondents were provided with detailed instruct- 
tions on how to complete the correspondence 
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table. In particular, they were advised that they 
could mark with an “X” as many or as few 
cells as they felt appropriate and that where 
they felt that there was no or little relationship 
between a row and column heading that the 
respective cell could be left blank. Further, 
respondents were reminded that there were no 
“correct” or “incorrect” answers, that their 
individual responses would be treated as 
confidential and that the research was being 
carried out for academic purposes only. 
Respondents were then left to complete the 
correspondence table in private. 

A 7 row x 4 column correspondence table 
captured aggregated results. Correspondence 

analysis (principle component analysis per 
STATA) was used to generate a two-
dimensional plot (Bendixen, 1996; Maroun et 
al., 2011) of the opinions of tax experts with 
respect to the fairness (according to Smith’s 
(1776) canons) of the seven statements above 
(derived from the prior literature). For the 
purposes of the correspondence analysis, only 
the relationship between rows and columns is 
relevant. Neither the “sign” of any correlation 
nor the relationship between individual points 
plotted in the final two-dimensional space is, 
in itself, significant.7  Descriptive statistics are 
summarised in Table 2. 

 
Table 2 

Descriptive statistics 
 

Descriptive statistics 
Number of observations  326 

Pearson chi2(18)  39.76 

Prob > chi2  0.0023 

Total inertia  0.1220 

Number of dim 2 

Expl. inertia (%)  (7 active rows; 4 active columns) 94.11 
 

Eigenvalue report 

Dimension Value Inertia Chi2 
Principal 
percent 

Cuml 
percent 

Dim 1 0.2874807 0.0826452 26.94 67.76 67.76 

Dim 2 0.1792419 0.0321277 10.47 26.34 94.11 

Dim 3 0.0847912 0.0071895 2.34 5.89 100 
 

Statistics for row and column categories in symmetric normalisation 
 Dimension 1 Dimension 2 
Categories Mass Quality % inert Coord Sq corr Contrib Coord Sq corr Contrib 

Rows 

Tax wealthy 0.074 0.977 0.223 1.117 0.968 0.319 0.137 0.009 0.008 

Equity 0.098 0.785 0.085 0.222 0.134 0.017 0.619 0.651 0.21 

PBO 0.172 0.794 0.084 -0.403 0.779 0.097 -0.07 0.015 0.005 

Clubs 0.175 0.986 0.222 -0.599 0.666 0.218 -0.526 0.32 0.27 

BEE 0.169 0.924 0.198 -0.442 0.393 0.115 0.651 0.531 0.399 

Bus start 0.23 1.000 0.153 0.486 0.836 0.189 0.272 0.164 0.095 

Small ex 0.083 1.000 0.034 0.397 0.897 0.045 -0.17 0.103 0.013 
Columns                                  
Unfair1 0.058 0.936 0.208 -0.274 0.049 0.015 1.468 0.887 0.701 

Unfair2 0.156 0.954 0.358 0.925 0.882 0.466 -0.336 0.072 0.098 

Unfair3 0.34 0.762 0.119 0.297 0.597 0.105 0.198 0.165 0.074 

Unfair4 0.445 0.997 0.315 -0.517 0.891 0.414 -0.226 0.106 0.127 
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Row profiles and masses were used to 
calculate the inertia (variance) attributable to 
each cell in the contingency table (Table 1). 
The coordinates of the points-rows and points-
columns, as well as the selection of axes 
(dimensions), illustrated in Figure 1, were 
developed by principal component analysis 
(Bendixen, 1996:15-21). The bi-plot details 
section (Table 2) was then used to define the 

respective axes according to Figure 1. In this 
regard, the axes, based on the four unfairness 
criteria, were determined by the coordinates of 
each unfairness criterion, the respective inertia 
of the unfairness criteria and their correlation 
coefficients with chosen axes. Unfairness 
criterion 3 showed both a low level of inertia 
and a weak correlation with two axes, and is 
not included in the final plot. 

  
Table 3 

Labelling of axes 
Axis Label 

Positive x-axis (axis 1) Unfair 2: Unequal contribution for state-provided services 

Negative x-axis (axis 1) Unfair 4: Does not promote upliftment of the poor 

Positive y-axis (axis 2) Unfair 1: Double tax 

Negative y-axis (axis 2) Not defined 

 
In summary, the correspondence analysis 
provides a simplified aggregation of the 
opinions of tax experts. The aim is not to “test” 
whether or not each statement is regarded as 
fair or unfair. Instead, the correspondence 
analysis highlights material correlations 
between statements and the unfairness criteria 
to inform further analysis by the researchers of 
certain of the prior literature. As such, the 
method neither oversimplifies the analysis 
through arbitrary “measurement” of perceived 
tax fairness nor provides cumbersome 
descriptions, which is a criticism of more 
interpretive studies (Merchant, 2008).   

4 
Results   

The correspondence bi-plot (Figure 1) shows 
the relationships between statements (labelled 
P1 to P7) identified and the unfairness 
characteristics (labelled C1 to C4) derived in 
section 2. Results indicate significant dependen- 
cies, supporting the general contention: contrary 
to the South African government’s stated policies, 
features of CGT are perceived as unfair. Table 
2 indicates that the two-dimensional bi-plot 
(axes) had a retention value of 94 per cent, 
which is highly explanatory. 

Correlations or associations between statements 
(plotted points) and the unfairness criteria 

(axes) are depicted by the sign of the statement 
and its correlation coefficient. The sign of a 
plotted point is not, in itself, synonymous with 
“unfairness” but rather an indication of its 
relationship with one of the axes (Bendixen, 
1996). The significance of the paragraphs 
(inertia) and their relationship with specific 
axes (squared correlation) is explained in 
Table 2 and summarised in Figure 1. For the 
sake of clarity, Figure 1 summarises only those 
plotted points (statements) which made the 
highest inertia and correlation coefficient 
contributions. Bendixen (1996) recommends 
the use of a 0.3 correlation coefficient and 15 
per cent inertial contribution for statements as 
the cut-off adopted for this analysis.  

Statements p2 and p5 are positioned close to 
the positive y-axis, having correlation coefficients 
of 0.651 and 0.531 respectively, implying a 
strong correlation between p2 and p1 and the 
possibility that CGT may be a form of double 
tax. P1 is also correlated with the negative x-
axis (r2=0.393), implying a correlation between 
the CGT consequences for BEE deals and a 
failure to uplift the poor. There was only a 
weak inertial contribution (8.5 per cent) by p2 
to the x-axis. On the other hand, p4 was 
positioned close to the negative x-axis with a 
correlation coefficient of 0.666, implying a 
strong correlation between it and the failure to 
uplift the poor.    
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Figure 1 
Correspondence plot 

 
(Adapted from Bendixen, 1996, and Maroun et al., 2011) 

 
P1 and p6 were positioned close to the positive 
x-axis. The correlation coefficients were 0.962 
and 0.836 respectively, implying a strong 
correlation between these statements and a 
failure to contribute fairly for state services. P1 
and p6 made only weak inertial contributions 
to the y-axis (8 per cent and 9.5 per cent 
respectively) which, together with low correlation 
coefficients (0.009 and 0.164 respectively), 
implies little correlation between p1 and p6 
and unfairness characteristic 1.  

5 
Discussion 

Trust in government tax policies may be 
fostered through the use of powerful symbols 
and emotive slogans to legitimise the chosen 
policy superficially (Voster, 2000). In this 
context, the perceived fairness of a tax may be 
instrumental in winning the support of the 
body of taxpayers, either to ensure compliance 
or as a means of garnering votes (Voster, 2000; 
Farrar, 2011). In other words, tax policies that 
are used to create the impression of active 
reform may appeal to ideals of fairness where 
the true aim is retention of support by the 
political powers of the time (Watts & 
Zimmerman, 1979; Laughlin, 2007; Farrar, 
2011).  

Referring specifically to CGT in South 
Africa, government has argued that the tax 

plays an instrumental role in entrenching 
horizontal and vertical equity – much needed 
given the country’s racially charged past and 
high unemployment (Katz Commission, 1995; 
COSATU, 2001; ANC, 2010). Contempo-
raneously, government has not lost sight of the 
importance of BEE, PBOs and small business 
schemes in poverty alleviation and has 
accordingly granted specific CGT relief in 
each case, as discussed in section 2. In doing 
so, the state has appealed to the notion of 
paying a fair quid pro quo for state services. It 
has also claimed that it has left taxpayers able 
to bear the tax load, an ideal derived from 
notions of horizontal and vertical equity and 
designed to foster an impression of a fair tax 
system (Vivian, 2006; Maroun et al., 2011).  

The prior literature and correspondence 
analysis challenges this perception. Olivier 
(2007) and Arendse (2004a; 2004b) point to 
material shortcomings in the tax relief offered 
for BEE schemes, and Vivian (2006), Stein 
(2000) and Voster (2000) argue that CGT may 
amount to paying what amounts to double tax. 
These sentiments are highlighted by the 
correspondence analysis in which BEE tax 
relief and CGT’s double tax potential are 
correlated with the unfairness characteristics. 
The correlation is also in line with the 
concerns regarding the suspension of the roll-
over provisions. The arguments that the 
provisions are at odds with the principle of 

Clubs (p4) 

Unfair1 Equity (p2) 
 (d2 +ve) BEE (p1) 

 
 

Clubs (p4) Tax wealthy (p1) 
BEE (p2) Bus start 

(p6)   
Unfair 4 
d1 -ve 

 
d2 -ve  
Not defined  

d1+ve 
Unfair 2 
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consistent treatment of taxpayers and are being 
abused may have merit (Wood, 2001). The 
critics of CGT have  pointed out, however, that 
little consideration has been given to the effect 
on emerging black business of taxing both 
income and realised capital gains (Wood, 
2001; Scholtz, 2008).  

 With respect to the levying of CGT on 
PBOs and clubs, Mitchell (2006) and the SACC 
(2006) were concerned that, in spite of govern-
ment’s concessions, the potential of these 
organisations to uplift the poor would be 
undermined. Although the correspondence analysis 
did not consistently reveal materially high 
correlations between taxing PBOs and clubs 
and the unfairness criteria, the results do not 
dismiss the suspicions that CGT is driven by 
more than a simple desire to widen the tax base 
to uplift the poor. It was significant that, at the 
time when this research was conducted, SARS 
declined to make information on collection 
statistics pertaining to CGT – and how these 
funds were being used in combating poverty – 
available to the researchers. Finally, there was 
a reasonable correlation between the fact that 
PBOs and clubs are not fully exempt from 
CGT and the unfairness characteristics. The 
low inertial contribution could simply be 
indicative of the more limited role that these 
institutions play, relative to BEE schemes and 
small businesses. When it comes to the latter, 
government is adamant that the tax load effects 
will be negligible (Meyerowitz et al, 2007; 
Manuel, 2008; Manuel, 2010). Nevertheless, 
SACOB has challenged this assumption 
(Meyerowitz et al., 2001), a move supported 
by the correspondence analysis which identified 
at least some correlations between levying 
CGT on small business and the unfairness 
characteristics.  

At the simplest level, the results of the 
literature review and correspondence analysis 
confirm the subjectivity and dynamic nature of 
the perceived fairness of CGT. On the other 
hand, the findings begin to suggest an alternative 
explanation: that there is inconsistency between 
government’s stated objective of tax fairness 
(COSATU, 2001; Manuel, 2010) and the 
perceptions of tax experts, including those 
from the public sector. This could lend weight 
to the argument that tax legislation is used 
simply to create an illusion of fairness, 

possibly for the purpose of creating the 
impression of reform to win votes for political 
parties and/or to stifle opposition by taking the 
moral high ground (Voster, 2000). As such, 
prior scholarly work exploring how political 
agendas taint governance reforms is clearly 
relevant for scrutinising changes in tax policies.  

6 
Conclusion 

In order for a tax system to be fair, it needs to 
meet certain fundamental requirements, as 
seminally explained by Smith (1776). The 
current research has focused on: firstly, the 
need to avoid double tax; secondly, the need to 
ensure that taxpayers pay a fair quid pro quo 
for state services; thirdly, the need to ensure 
that taxpayers are able to bear the tax load and, 
finally, given the South African context, the 
requirement that taxes should play a role in 
uplifting the disadvantaged (COSATU, 2001; 
Vivian, 2006). 

In this context, three aspects of CGT were 
examined as primary examples of government’s 
drive to tackle poverty in South Africa: the 
taxing of BEE schemes, the taxing of PBOs 
and clubs, and the taxing of small businesses. 
The correspondence analysis has shown that, 
in each of these areas, there may be potential 
sources of tax-based unfairness. The analysis 
has indicated that the levying of CGT on BEE 
schemes, clubs, PBOs and small businesses 
has, at least, some correlation with double tax, 
an unfair charge for state services, and a failure 
to adequately uplift the poor. The study has, 
therefore, demonstrated an inconsistency between 
the official policy of ensuring reform of the  
tax system based on the tenets of fairness 
(COSATU, 2001; Manuel, 2010) and the 
perceptions of taxpayers. This may suggest 
that fairness is a secondary consideration in the 
development of tax policy, which may primarily 
reflect political expediency.  

The foregoing discussion and analysis of 
CGT in South Africa may be just such a case, 
where the underlying political intent of the tax 
is obscured by claims to be improving the 
fairness of the South African tax system 
(Voster, 2000; COSATU, 2011). This notion is 
supported by the findings of Laughlin (2007), 
Unerman and O’Dwyer (2004) and Power 
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(1994), which suggest that reform is often 
tainted by the self-interest of powerful social 
players. While these research efforts have 
focused exclusively on the corporate governance 
environment, the findings of the current study 
suggest that an underlying powerful political 
rationale may be at play when it comes to 
South African tax reforms. The actual driving 
force for the introduction of CGT in South 
Africa can, therefore, be largely political and 
not the avowed morally incontestable 
argument which has been put forward, namely 
improving tax fairness.  

Additional research will, however, be needed 
to conclude more definitively on the relevance 
of political power in tax-related reforms. For 
example, this paper has been limited by the 
small sample size of tax experts. Future 
research may consider testing the arguments 
raised in this paper with a broader group of 
stakeholders. Likewise, alternative views on 
CGT could be explored to provide a more 
comprehensive account of the rationale behind 
the tax. Is it possible, for instance, that CGT 
merely aligns the South African tax system 
with the systems of the country’s major trading 

partners, thereby securing the credibility of 
local fiscal policy? More specifically, the role 
of standardising specific taxes as a strategy for 
their legitimisation (Suchman, 1995) and the 
way this strategy might be informed by the 
critical analysis outlined in this paper could 
prove insightful. Using the same critical 
analytical approach followed in this paper, it 
might, for example, be useful to examine the 
role of CGT in South Africa (and other 
jurisdictions) under the lens of Rawls’s principles 
of justice. A more positivist approach could 
also be used to test the efficacy of CGT by 
examining whether the revenues collected 
from the tax are in excess of the costs of 
administration and the association (if any) 
between actual efficacy and perceived fairness. 
Integral to this is the need to interrogate the 
extent to which CGT is allowing government 
to achieve its social and economic objectives. 
The overriding upshot is that the debate on the 
fairness of particular taxes and tax policies 
needs to be considered with a much broader 
and critical research focus than is currently the 
case. 
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End notes 

1 Strictly, capital gains tax (CGT) is not a separate tax in South Africa. CGT is a tax on the disposal of certain capital assets 
that is calculated in terms of the provisions of the Eighth Schedule and, once calculated, is incorporated into the normal 
income tax (Stinglingh et al, 2011). In the interests of brevity, however, this paper refers simply to CGT.   

2 This is not to say that the economic role of tax is irrelevant. Government requires tax revenues to fund social and economic 
objectives. The aim of this research is not, however, to examine the economic case for CGT in detail but rather to 
concentrate on the relevance of political discourse. 

3 Instead of relying on the doctrines of Smith (1776), Kantian, social justice, or legitimacy theories could have been used to 
study CGT in more detail. Smith (1776), however, provides a seminal account that deals directly with capital-based taxes 
(Vivian, 2006). 

4 Smith’s (1776) tax canon highlights four fairness “attributes”. Firstly, a tax charged on both income and capital is 
tantamount to a double tax and is an injustice (first “unfairness criterion” in the correspondence analysis). Secondly, tax 
should represent a fair quid pro quo for state services with only amounts earned under the protection of the state being 
taxed (second “unfairness criterion” in the correspondence analysis). Thirdly, a balance must be struck between the state’s 
quest for revenue and the taxpayer’s right to bear only a reasonable tax load. In other words, taxpayers should, post tax, be 
able to sustain themselves (Vivian, 2006:84; Smith, 1776; Montesquieu, 1748:XIII.1) (third “unfairness criterion” in the 
correspondence analysis). Finally, a progressive system may be less desirable than a proportional one (Vivian, 2006).  
This research concentrates on the first, second and third criteria. South Africa has historically used a proportionate tax 
system, unchanged by the introduction of CGT. The fourth criterion was excluded by the correspondence analysis (section 
3). In addition, an exploration of the merits of a source versus residency basis of taxation is a complex issue beyond the 
scope of this paper. As a result, the second criterion is dealt with only in the sense of paying a fair share for state services. 
Finally, to reflect the South African context of high levels of unemployment and emphasis on poverty alleviation (Manuel, 
2010), “upliftment of the poor” has been specifically added to the correspondence analysis.  

5 It must be stressed that the purpose of this research is to summarise perceptions of individual respondents and that 
detailed statements explaining why a particular row heading is unfair are, therefore, not included. This is consistent with the 
fact that the paper’s intention was not to “measure” the unfairness of CGT and with the desire on the part of the researcher 
to avoid influencing the perceptions of respondents. 
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6 During the data collection process, no concerns regarding the clarity of the correspondence table or ethical issues were 
noted.  

7 Variations of the method used in this paper were also presented at the British Accounting and Finance Association 
Conference (2011), the International Corporate Governance Conference (2012) and the Africa Leads Conference (2012) to 
ensure its appropriateness.  
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