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Summary

In 2016, the South African government proposed a 20% sugar-sweetened beverage
(SSB) tax. Protracted consultations with beverage manufacturers and the sugar
industry followed. This resulted in a lower sugar-based beverage tax, the Health
Promotion Levy (HPL), of approximately 10% coming into effect in April 2018. We
provide a synthesis of findings until April 2021. Studies show that despite the lower
rate, purchases of unhealthy SSBs and sugar intake consumption from SSBs fell.
There were greater reductions in SSB purchases among both lower socioeconomic
groups and in subpopulations with higher SSB consumption. These subpopulations
bear larger burdens from obesity and related diseases, suggesting that this policy
improves health equity. The current COVID-19 pandemic has impacted food and
nutritional security. Increased pandemic mortality among people with obesity,
diabetes, and hypertension highlight the importance of intersectoral public health

disease-prevention policies like the HPL, which should be strengthened.
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1 | INTRODUCTION

South Africa was the first African nation to initiate a tax on sugar-
sweetened beverages (SSBs) called the Health Promotion Levy (HPL)
in April 2018. In this article, we provide an overview of South Africa's
HPL, its origins, and a synthesis of the evidence until April 2021
around its impacts. We then discuss the additional challenges that
COVID-19 presents to NCD prevention in South Africa and thus the
need to strengthen the HPL and the importance of more equitable

intersectoral health promotion policies.

2 | BACKGROUND ON SOUTH
AFRICA'S HPL

Within Sub-Saharan Africa, South Africa has one of the highest levels
of burden related to noncommunicable diseases (NCDs); this occurred
simultaneously with a rapid rise of SSB sales.'? Concurrently,
South Africa continues to battle HIV/AIDS, tuberculosis, and stu-
nting.2 In addition, real uninsured healthcare expenditure remains
stagnant since 2011/2012.% Almost 17% of the population live under
the international poverty line within the context of an inequality
adjusted Human Development Index of 0.463,> while 55.5% live
below the current South African food poverty line of R585/capita/
month (equivalent to 40 US dollars).® In recognition of these
factors, the Department of Health's National Health Strategic Plan of
2015-2020 priority areas for 2030 include “addressing the social
determinants that affect health and diseases,” “preventing and reduc-
ing the disease burden and promote health,” and “financing universal
healthcare coverage.”’

Sugar, particularly in liquid form from beverages, has been viewed
as an important cause of increased risk of obesity, diabetes, hyperten-
sion, cardiovascular disease and many common cancers.® Prospective
simulated mathematical model-based research show that a 20% price
increase on SSBs would result in lowering obesity prevalence by
2.4%-3.8% points, averting 85,000 incident stroke cases, 550,000
stroke-related disability adjusted life years (DALYs), and 72,000
deaths among South African adults. This translates to an estimated
savings of over 5 billion South African Rand (ZAR) in healthcare costs

over 20 years”1©

while increasing tax revenue.

Moreover, the improvements would be greater for lower income
individuals who have minimal access to healthcare resources and are
least buffered against economic shocks. Lower income individuals
without private health insurance who rely on public health services
make up 85% of the population.* Simulation studies show that SSB
taxation could have a substantial distributional impact on obesity-
related premature deaths, cost savings to the government, and avert
cases of poverty among the South Africa's population.*?

Drawing on experiences in other settings, like Mexico and the
United States,*>'* which have demonstrated a positive impact of SSB
taxes on purchases and consumption, the South African government
announced at the 2016 February budget speech an intention to

explore and implement a SSB tax within 12 months. This was followed

by a white paper published in June 2016, which reviewed evidence
and made recommendations for a sugar-based tax at a rate of 0.028
South African Rand (ZAR) per gram of sugar, approximately 20% of
the per liter price of the most popular soft drink.> The initial tax
design was based on the logic that to lower sugar intake, compared
with a volumetric design, taxing SSBs according to their sugar
content would better incentivize beverage manufacturers to reduce
their products' sugar content in addition to any consumer
responses.t®

Draft legislation subsequently re-titled the SSB tax the “Health
Promotion Levy” (HPL) and was introduced in Parliament April 2017.
This initiated a consultative period involving the sugar industry, bever-
age manufacturers, civil society groups, public health academics and
advocates all attempting to influence the Ministry of Finance and the
Parliament. The beverage and sugar industries both claimed that the
HPL would result in massive job losses in their industries and argued
for self-regulation or voluntary measures. Industry groups commis-
sioned reports by consulting groups (e.g., Oxford Economics) to
challenge the efficacy of the tax.2¢~1? Conversely, academics, govern-
ment, and advocates argued for the tax in terms of reduced healthcare
costs and potential income generation to fund health services. News
media analyses over January 2017-June 2019 reflect such patterns
and consistency in frequency with more supportive articles except
during the month when the HPL was implemented.'”

The delayed HPL was signed into law in December 2017 and for-
mally implemented on April 1, 2018. This process resulted in conces-
sions made to the sugar and beverage industries with the effective tax
rate being reduced from 20% to approximately 10%.2¢ The HPL still
depends on the sugar content of the beverage, at 0.021 ZAR per gram
of sugar in excess of a threshold of 4 g of sugar per 100 ml.2° Small
producers of taxable beverages using less than 500 kg of sugar per
year are exempt from the HPL. The tax amount is to be adjusted
annually to account for inflation to maintain the effective tax level
(which has not been done however). Figure 1 illustrates the evolution

of the proposed designs and tax rates per liter.

3 | EVIDENCE OF THE EFFECTS OF THE
HPL TO DATE

Following the HPL implementation, academic study of the policy
begun. The areas of research follow the theory of change depicted in
Figure 2, where measurements on the various pathways of change are
being monitored and reported on with the corresponding numbered

bullets below. As of April 2021, findings show the following:

1. Nationally, prices of taxable carbonated beverages rose whereas
nontaxable beverage prices did not change meaningfully.?*

2. Urban household purchases of taxable beverages post implemen-
tation fell by 29% with sugar from these purchases falling by 51%.
Importantly, lower socioeconomic urban households reduced their
volume and grams of sugar from SSBs by 32%% and 57%,
respectively.??
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FIGURE 1 Sugar density tax levels proposed
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3. A detailed collection of daily beverage intake from young
(18-39 years) adults surveyed in Langa, a Western Cape township,
showed a 37% reduction in volume and 31% in sugar.?® Further-
more, this paper estimated that about 30% of the sugar reductions
from beverages were due to reformulations while 70% were due
to behavior change.

4. A longitudinal survey between baseline and 12 months of adoles-
cents and adults in Soweto, Johannesburg, found that SSB intake

frequency fell by two times per week in medium-intake consumers

and seven times per week among high consumers. This was
maintained 24 months post-HPL implementation.?*

5. Household beverage purchase and individual beverages intake
data found consistent results in that overall sugar reductions were
due to both sugar reduction in the formulation of SSBs by manu-
facturers and volume reductions by consumers.?223

6. The combined price increase and purchases/sales of SSBs together
generated revenues of 5.8 billion ZAR over the first two fiscal

years of the tax being in place (approximately 0.2% of total
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government revenue over the same period).?> The revenue has

gone towards the country's general fund and was not earmarked.

Other aspects of this pathway of change still need to be monitored
closely. For example, there is a need to better understand how much
of the observed changes in sugar from taxed versus untaxed beverage
purchases or intakes are due to lowered sugar content in beverages,
new product entry versus product exit (industry reformulation and
packaging response to HPL) versus reductions in volume of and sub-
stitutions across beverage types (consumer response to HPL). The
Langa paper separated these two changes for dietary intake in this
one sample, but the national sample of food purchase data can be
used to focus on this across South Africa.?® One type of industry
response includes replacing sugar with a variety of nonnutritive
sweeteners (NNSs) as is the trend globally.?22% The longer term health
implications of these NNS are inconclusive, and more research is
needed, but there are concerns that early exposure to NNSs among
children affects their sweetness preferences.?”?® In South Africa,
Regulation R733 requires that all packaged food products containing
NNS indicate this by name in the list of ingredients. However, there
are no front of pack warnings,2’ so it is not yet possible to understand
what a sugar reduction initiative like the HPL might mean for
population level NNS intake. Additionally, package size changes and
selective passing-through of the tax are other industry responses that
should be monitored as these may be strategies deployed by industry
to minimize the effect of the HPL. Industry-level employment
trends are hard to infer from existing labor market surveys due
to limited disaggregation in industry classifications; however, secular
trends in employment and unemployment rates appear to have
continued with the implementation of the HPL (although the
subsequent COVID-19 crisis has seen a significant increase in
unemployment).3°

The public's understanding and attitudes about the harms of
excessive sugar intake particularly in the form of SSBs are critical to
continue gauging®! because these will both influence manufacturers'
behaviors (e.g., their product portfolios) and government policies
(whether there is public support for stronger regulations for example).
How the HPL discussion is continued by the various stakeholders and
how it is framed in the media” provides contextual insight as to how
the HPL is viewed and its ability to be maintained or evolve over time.
While additional studies are needed, the findings so far are instructive
for South Africa, the region, and the world. The data imply that
despite the beverage industry's resistance, they were able to respond
to the HPL by lowering the sugar content of their beverages to lower
their tax liability.® These studies also show that lower socioeconomic
households and higher consuming or purchasers are indeed
responding more in absolute terms in their reductions and thus
address the health promotion goals of the HPL.22724 At the same time,
overall sugar intakes from beverages and SSB purchases fell consider-
ably; thus, addressing the health risk that the policy was targeting.
Translating these observed changes into adverted NCD, obesity and
mortality cases, and their resultant productivity loses, healthcare costs

to individuals and society are important next steps. Model-based

approaches to estimate 10- and 30-year health and economic

implications are underway.

4 | COMORBIDITIES AND ECONOMIC
IMPACTS DURING A TIME OF COVID-19

There is a vast literature we do not cite that shows elevated risk of
COVID-19, particularly its complications and mortality, with obesity,3?
diabetes, hypertension, and other key NCDs. Key challenges however
are the implications for other comorbidities and health needs. Nation-
wide lockdown has resulted in both a demand and supply side shifts.
On the supply side, human resources shifts have resulted in limited
services for diagnosis, treatment, and prevention of communicable
and NCDs. Those with certain uncontrolled comorbidities are at much
high risk for death, especially individuals with obesity related condi-
tions such as T2DM and hypertension.>® At a decisive moment that
demonstrates the collision of COVID-19 with obesity-related NCDs,>?
there should be no further delay in passing supportive and related pol-
icies to the HPL that would ensure both mandatory front-of-pack
warning labels on food and beverages and bans on child-directed
marketing of food products that do not support healthy diets.

Beyond the direct impact of COVID-19, the various lockdown
measures to control the pandemic will aggravate dietary drivers of
disease. The imposition of lockdown policies in South Africa, while
praised for their impact on viral disease transmission during the early
stages of the pandemic, simultaneously caused significant economic
disruption. Between Quarter 3 of 2019 and Quarter 3 of 2020, the
number of employed adults in South Africa decreased by 1.684 mil-
lion, and the number of unemployed and not economically active
adults increased by 2.269 million.*° Aggregate gross earnings paid to
employees fell by 43.848 billion ZAR over the same period.>* The
South African government responded to the welfare impacts of this
economic crisis through increases in the value of existing social
grants and the introduction of a temporary COVID-19 relief of social
distress cash grants for those not eligible for existing social support.
However, these measures were not sufficient to prevent significant
increases in food insecurity. Telephone surveys reveal 47% of house-
holds reporting not having enough money to buy food.*®> In the
absence of routine diet surveillance, it is too early to assess dietary
impacts of the economic crisis. However, it is likely that there is a
risk of increased obesity and diabetes incidence and prevalence
through food insecurity. This can be attributed to rising food prices
and subsequent consumption of nutrient-poor, energy-dense, cheap
foods, which are often uItra—processed.32’3‘”’37 Both undernutrition
and overnutrition play a significant role in the development and man-
agement of T2DM; therefore, efforts should maximize impact on all
forms of malnutrition. These economic impacts of COVID-19 on
government resources also mean that revenue needs have risen
quickly due to both higher financial needs and anticipated loss in
income and corporate tax revenues. Health taxes such as the HPL
can help address budgetary needs particularly if they are directed
towards supporting health.
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5 | NEED TO STRENGTHEN THE HPL AND
INTERSECTORAL HEALTH PROMOTION
POLICIES

The health impacts from reduced SSB sugar intake could potentially
be further magnified if the HPL is adjusted to the 20% rate originally
proposed by the South African National Treasury, or at the very least
adjusted annually for inflation as required, which has not been
implemented in the past 2 years. Regardless, the HPL can also provide
double-duty benefits should the collected tax revenues be partially
used to finance other health-promoting and equity-enhancing pro-
grams. These are needed even more during the COVID-19 crisis. One
salient program deserving of consideration is the National School
Nutrition Programme (NSNP), which falls under the Department of
Basic Education. The NSNP sees the provision of food to attendees of
public schools servicing more deprived areas. There are also innova-
tive mechanisms other countries have used for revenue from tobacco,
alcohol, and SSB taxes. The Thai Health Promotion Foundation is a
structure that has representation from multiple sectors and ministries
that focus on a range of health targets that cannot be achieved by a
single sector alone.®® The establishment of such a health promotion
and development foundation in South Africa has previously been pro-
posed and could be used to direct HPL revenue to health promotion
in activities across ministries and sectors.>’

6 | SUMMARY
South Africa instituted a Health Promotion Levy in 2018. During the
first year, this policy significantly reduced sugar consumption from
SSBs, which may be coupled with important health gains in the
future.®® This could be particularly critical for lower income
South Africans who have poor access to quality healthcare services.
This synthesis shows the impact of this gram of sugar tax on
reformulation and potential for health effects in the longer term,
which is consistent with what has been observed in the UK's tiered
tax (using 5- and 8-g sugar density as cutpoints).***2 This is in
contrast to Mexico, the seven US cities, and in over 40 countries that
have introduced a volumetric tax, which may generate a more
predictable revenue stream but does not explicitly incentivize
reformulation.*®

At the end of the second year after the legislation of HPL, the
COVID-19 pandemic struck. The linkages between NCDs, obesity,
and severity of COVID-19 became clearer to not only South Africa
but also all countries that faced major COVID-19 infection levels. The
higher mortality among people with obesity-related NCDs and
COVID-19 has highlighted the importance of intersectoral health pro-
motion policies. In the short term, the potential impacts of the HPL
can be enhanced through increasing it to the 20% rate originally pro-
posed by the National Treasury, with targeted use of its revenue to
address food access and nutrition security deficiencies resulting from
the economic crisis. In the longer term, the health-promoting intent of

the policy could also be strengthened through expanding its base to

cover high-sugar beverages (such as 100% fruit juice) currently
exempt from subject to the levy. In addition to ensuring the HPL is
increased and maintained at a sufficiently high level to address the
ongoing obesity epidemic in South Africa, complementary policies are
key. These are urgent and include bans on unhealthy food and bever-
age marketing to children and an evidence-based front-of-package
labeling system to identify unhealthy foods and beverages. While the
lessons to date discussed here are focused on South Africa, countries
can learn from the impact of a tax based on sugar density to design a
tax depending on either a revenue or a health impact perspective.
Greater gains from the health side will come if grams of sugar are
taxed. In addition, many low- and middle-income countries are facing
similar tsunami of challenges (overburdened healthcare system,
inadequate access to care, budget deficiencies, and massive economic
and health inequalities) now exacerbated by COVID-19.
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