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Committee Report No 2

The socio-economic context:
An imperative for social protection

2.1 Introduction

South Africa's social safety net has its roots in a set of apartheid labour and welfare policies that
were racially biased and premised on full-employment. The last vestiges of state racial
discrimination have subsequently been removed, but a key underlying principle of the old system
remains in place, i.e. the assumption that those in the labour force can support themselves through
work, and that unemployment is a temporary condition. Means-tested child-support grants and old-
age pensions are now available to all on a non-discriminatory basis—but those who cannot find
work (and who do not, or no longer, qualify for Unemployment Insurance Fund (UIF) payments)
fall through avast hole in the social safety net. The social security system needs to be adapted to fit
thisreality.

This chapter outlines an analysis of the socio-economic context within which the Committee of
Inquiry formulates its recommendations for a reform of the social security system. It points to the
changing nature of inequality in South Africa and shows that the current safety net needs adapting
to suit today’s labour-surplus economy. Idealy, people should be able to earn a living through
employment rather than rely on welfare transfers. The government’ s macroeconomic strategy aims
to push the economy onto a sustainable growth path that will generate jobs. However, given the
apartheid backlogs, the size of the unemployment problem and the extent of the growth challenge,
full-employment is not a feasible scenario in the short- to medium term. South Africa’ s labour
policies (which protect wages and promote skills development and productivity growth) must thus
be accompanied by social policies that provide a social safety net or socia protection for the
unemployed, the marginalised and socially excluded.

2.2 South Africa’s Demographic Challenge

Demographic trends are important in determining the direction of a country’s social security system.
In countries where population growth outstrips economic growth, the pressures on state centred
socia protection tend to increase. However, population growth itself is not the problem. It is the
features of either population growth or decline that make up the overall trends that impact on social
security systems. These features could include the age, gender and spatial distribution of the
population. In many OECD countries, for example, declining population growth with increasing
numbers concentrated in the higher age groups have placed pressures on health and retirement cover
among others* Where social security benefit systems are designed in part on inter-generational
solidarity, such trends raise concerns. Governments responses to these trends vary with some
encouraging birth rates through family and children’s allowances and other measures. However,
population trends and features that characterise countries in the south (less industrialised countries)



differ. In the south, growth trends are higher, populations are concentrated in the younger age
categories and life expectancy is relatively low.?

Over the past five years, the South African population has grown at an average rate of 2,2 per cent.’
Relative to population growth, economic growth, especially job-creating growth, does not compare
well. This has significant implications for the design of socia security, particularly of the
contributory kind. Moreover, South Africa's population features by age and gender, depicted in
figure 2.1, reveal ahigh concentration of the population between the age categories 0-34 yearswith a
higher proportion of females between the agesof 66-80 years.

Figure2.1 Estimateof the South African population by age and gender (millions of people).
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2.2.1 The impact of HIV/AIDS

Among the key variables that impact on demographic trends are mortality and fertility rates. South
Africa, in common with other countries in sub-Saharan Africais experiencing an unprecedented rate
of increase in HIV/AIDS. The social and potential economic impacts of HIV/AIDS pose an
enormous challenge to South Africa’ s social security system. The most recent demographic anaysis
documents state that the impact of AIDS deaths will reduce population growth rates to close to zero
by 2010. While the population rises to 49 million in 2010, the rate of growth will be minimal.
Projections indicate that HIV prevalence peaks between 2007 and 2009, and then subsequently falls.
AIDS morbidity and mortality, however, continue to rise for years thereafter, with over a million
deaths a year from AIDS by 2010.* This analysis confirms the predictions of repeated modelling
exercises and demographic studies. “ The projections show that, without treatment to prevent AIDS,
the number of AIDS deaths can be expected to grow, within the next 10 years, to more than double
the number of deaths dueto all other causes, ... in South Africaby 2010”.°

HIV/AIDS is dramatically altering the age profile of the South African population. Projections for
the year 2010 demonstrate the conventional pyramid shape, depicted in figure 2.1. Modelling the
impact of HIV/AIDS, however, documents an ageing population rapidly losing the social and



economic support of its most productive members. The most recent South African Government-
sponsored report corroborates this trend and finds “a steady increase in adult mortality during the
1990s. The mortality of young, adult women has increased rapidly in the past few years with the
mortality rate in the 25-29 year range in 1999/2000 being some 3,5 times higher than in 1995” .°

Such demographic changes lead to a steady ageing of the population -- much more rapidly than in
the absence of HIV/AIDS.

These demographic changes have a profound impact on the life cycle and social support systems.
Research for example, projects an increase in the number of children orphaned rising to nearly two
million in South Africa by the year 2010, up from 158 000 in the year 2000.

Another recent study, using the Metropolitan Life Doyle model, projects an even greater number of
orphans.” Children live disproportionately in rural areas and are more likely to be poor. Although the
South African population is roughly evenly split between rural and urban, approximately 70% of the
poor are located in rural areas? HIV/AIDS will continue to challenge the capability of existing social
security programmes to address the increased impoverishment and vulnerability of people.

An important consideration in the design of comprehensive social security for South Africais the
extent to which social security can promote prevention and mitigate the impacts of HIV/AIDS and
other chronic illnesses. Critical in this is the increased vulnerability and risk experienced by many
because of poverty. The next section examines how South Africa s apartheid labour welfare nexus
contributes to the risks and vulnerabilities experienced by the majority of poor people.

2.2.2 The apartheid Ilabour-welfare nexus Governments affect income
distribution in indirect and direct ways.

> Indirect ways include labour market and economic policies that shape the growth path
(and hence the level and pattern of incomes in society).

> Direct ways include taxation and the public provision of socia services (understood
broadly to include public education, health and housing programmes) as well as income
support (such as old-age pensions or unemployment benefits).

Personal income is particularly affected by the combination of labour market and welfare or socia
policies: the labour-welfare nexus.

The apartheid system discriminated along racia lines, with poor white people benefiting especialy.
Education, health and housing benefits were biased towards whites, and job reservation ensured that
white wage earnings were protected. Labour policies were designed to protect the labour-market
position of white workers. The industrial conciliation machinery provided wage protection, job
reservation ensured that the least competitive white workers obtained employment, and
unemployment insurance was provided on atemporary basis. In this respect, the apartheid state was



aracidly exclusive variant of the Australian “wage-earners’ welfare state, i.e. a welfare state that
sought to ensure a certain standard of living for Australians as wage earners rather than as citizens. °
This trend is still evident when viewed against the disparities in the racial shares of income and
poverty and the population, as can be seen from table 2.1 and figure 2.2.

Table2.1 Racial income and population shares (1970-1996)

Share of total income Share of population
1970 1980 1991 1996 1970 1980 1991 1996
African 19,8% 24,9% 29,9% 35,7% 70,7% 72,4% 75,2% 76,2%
White 71,2% 65,0% 59,5% 51,9% 17,0% 15,5% 13,5% 12,6%
Coloured 6,7% 7,2% 6,8% 7,9% 9,4% 9,3% 8,7% 8,6%
Asian 2,4% 3,0% 3,8% 4,5% 2,9% 2,8% 2,6% 2,6%
Total 100% 100% 100% 100% 100% 100% 100% 100%

Sources. 1970 and 1980 data from McGrath (1983), 1991 data from Whiteford and McGrath (1994), 1970
and 1980 population data estimated from Sadie (1993). P. 9. Note: totals may not add up to 100% due to
rounding.

By contrast, black South Africans were subjected to extensive labour-market discrimination and
disadvantage. Inferior education, influx control, the Group Areas Act and a range of other
instruments undermined black incomes and consequently their social development. Given the
chronic labour shortages that plagued low-wage sectors (notably agriculture and mining) during the
post-war period, the apartheid state was averse to providing any aternative means of subsistence for
African job seekers. Instead, it relied on coercive labour legislation to channel (mostly unskilled)
African labour where it was needed most.

In contrast to its limited welfare coverage of the working-age population, the government provided a
universal (albeit racially discriminatory) welfare net in the form of the old-age pension. This proved
to be an important lifeline for poor African families, particularly from the 1970s onwards, as
unemployment rose and as the real value of the pension increased. McGrath (1983) calculates that
limited redistribution from white to black South Africans probably occurred through patterns of
government taxation and expenditure (see below). In other words, even under apartheid, the final

distribution of income was significantly more egalitarian than the market distribution of income.

The development of the labour-welfare policy nexus under apartheid reflected the changing class
interests of powerful white constituencies.’® The massive investment in public education for white
children in the 1950s and 1960s resulted in white workers securing the skills that enabled them, in
the 1970s and 1980s, to command high incomes in free labour markets. This largely removed their
dependence on direct state interventions (such as job reservation through the “colour bar”). As
labour market regulation was de-racialised, the wage-setting machinery was extended to the African
working class. Essentially apartheid social welfare for whites was based on a combination of income
(cash) measures through job reservation and other forms of assistance and in kind benefits through



education, heath and housing to name a few. This could be characterised as a state-driven or
institutional approach to social policy for whites.

Despite the decline in discrimination, inequality remained stubbornly high.'! In the last year of
apartheid (1993), the poorest four deciles (40 per cent) of households, equivalent to 52 per cent of
the population, accounted for less than 10 per cent of total income. While the richest decile (10 per
cent) of households, equivalent to just 6 per cent of the population, captured well over 40 per cent of
total income.

High and persistent inequality is one of the enduring legacies of apartheid. But its determinants
shifted over the apartheid period. Whereas inequality was initially driven by the gap in racia
incomes, this situation changed over time as African workers advanced up the occupational |adder
and as unemployment increased. By the end of apartheid, the gap between the incomes of the
employed and the unemployed had become a significant driver of inequality.

A range of economic factors contributed to the rise in open unemployment from the mid-1970s
onwards. These included:

> The slowdown in economic growth from just under 6 per cent per annum in the 1960s, to 1
per cent per year in the 1980s

Capital-intensive strategic investment by the state
Policies to replace labour with capital in agriculture
Tax breaksfor capital investment

YV V VY V

The coincidence of negative real interest rates and rising wages in the in the 1970s and early
1980s.

> By the end of the apartheid period, the economic structure had shifted away from
absorbing large quantities of unskilled labour, and open unemployment had become a
permanent feature of the socio-economic landscape.

2.2.3 Inequality at the end of the apartheid era

At the dawn of South Africa’s new democracy, there was till a clear correlation between race and
household income (see figure 2.2). Affirmative action policies are designed in part to address this
legacy of apartheid.

10



Figure2.2 Incomedeciles, by racial/population group, 1993.
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However, by the end of apartheid, intra-racia (class) inequality was contributing more to overall
inequality than inter-racia inequality. According to Whiteford and van Seventer'? the contribution
of “within-group” inequality to total inequality rose from 38 per cent in 1975 to 58 per cent in 1991
and to 67 per cent in 1996.

Figure 2.3 shows the composition of mean household income for each income decile—in other
words, the sources from which the average household in each decile received its income. The
bottom, or poorest decile, received most (48,5 per cent) of its income from remittances (including
monetary remittances and remittances in kind, for example in the form of food). Old-age pensions
were very important to deciles 2 through 4. For every decile from the fourth up, wages comprised by
far the most important source of household income.

Figure2.3 Composition of household income, by income decile and sour ce (%)
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Notes. Wage income includes regular wages (after tax), casual wages and the value of employer subsidies
of transport, food and housing; remittances includes value of remittances in money and in kind; agriculture
includes value of agricultural production whether consumed or sold; “self-employment” comprises the
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profits earned from self-employment; pension comprises government old-age pensions; other transfers
comprise other public transfers; capital income includes income from capital, actual and imputed rent on
land and property, interest on financial assets, and income from contributory pension schemes. n = 8567.

> The top five deciles were heavily dependent on wages from regular employment. The top,
or 10th, decile supplemented its wage income (64,5 per cent) with small but significant
incomes from agriculture (6,8 per cent), self-employment (6,7 per cent) and income from
capital (12,1 per cent).

> Government old-age pensions were of minimal importance to the top decile (at less than 1
per cent). The lower, poorer deciles relied more heavily on remittances and old-age
pensions.

> Income from agricultural production was of little importance, except to the top decile

(which included high-income, capitalist farmers) and the bottom decile (where the incomes
were so low that even R8 per month from smallholdings was an important contribution to
the decile’ sincome).

> Public transfer payments other than old-age pensions were of little importance.

2.3 The importance of public transfers

Figure 2.3 testifies to the continuing importance of transfers in South Africa. The scale of private
inter-household transfers, i.e. remittances, reflects the continuing importance of migrancy. One-third
of all African rural households in 1993 had members who were migrant workers.® The scale of
public transfers, in the form of the government old-age pension and other forms of welfare, reflects
the expansion of the public welfare system before and during the apartheid period.

As shown in figure 2.3, over a quarter of household income in the second and third deciles came
from state old-age pensions. Indeed, the presence of an old-age pensioner in a household was often
the main reason for lifting households out of abject poverty. Remittances were a further important
source of income—although, overall, they were much less important than government old-age
pensions, contributing less than 4 per cent of total income to pensions' 12 per cent (figure 2.3). Not
all remittances came out of wages—there were cases of pensioners sending a share of their pension
to family members living elsewhere™—buit it is safe to assume that most remittances came out of
wage income.

Table 2.2 provides information to assess the redistributive effect of public transfers, i.e. the transfer
of resources from taxpayers to old-age pensioners and the recipients of other non-contributory
welfare payments (primarily disability and child maintenance grants). The first column shows the
distribution of public transfers, by decile. Clearly evident in this column is the fact that the lowest
income deciles, those in destitution, receive the lowest share of public transfers. Once again, this
demonstrates the perverse effects of ineffective means testing -- the exclusion of a significant
number of the poorest households from public transfers. The second column shows the incidence of

12



taxation according to the estimates by McGrath et al (1997). The final column shows the net transfer
of resources through taxation and public welfare.

Table2.2 Theredistributive effects of public transfers (1993)

Income  Distribution of public Incidence of taxation on the Net transfer through taxes and
decil transfers recel vcgd (%) poor (%) public welfare (%)
eale ° Low High Low High

1 0

5 +7 +7 -2 -3 +5 +4
3 +12

4 13 +26 -2 -4 +23 +22
5 +15

6 114 +29 -4 -5 +25 +24
7 +12

8 +1 +23 -11 -12 +12 +10
9 +9

10 6 +15 -80 -76 -65 -61
Total 100 100 -100 -100 0 0

* These columns are from McGrath et al (1997) using their scenarios of alow incidence of taxation on the
poor and a high incidence of taxation on the poor. It assumes that welfare payments are funded in direct
proportion to total taxation, and no adjustment is made for deficit financing.

Note that the total value of redistribution through public transfersin 1993 was about 1,7 times larger
than the total value of redistribution through private transfers (remittances). Public transfers, and
especialy the government’ s old-age pension system, was, and continues to be, a major mechanism
for redistribution in South Africa. As Ardington and Lund (1995) point out, pensions are a reliable
source of income (unlike most private transfers through remittances), allow recipients to obtain
credit, and get resources into rural areas and especially to women-headed households. Case and
Deaton (1998) concur, assessing that the old-age pension system is “an effective tool of
redistribution” reaching *“predominantly poor households’. The old-age pension is also,
paradoxically, an effective mechanism for getting resources into poor households where children
live, because so many children live in three-generation households dependent on a grandparent’s
pension. Duflo (2000) found that children living in households where their maternal grandmother
received a pension had significantly better anthropometric statistics (i.e. weight and height for their

age).

2.3.1 Access to wage income

Poverty and inequality in South Africa are rooted in the labour market: in part in low wages, and in
part in very high rates of unemployment. Whereas inequality until the 1970s was determined largely
by the gap between white and black incomes, inequality in the 1990s is primarily driven by: (a)
inequality within the distribution of wages, and (b) by the fact that 30 per cent of households had no
wage income at all. In other words, households in the lower echelons of the income distribution are
those with no access to the labour market (the very poor) or with low-paying jobs.
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As Leibbrandt et al point out, “access to wage income is central to determining which households
are able to avoid poverty and, even, the depth to which poor households sink below the poverty line.
This reasserts the importance of the labour market in understanding poverty” (1999: 12).

Participation and broad unemployment rates by decile in South Africa are shown in figure 2.4. The
participation rate corresponds to the proportion of adult household members participating in the
labour force, and the unemployment rate corresponds to the proportion of the labour force that is
unemployed. Both rates are presented here using an expanded definition of unemployment, which
includes people who are not actively looking for jobs because they believe there are none available
(i.e. the “ discouraged” unemployed).

Thereis aclear and close correlation between unemployment rates and income. This can be seen in
Figure 2.4. However, not only are poor households likely to have more unemployed adults than
richer households, but they are aso likely to have more adults who said they are not available for
work (and hence are defined outside the labour force). Figure 2.4 shows that labour force
participation rates rise steadily up the income deciles. The dual correlation between unemployment
and income, and labour force participation and income, suggests that low-income households are
significantly marginalised from the labour market.

Figure2.4 Participation ratesand broad unemployment rates by income decile (1993)

Lower incomes households have less access to the labour market
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*Because low-income families tend to be larger than high-income families, the link between unemployment
and poverty is stronger when income deciles are calculated on a per capita basis, as shown in the third bar
in each set (unemployment rate*).

The incidence of employment is shown in adifferent way in figure 2.5. This shows the proportion of
households in each decile according to the number of household members in employment. A
majority of households in each of the bottom four deciles have no members in employment. At the
opposite extreme, a majority of households in each of the top two deciles have two or more
members in employment.
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Figure2.5 Employment per household by income decile
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The link between lack of employment and poverty is particularly strong in South Africa. In the
OECD, the proportion of households in the bottom quintile without any membersin employment is
42 per cent, with figures ranging from 21 per cent in Luxembourg, to 65 per cent in Ireland and 74
per cent in Finland (OECD, 1998: 24). In South Africa, the corresponding figure is 83 per cent. This
contrast is all the more striking when one considers that most jobless households have access to
income support in the OECD, whereas thisis not the case in South Africa.

Although participation rates are low and unemployment rates high in the lower deciles, those deciles
nonetheless include a significant number of low-paid workers.

> About 30 per cent of employed workers are in households in the bottom five deciles.
These workers are predominantly farm workers and, to a lesser extent, domestic workers.
Theindustrial working class, by contrast, is concentrated in the top five deciles.

> Only 13 per cent of manufacturing workers are in households in the bottom five deciles.
Fully 77 per cent are in the top four deciles.

Mineworkers are distributed more widely, with the largest numbersin deciles 4-7.

In terms of occupation, people in professional, technical, managerial and administrative
jobs are unsurprisingly in households in the top two deciles.

Most workersin clerical and sales occupations are in the top three deciles.
Artisans are spread across the top four deciles.

Most machine operators and similar semi-skilled workers are in deciles 6-9.

YV V VYV V

Unskilled labourers are spread across deciles 4-8.°

In short, access to the labour market is an important determinant of inequality. Whether an
individual has a job, or what kind of job he or she is able to get, plays a crucia role in determining
their position in the income distribution. Labour-market institutions (bargaining councils and the
Employment Conditions Commission) protect the incomes of wage-workers. Those who do not
have jobs, however, enjoy no such income support.
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2.3.2 Wage inequality

During the apartheid era, racia discrimination was an important determinant of wage inequality. As
the system slowly de-racialised, the impact of racia discrimination declined accordingly. According
to Moll (2000), the contribution of racial discrimination to wage determination declined significantly
between 1980 and 1993, dropping from 20 per cent to 12 per cent of the African wage. The racia

wage gap is now predominantly explained by factors other than discrimination, such as differences
in education and skill, location (urban or rural), and economic sector. African workers have the
lowest educational qualifications live predominantly in rural areas, and have the highest
concentration in low-paying sectors such as agriculture.!® Education is particularly important.
According to Schultz and Mwabu'’ (1998a), half of the difference in racial earnings can be attributed
to differences in educational qualifications.

Despite the declinein racial discrimination and in the wage gap between white and African workers,
overal wage inequality has not declined. This is because within-race wage inequality rose as
between-race inequality declined. The increase in wage inequality amongst Africans was in part the
result of increased occupational mobility. There was a significant movement of Africans up the
occupational ladder, with the proportion in the labourer and semi-skilled categories dropping from
57 per cent in 1980 to 38 per cent in 1993.® As the number of Africans in higher-paying
occupations increased, so the gap between high- and low-paid African workers increased, thus
widening wage inequality.

Union membership appears to benefit those at the bottom end of the wage distribution the most.*%%°
By boosting the incomes of low-paid workers relative to higher-paid workers, the trade union
movement would thus have acted to narrow the wage distribution in the unionised sector. But
whether these efforts served to narrow the overall distribution of household income, however, is
another matter (as the gap between unionised and non-unionised wages would have grown, and to
the extent that job shedding occurred, the gap between the employed and the unemployed would
have widened).

2.4 Changes in Inequality in the 1990s

The distribution of income appears to have become more unequal between 1991 and 1996.
According to Whiteford and Van Seventer, the income share of the top decile increased from 52,3
per cent to 53 per cent, whereas that of the poorest 40 per cent dropped from 3,8 per cent to 3,4 per
cent. The Gini-coefficient rose from 0,68 to 0,69. Whiteford and Van Seventer found that racial
income shares continued to shift between 1991 and 1996. The share of total income received by
African people rose from 29,9 per cent to 35,7 per cent, whilst the share received by white people
fell from 59,5 per cent to 51,9 per cent. The steady decline in the share of total income received by
whitesin the face of the steady increase in that received by Africans from 1970 to 1996 is depicted in
the figure 2.6.
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Figure2.6  Sharesof income by race—(1970-1996)
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Average incomes per capita among African people rose by 4,1 per cent per year, whilst incomes
per capita among white people fell by 0,7 per cent per year. Figure 2.7 depicts household income
growth by economic group within race. In 1991 only 9 per cent of the top or richest income decile
were African. In 1996 the proportion had risen to 22 per cent.

Figure2.7  Growth of household income by race (1991-1996)
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2.4.1 Intra-racial inequalities

At the same time as inter-racial inequalities were declining, intra-racial inequalities were continuing
to grow.

> The Gini-coefficient for income distribution among African people rose from 0,62 to 0,66,
and among white people from 0,46 to 0,5.

> The incomes of the richest 10 per cent of African householdsrose by 17 per cent, whilst the
incomes of the poorest 40 per cent of African householdsfell by 21 per cent.

> Overdl, relatively poor African and white househol ds experienced absolute declinesin their
income, whilst relatively rich African, coloured and Indian households saw big income
gains?®

The real winnersin terms of rising incomes were the better off African households. Of the total real
increase in income between 1991 and 1996, 40 per cent went to the richest 10 per cent of African
people, and a total of 62,5 per cent went to the richest 40 per cent of African people. The poor
majority of African people barely benefited at all.

These findings are broadly corroborated by data from the KwaZulu-Natal Income Dynamics Study
(KIDS). KIDS entailed tracing and re-interviewing in 1998 the African and Indian households in
KwaZulu-Natal that had been interviewed in 1993 as part of the PSLSD survey. KIDS found that the
proportion who were poor had risen from 35 per cent to 42 per cent, and that a greater proportion of
households were in the lower end of the income distribution in 1998 than in 1993. At the same time,
the proportion of rich people had also grown. Both trends contributed to a rise of 4 percentage
points in the Gini-coefficient between 1993 and 1998 (Carter and May, 1999).

According to Cichello, Fields and Leibbrandt (2000), those who suffered the biggest drop in
earnings were those with the highest earnings to begin with, whilst the individuals who gained the
most were those with no or low earnings in 1993. This is because the dominant factor behind rising
and falling earnings was a change in an individua’s labour-market status. Cichello et al found that
only 62 per cent of the individuals in regular employment were still in regular employment in 1998.
About 18 per cent were now in casual employment or informal sector work, about 15 per cent were
unemployed and 6 per cent were not available for work. The shift from regular employment to non-
employment (whether unemployed or not available for work) was, of course, catastrophic in terms
of earnings.

2.4.2 Unemployment during the post-apartheid period

Unemployment has risen steadily during the post-apartheid period (see table 2.3). Thisis the result
of two forces: a growing labour force (and rising labour force participation rates); and falling formal
employment. There is some evidence of a margina increase in employment in the late 1990s, but
this has not been enough to reverse the general downward trend of the decade. According to data
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from the October Household Survey, total employment rose slightly between 1996 and 1998, but
unemployment increased as the labour force grew even faster. According to these official statistics
(which are questionable, particularly with regard to agriculture -- see Simbi and Aliber [2000]), total
employment increased because employment in agriculture and domestic services grew sufficiently
to compensate for the decline in employment elsewhere. Even if employment did increase in this
way, it is nevertheless worrying because informal employment tends to be of a survivalist nature,
and agricultural employment tends to be seasonal and vulnerable to droughts and other disasters.
Sustained growth in living standards is best based on a healthy growth in formal employment—
particularly in manufacturing and services.

Table2.3 Unemployment rates during the 1990s

PSL SD OHS OHS OHS OHS OHS
1993 1994 1995 1996* 1997* 1998*
Unemployment
(strict)
African 15,7 24,7 20,7 26,8 28,3 334
Coloured 151 17,6 16,5 11,9 15,3 15,8
Indian 7,1 10,2 8,3 10,8 9,8 14,8
White 3,2 3,0 2,8 3,8 4,0 4,5
Totad 12,7 20,0 169 20,3(19,3) 22,0(21,00 26,1(25,2)
Unemployment
(expanded)
African 37,7 39,2 36,0 43,8 46,5 47,6
Coloured 20,9 21,7 22,9 18,3 22,1 239
Indian 11,0 12,9 10,1 149 12,8 19,5
White 4,6 39 34 53 6,2 6,6
Tota 294 31,5 292  34,4(330) 37,4(36,00 38,6(37,5)

Source: Nattrass (2000). * The figures in parentheses in 1996 and 1997 have been re-weighted to adjust for
the lack of inclusion of mining hostels in the sample. The figure in parenthesis for 1998 includes mining
hostels in the sample.

2.4.3 The restructuring of employment

The structure of South African employment has become more skilled® This is the result of a
general shift away from unskilled labour in all sectors and a shift away from labour-intensive sectors
(especially the mining sector). Employment shedding-off on commercial farms contributed to the
shift away from unskilled employment in South Africa over the decade.?? Figure 2.8 illustrates the
dramatic decline in employment in mining and agriculture across the 1990s—especially with regard
to less-skilled workers in those sectors. Thus, even in the historically unskilled labour intensive
mining sector, there has been a shift towards higher paid, better skilled workers—but at the cost of
employment overall.
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Figure2.8 Thedeclinein employment in mining and agriculture
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(Source: South African Reserve Bank data)

2.4.4 New evidence on poverty in South Africa

New evidence of changes in poverty emerges from the preliminary results of a study that looks at
socio-economic conditions in households containing no workers.

> In 1995, Statistics SA reported that: 32 per cent of African households (a minority of which
are pensioner households) were “workerless " (contained no employed people).

> By 1999, that percentage had risen above 38. Trandated into numbers of households, the
data suggest that whereas there were about 1,9 million African workerless households in
1995, that number had risen to 3,1 million by 1999.2 Only a few of these were “true’
pensioner households, i.e. households in which the pensioner did not have to share a
pension with other household members.

> Of approximately 210 000 African households in which there was no working age person
present (many of them so-called “skip generation” households), about 182 000 of them
spent, on average, less than R800 per month. In them were to be found some 152 000 of
the 176 000 children present in such households, and 188 000 of the 232 000 pensioners.

Estimates in 1999 revealed that there were about 2,6 million unemployed in households in which
there was no worker present and in which monthly total household expenditure was less than R800
per month. Of them, 1,4 million were women. Amongst them, 800 000 had given up the search for
work that does not exist, while afurther 600 000 continued to search for jobs. Corresponding figures
for the men were 1,2 million total, of whom 560 000 were discouraged, while 590 000 sought work.
Almost 96 per cent of these people belonged to the African population group once again reinforcing
the links between extreme or chronic poverty and its disproportionate effect on people’ s potential to
gain employment. In total there were 10,8 million people (of whom 10,2 million were African) living
in workerless households where expenditure was |l ess than R800 per month.

In households in the expenditure class RO-799 per month that contained working age persons, some
3,5 million were aged between 15 and 34 years (there were a further 1,6 million people between 35
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years and retirement age). Other research commissioned by the Committee of Inquiry suggests that
many of the unemployed would have been young. Nattrass®* reports that among the strictly
unemployed in households where expenditure was less than R800 per month, 32 per cent were aged
between 15-25, while a further 36 per cent were aged between 26-35. Age distributions among the
discouraged were similar. On this evidence it can be concluded that there was a significant overlap
between the set of households where gross expenditure was less than R800 per month and
workerless households in the same expenditure class.

For those who obtain formal employment, conditions will probably be better. They, however,
constitute a tiny minority of the increase in the supply of labour.”® Against this socio-economic
context the Committee’s view is that the connection between sustained high unemployment rates
(with the attendant loss of hope of obtaining gainful employment), and the creation of a fertile
breeding ground for criminal and other anti-social activity, is strong.

2.5 The challenges of Post-apartheid social policy reform

As noted above, the democratic government inherited a pattern of government taxation and
spending that was surprisingly redistributive. According to McGrath et al (1997), redistribution
through the budget reduced the Gini-coefficient in 1993-1994 from about 0,7 (for gross or origina
income) to about 0,6 (for post-tax/transfer income, taking into account also the value of “in kind”
benefits from public education and healthcare).

In the yearsimmediately following 1994 the budget was further reformed in redistributive directions.
On the basis of calculations by Van der Berg,® argues that “the first years after the politica
transition saw a large and significant shift of social spending from the affluent to the more
disadvantaged members of society”. Government spending on social service transfers such as public
education, public health, subsidies for housing and capital expenditure on the provision of water
increased. Estimates indicate that spending on the poorest 40 per cent of households (i.e. quintiles 1
and 2) rose by about 50 per cent between 1993 and 1997. A small part of this was made possible by
reduced spending on the rich, in that spending per capita on the top quintile actually declined. But
extra spending on the poor in the mid-1990s came from increased and well-targeted spending by the
government. This targeted expenditure did not entail cash income, in the form of government
welfare grants or social assistance transfers, but rather benefits in kind—especially in terms of
education.

2.5.1 The old-age pension

The single most important instrument of redistribution (of cash income) through the budget is the
old-age pension. As shown above, pensions comprise a major source of income for the poorest 40
per cent of households. In the last years of apartheid the de-racialisation of pension benefits was
achieved through large increases in the real value of the pension paid to African people. Since 1993
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the real value of the old-age pension has declined by an average of about 1,5 per cent per year, or a
total of about 20 per cent (seefigure 2.9).

Figure2.9 Nominal and real value of the old-age pension
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2.5.2 Child support grants

The drop in the value of public financial support for low-income single parents was more drastic.
Up to 1997, low-income single parents were eligible for State Maintenance Grants. The grant paid a
basic R430 per month to the single parent, plus R135 per child up to the age of 18 years, subject to a
limit of two children. A single mother with two children could receive as much as R700 per month.
Thereality for many single parents was that access to the grant was race based with mainly coloured
and white single parents as beneficiaries. Another problem with the grants was that, even after the
removal of racial restrictions on access there were very low-take-up rates among African parents,
especialy in rura areas. In 1994, only one-fifth of the grants were paid to African recipients, whilst
nearly 60 per cent were paid to coloured recipients. The grants absorbed 12 per cent of the welfare
budget.

In 1996, the Lund Committee proposed that the State Maintenance Grants be replaced by new Child
Support Grants at a value of R75 per child. The Committee foresaw the new grant reaching as many
as three million children by 2005.*” A Child Support Grant of R100 a month was introduced from
April 1998.

Government support for this reform was based on the grounds that it freed resources for improved
take-up rates in poorer parts of the country, could be more widely spread across all race groups and
was thus egalitarian. The result, in the short-term, was almost certainly regressive, however, as take-
up rates rose slowly. By June 2000 fewer than 400 000 applications had been made for the Child
Support Grant, and take-up rates were highest in Gauteng, the richest province. (Figure 2.10 depicts
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the incidence of poverty across provinces, demonstrating that the Western Cape and Gauteng have
the lowest poverty rates.) In the longer term, improved take-up rates among the very poor might
result in a more progressive outcome—nbut only if institutional obstacles to improved take-up rates
among the poor can be overcome.

Figure2.10 Poverty incidence by province
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Source: Whiteford and Van Seventer (1999: iv)

One important shift in the labour-welfare policy nexus in post-apartheid South Africa was the
extension of unemployment insurance to cover workers in sectors that had previously been
excluded. The Department of Labour extended the UIF to protect al workers in the private sector,
including domestic, seasona and other informal workers. The benefit schedule was also revised to
provide higher proportional benefits for low-income workers than high-income workers. But these
reforms did not bring public sector workers into the UIF.

2.5.3 The private sector

The proportion of African households resorting to the private sector for the provision of welfare has
grown steadily. By 1997 almost one-fifth of the population was covered by private medical aid
schemes, and coverage was closely related to income.® Most employees are now covered by private
sector retirement funds. The provision of education, health and retirement pensions has become
increasingly linked to employment.
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Strong continuities remain with the previous labour-welfare policy nexus. The social security system
provides relatively generous assistance to old-age pensioners and limited assistance to caregivers—
but no assistance to a large section of the poor whose poverty is the result of long-run
unemployment. There is a pressing need to redesign the post-apartheid labour-welfare policy
nexusto provide income security for all.

2.6 Findings and Recommendations

South Africa’ s labour market policies provide income support to employed workers and encourage
skills development and productivity growth. This is consistent with the overall growth strategy that
encourages higher-value added production and greater use of skilled labour. Training is thus of
central importance—but not everyone can be trained, and there is no guarantee that those with
training will find employment. A skill-intensive growth path is not a labour-demanding growth path
(especially at low rates of growth). Based on empirical research, international comparative analysis
and other evidence, it is the Committee’s considered view that unemployment is unlikely to fall
dramatically over the medium-term and that existing levels of destitution as a result of income
poverty seriously compromise other social policy interventions of government.

In this regard the Committee’s analysis indicates that for the optima impact of government
intervention, through health, education, housing and other basic services to be made, an essential
prerequisite, in the immediate term, is the provision of income support for workerless households.
Projected shifts in the labour welfare nexus as a result of government interventions to address
capability and asset poverty—especially with regard to increases in the skill pool—may be evident
in the long term.

Thisisillustrated in figure 2.11 which depicts the inter-relationships between structural changesin
the economy, employment and poverty.
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Figure2.11 Inter-relation between structural changes in the economy, employment and
poverty
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In the short to medium term the desperate levels of income poverty and overall destitution need to
be addressed. International comparative experience as well as research on the developmental impact
of cash transfers, in the form of social pensions, shows that thisis the most direct way of addressing
the desperate levels of poverty in South Africa. Extending the social security net to those who are
marginalised by and excluded from the growth path is the central challenge of comprehensive social
security reform.

The findings in this chapter are based on the political economy of South Africa's social security
system and the challenges posed by some of its key features. The demographic trends and impacts
of poverty, HIV/AIDS and other chronic illnesses as well as unemployment in the formal sector
reinforce the need for a comprehensive approach to socia security. Of particular relevance are the
findings that without intervention, the impacts of chronic illnesses such as HIV/AIDS when
combined with income poverty compromises human security in South Africa. Furthermore, existing
levels of poverty, rooted in apartheid, have reached unsustainable levels and have the potential to
reverse democratic gains achieved since 1994. The urgent need to address deepening social
exclusion and alienation of those households living in destitution cannot be ignored. A redesigned
social security system has to respond to the constitutional, democratic and human devel opment
imperatives that provide the framework for transformation.
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APPENDICES

Table2.A1 Income deciles, by racial/population group (1993)
Populatio Income deciles
) Total

norracial o/ 1 2 3 4 5 6 7 8 9 10

groups % % % % % % % % % %
African 75 95 97 93,5 A 89 87 80 66 37 11
Coloured 8 3 15 4 5 7 7 11 14 18 5
Indian 3 0 0,5 0,5 0,5 1 2 3 5 7 8
White 15 2 1 2 0,5 3 3 6 14 37 77
Total 100 100 100 100 100 100 100 100 100 100 100
Table2.A2 Composition of household income, by income decile and source (%)

Deciles
1 2 3 4 5 6 7 8 9 10 Tgf)al
% % % % % % % % % %

Wage income 235 306 378 50,0 558 69,6 750 785 799 645 67,7
Remittances 4835 300 184 150 10,0 6,8 51 29 12 04 34
Agriculture 84 44 30 33 25 07 1,3 10 07 68 4,0
Sdf-employment 13,0 6,1 51 40 55 39 3,8 48 46 90 6,7
Pension 00 232 279 218 188 121 7,6 4,3 19 0,5 4,6
Other transfers 1,0 32 48 37 35 30 2,0 16 11 03 1,2
Capital income 35 21 28 21 37 34 50 6,6 105 181 121
Total 100 100 100 100 100 100 100 100 100 100 100

Notes: Wage income includes regular wages (after tax), casual wages and the value of employer subsidies of
transport, food and housing; remittances includes value of remittances in money and in kind; agriculture
includes value of agricultural production whether consumed or sold; self-employed comprises the profits
earned from self-employment; pension comprises government old-age pensions; other transfers comprise
other public transfers; capital income includes income from capital, actual and imputed rent on land and
property, interest on financial assets, and income from contributory pension schemes. Some column totals
do not add up to 100% because of rounding errors and the omission of some very minor sources of

income. n = 8567.
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Table2.A3 Participation ratesand broad unemployment rates by income decile (1993)

Tota Income deciles
I 1 2 3 4 5 6 7 8 9 10

Participation rate (%) 61 48 47 45 50 51 57 58 61 64 75
Unemployment rate (%) 30 71 56 48 40 37 33 28 24 14 5
Unemployment rate (%)
using per capitaincome 32 76 59 48 41 A 26 17 10 5 2
deciles*
* Calculation by Kingdon and Knight (1999: 7)
Table2.A4 Employment per household by income decile, 1993

Number of Total Income deciles
employed per % 1 2 3 4 5 6 7 8 9 10

household % % % % % % % % % %
0 39 92 75 66 51 41 25 16 12 8 9
1 40 8 23 29 42 49 63 66 54 41 26
2+ 21 1 3 6 7 10 12 18 A 51 64
Total 100 100 100 100 100 100 100 100 100 100 100
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