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Foreword by the Chair

The findings and recommendations contained in the Report of the Committee of Inquiry into
Comprehensive Social Security represent a wide range of views, empirical research and policy
analysis based on the most recent data available. It is in keeping with the Terms of Reference as laid
out by the South African Cabinet. It also includes additional areas that the Committee was requested
to investigate such as Disability and a necessary expansion of the brief based on certain problems
identified that required urgent attention in the short term.

The findings in the report indicate that South Africa has made significant advances in addressing
some of the most fundamental problems in social development. However, given the historic backlogs
as a result of apartheid and the contradictory impacts of this phase of economic globalisation, the
challenges of addressing structural poverty and inequality are many. Government’s emphasis on
the need to redesign the existing piecemeal and fragmented system in response to these challenges
is timely and significant.

Throughout the Inquiry, the Committee was mindful of the complex nature of the issues that
were before it and also of the many diverse and competing claims and interests that had to be
considered. Despite this, the overwhelming experience of the Committee was the commitment
shown by all sectors across South Africa to address persistent and pervasive poverty.

This report provides a comprehensive attempt to bring together the different elements of a
fragmented social security system to address, in a coherent and phased way, the constitutional and
democratic imperatives as well as the socio-economic challenges facing South Africa.

While this is not the first time issues of social security have been engaged, this Report is significant
for a number of reasons. First, it is one of the most comprehensive inquiries into both public and
private forms of social security in South Africa and seeks to identify those who fall through the
system and are without any social protection. Second, it identifies the need to ensure that there are
complementary and considered relationships between economic and social objectives. Third, it
provides recommendations that could ultimately lead to comprehensive social protection within
an integrated public-private benefit system. Fourth it prioritises the needs of the poorest and excluded
in line with Government’s policy framework. Fifth, it provides a baseline of social policy information
and analysis that could contribute in a small way to building knowledge and capacity within and
outside of Government to make informed decisions on available options to transform the lives of
those who are in desperate need and protect the future of all.

Navigating and negotiating a process of social security reform, especially within a comprehensive
social protection framework, as suggested by the Committee, is an ongoing and complex process.
The Committee is pleased to be able to contribute to this process. The Committee recognises that
while a long-term vision and policy framework is essential to ensure a balanced response to economic
and social objectives, there is also an urgent need to respond to those whose everyday survival is
being compromised.

w fayle:

Professor Viviene Taylor

Chairperson
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Introduction

1.1 Purpose of the
Committee of Inquiry
(the Committee)

1.1.1 Government
commitments

Following the 1994 elections, the Government
committed itself to a number of specific goals
in the area of social policy, including:

* The elimination of poverty and the
establishment of a reasonable, and widely
acceptable, distribution of income

* The provision of a reasonable income in
old age

* The provision of affordable, decent and
effective healthcare for all

* Full employment, or if this proves not
possible, an adequate mechanism to deal
with poverty.

The above are reflected in the Constitution
where, as stated in Chapter 2, section 27 (1)(c),
everyone has the right to have access to social
security, including appropriate social assistance,
which is part of a publicly funded social security
system.

These commitments have also been taken
torward in a number of policy documents
including the Reconstruction and Development
Programme (RDP) and in tripartite agreements.

The essence of these policy objectives is also
included in the Growth, Employment and
Redistribution (GEAR) framework.

1.1.2 Findings of the
inter-departmental task
team reporting in 1999

An inter-departmental task team, convened by
the Department of Social Development,
reviewed the social security system and
identified crucial gaps. These include:

* The Unemployment Insurance Fund
(UIF) covers less than 40 per cent of the
labour force at any given point in time,
and ofters benefits to less than 6 per cent
of the unemployed.

* The private old age pension system
provides benefits with insufficiently
reliable replacement rates, vesting and
portability problems.

* Disability provisions are not
comprehensive with overlaps existing
between Compensation for Occupational
Injuries and Diseases Act (COIDA), the
Road Accident Fund (RAF), the
Department of Social Development and
the private sector.

* Many people remain financially
vulnerable in respect of healthcare.

* No child benefits are available for
children older than 7 years, and under
school-leaving age.

* Large numbers of South Africans remain
vulnerable to harsh poverty with limited
means of advancement.

In light of the above challenges, the task team
recommended that South Africa should
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investigate a move to a comprehensive and
integrated social security structure. The task
team also recommended that a common
revenue collection system be investigated.

The task team noted that changes of this kind
would require considerable planning, political
debate and consultations with the social partners
and all sections of the community.

The task team therefore proposed that an
inter-departmental task team or committee
engage in the necessary consultations and
generate final proposals with respect to an
improved and better structured social security
system.

1.2 Terms of reference

1.2.1 Broad terms
of reference

The terms of reference given to the Committee
requires the review of a broad number of
clements relating to social security. The general
objectives of this analysis include:

* Options on ultimate objectives and targets

for the social security system: Alternative
options indicating an envisaged final
structure should be provided. These should
be extensively motivated and viable (Terms
of Reference, 2000, par. 2.1.1).

* Options for immediate practical
implementation: Alternatives consistent
with envisaged ultimate objectives should
be outlined. These would need to be
practical and focused on immediate needs,
the current level of South Africa’s
development and affordability (Terms of
Reference, 2000, par. 2.1.2).

* Viability and implications of options
considered: All relevant information
concerning the viability and significant
negative or positive implications linked to
any options considered must be provided
(Terms of Reference, 2000, par. 2.1.3).

The specific social security areas that must be
covered are:

* National pensions system: This must
involve an assessment of the entire
environment providing for post-
retirement cover, as well as general
financial support for the aged (Terms of
Reference, 2000, par. 2.2.1).
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* Social assistance grants: This must involve
an evaluation of the entire social
assistance mechanism including all grants,
their funding mechanisms, and the
efficiency with which they achieve their
goals (Terms of Reference, 2000, par.
2.22).

* Social insurance schemes: All social
insurance schemes, including funding
and protections for injury on duty and
cover for road accident victims, must be
examined (Terms of Reference, 2000, par.
2.2.3).

* Unemployment insurance: The current
system of unemployment protection must
be examined. This must include the
adequacy of all forms of support for the
unemployed, including special
employment programmes (Terms of
Reference, 2000, par. 2.2.4).

* Health funding and insurance: The public
and private sector environments must be
examined with a view toward ensuring
universal access to basic healthcare (Terms
of Reference, 2000, par. 2.2.5).

Each of the specific areas identified above must
include the following analyses (Terms of
Reference, 2000, section 2.3):

* Existing processes: In many instances
there are existing policy processes
examining specific funds and safety nets.
The Committee will be expected to liaise
extensively with these initiatives in order
to inform the final recommendations.

* Core issues: Each policy area must be
examined taking account of the following:

o Adequacy of adherence to principles of
social solidarity

o The legislative and general regulatory
environment

o The social budget

o Institutional structure
o The tax environment
o Sources of finance

o Perverse incentives

o Significant gaps and the underlying
reasons

o Macro-economic environment



o Impacts on Government as an
employer

o Income distribution.
* Key recommendations on future directions:

o Long-term or ultimate objectives and
targets

o Short-term or required intermediate
reforms consistent with the long-term
objectives.

* Implementation process: The Committee
must make concrete recommendations on
implementation steps and prerequisites.

In addition to the specific analyses indicated
above, the Committee is also required to
develop a social budget for all the key social
security areas (Terms of Reference, 2000,
section 2.4):

* The Committee must generate a detailed
social budget for the country, outlining
public and private expenditure on key
areas of social policy.

* The Committee must also set up the basis
for the annual presentation of a social
budget for the country. This will involve
the creation of the relevant capacity
within key Government departments to
ensure this can be done.

The Committee is also expected to enter into a
fairly broad consultation process with all
stakeholders (Terms of Reference, 2000,
section 2.5):

* The Committee will be required to
consult with all relevant stakeholders
linked to the core issues under
examination. The nature and structure of
this consultation will be at the discretion
of the Committee.

* The Committee will be expected to take
inputs from all relevant South African
experts in the various policy areas under
examination.

* The Committee will be expected to
consult directly with all Government
departments affected by the proposals.

* The Committee will be expected to
review all relevant material on
international practice in both
industrialised and developing country
settings.

Consolidated Report

1.2.2 Interpretation
of terms of reference

The broad and complex nature of the issues
raised in the terms of reference provided to the
Committee required the initial development of
a conceptual framework for defining and
evaluating social security in South Africa. The
framework settled upon is reflected in figure 1
and highlights the following:

* Underlying nature of society: This is
distinct from the socio-economic
structure and reflects the objective state of
affairs resulting from the natural
incidence of a range of contingencies
endemic to human life. These refer to
periods of particular vulnerability to which
all persons are exposed such as, accident, the
loss of parental support, old age, etc.

* Adopted values: The manner in which any
individual or group of individuals
responds to the objective conditions
underlying the nature of society is
essentially based on a set of subjectively
determined values. A society can decide to
abandon all orphans to the streets, or
decide to only assist those from wealthy
families. Values can be interpreted from
the degree to which organised responses
to particular contingencies are arranged
(or not arranged). Such values can be
explicitly framed in a constitution, a bill
of rights and/or legislation. In this sense,
socio-economic structure and the related
distribution of power in society influence
values.

* Concept of social security: The adopted
values can be made explicit in the form a
concept of social security, which
claborates the principles that will
underpin any organised response to
particular contingencies. Such a concept
would interpret explicit and implicit
values and seek to give them practical
form.

* Socio-economic situation: The prevailing
socio-economic environment reflects an
additional consideration that may
exacerbate particular contingencies faced
by society. Certain groups may be more
severely affected by disease, early parental
mortality, etc.
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Figure 1
Framework for evaluating the social security system.

- | Concept of
| Social Securily .
Underlying Adopted
i Values
af Society
Sock-economic
Situation
| Shofl-TBrm — le— Current institutional
Set-up

| Medium-term  t—

— Options for Reform

[ Long-term —

* Current institutional set-up: The current The Committee collated information on
institutional set-up reflects the prevailing South Africa’s social security system, including
response to the underlying nature and views from researchers, Government and
socio-economic situation. This may private sector stakeholders, and international
accurately reflect the adopted values, or be experts as rapidly as possible. This process
significantly out of step. If the latter, included the establishment of sub-
reform options need to be considered. committees in key areas focused on by the

Terms of Reference. In addition, hearings
were set up, research works commissioned,
and there was a call for written submissions.
Individual meetings were also held with key
stakeholders and organisations where this

* Options for reform: Where the response to
prevailing needs in a society is
inconsistent with the adopted values,
reform is required. Such reform will
require short- medium- and long-term

objectives to be set. proved necessary.

1.3 Process followed
by the Committee

In addition to the above, the Committee noted
the fragmented nature of social security policy
formulation in a number of critical areas,
notably retirement and old age, health, disability,
poverty and unemployment. This required that
all major areas of social security be examined
holistically. The Committee formed a number
of sub-committees to facilitate a process
consistent with this approach. The sub-
committees dealt with health, retirement and
old age, unemployment, and poverty. Sub-
committees were also formed to focus on cross-
cutting issues related to institutional
arrangements, financing social assistance, social
insurance and non-traditional forms of social
security.
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Socio-economic

Context

and the Need for

Comprehensive 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.c. the assumption
that those in the labour force can support
themselves through work, and that
unemployment is a temporary condition. In
reality, those who cannot find work (and who
do not, or no longer, qualify for UIF payments)
fall through a vast hole in the social safety net.

This chapter outlines an analysis of the socio-
economic context within which the Committee
of Inquiry formulated 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.

Ideally, people should be able to earn a
living through employment rather than rely
on welfare transfers. In this regard,
Government’s macro-economic strategy aims
to push the economy onto a sustainable
growth path that will generate jobs. However,
given 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. Moreover, the high
levels of unemployment and the social deficit
(including extreme poverty and inequality)
pose a barrier to the attainment of a
sustainable growth path.

2.2 Definition of socio-
economic concepts

It is important to clarify the meaning of the
terms “poverty”, “inequality”, “unemploy-
ment”, “social exclusion” and “vulnerability”
because these terms have specific connotations
in social security. Also it is necessary to estab-
lish why these concepts, in practice, matter to

people in their everyday lives.

2.2.1 Poverty

Poverty is usually defined either in absolute or
relative terms. In absolute terms, poverty
reflects an inability to afford an adequate
standard of consumption. In this event, one
would use a poverty line, reflecting an income
level sufficient to afford adequate consumption,
as a point to determine who is poor and who is
not. This definition overlooks the distribution
of resources in society that often underpins
absolute poverty. Thus “relative poverty” refers
to the individual’s or group’s lack of resources
when compared to that of other members of
that society.

Bringing these absolute and relative concepts
together, the Committee of Inquiry states that
for a comprehensive social security system,
poverty can be defined as the inability of
individuals, households or entire communities
to command sufficient resources to satisty a
socially acceptable minimum standard of living.

Aside from these technical definitions, how
do the poor themselves see poverty? During
research for the Poverty and Inequality Report
(PIR), developed for the then Deputy President
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in 1998, the poor characterised their poverty in
the following manner:

* Alienation _from the community They are
isolated from the institutions of kinship
and community.

* Food insecurity The inability to provide
sufficient or good quality food for the
family is seen as an outcome of poverty.

* Crowded homes The poor are perceived to
live in crowded conditions and in homes in
need of maintenance.

* Use of basic forms of energy The poor lack
access to safe and efficient sources of
energy. In rural communities the poor,
particularly the women, walk long
distances to gather firewood or water,
risking physical attack and sexual assault.

* Lack of adequately paid, secure jobs Lack of
employment opportunities, low wages and
lack of job security is a regarded as a major
contributor to people’s poverty.

* Fragmentation of the family Many poor
houscholds are characterised by absent
fathers or children living apart from
their parents. Households may be split
over a number of sites as a survival
strategy.

Apart from the above, poverty matters because
it 1s the best predictor of one’s future life
trajectory. In particular, the negative impacts
of poverty tend to accumulate through a
person’s lifetime. The greater vulnerability
resulting from poverty in youth tends to result
in a continuous exposure to various risks
(unemployment, ill health, and disability)
effectively trapping people and their
dependants in a cycle of poverty.

Committe analysis of poverty in South Africa
today revealed the following:

* Forty five per cent of the population (18
million people) live on less than $2 a day,
as measured by the World Bank.

* Twventy five per cent of African children are
stunted (that is, short for their age)

* Ten per cent of Africans are malnourished
(that is, underweight for their age)

* Sixty per cent of the poor get no social
security transfers.

The Committee of Inquiry has taken into
account the quantitative measures of poverty as
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well as people’s actual experiences and
perceptions of poverty and how these manifest
in social exclusion and instability.

2.2.2 Inequality

Inequality refers to the unequal benefits or
opportunities for individuals or groups within
a society. Inequality applies both to economic
and social aspects, and to conditions of
opportunity and outcome. Social class, gender,
ethnicity, and locality generally influence
inequality. Reducing inequality includes:

* Increasing the relative share of the least
well-off

* Improving relative mobility of the poor
through reducing barriers to advancement
in social and economic life, through
promoting participation of disadvantaged
groups, and eliminating the
disproportionate advantages of the rich in
terms of education, access, political
power, etc.

Measured by Gini-coefficient, inequality in
South Africa is ranked as the fifth highest in the

world.

Inequality between races is a striking feature
of South Africa. In 1996, 61 per cent of Africans
lived in poverty, compared with only 1 per cent
of whites. While this figure has probably
changed somewhat since then, the continued
stark contrast contributes to a perpetuation of
apartheid-style prejudice, where notions of an
“underclass” are carried over into the post-
apartheid era. Flowing from this there is also a
stark race differential in terms of who accesses
private services (catering for the better off) and
who accesses public services (catering mainly
tor the poor).

In the period 1991-1996, while inequality
between races decreased, intra-racial (that is,
class) inequality increased. This suggests that
the racial divide of the apartheid era, if left to its
own devices, could become entrenched as a
deep «class divide in the post-1994
transformation period.

In designing a comprehensive conceptual
framework for social security, the Committee
has considered the implications of these factors
and the inequalities that emerge from its
trajectory into contemporary society. From a
social security perspective the key issue is to
ensure that those who are currently excluded are
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Table 1
Declining household incomes and growing inequality (1991-1996)
African White Coloured Asian
Poorest 50 -11 per cent -16 per cent 0 per cent -5 per cent
per cent
Richest 10 17 per cent -0,3 per cent 16 per cent 28 per cent

given a stake in the present, and that those who
have benefited from past privileges promote a
level of solidarity.

2.2.3 Unemployment
The loss of a job, or the inability to find one, has
a devastating impact on individuals and their
dependents. This goes beyond the loss of income
and what it can buy, to questions of social
participation and personal identity.

There are two widely used definitions of
unemployment: a “strict” and an “expanded” one,
with the latter including “discouraged workers”
who have given up looking for work.

The Committee’s review has shown that
employment statistical data and analysis is
generally highly contested. Although significant
improvements have been made to employment
data, some important problems remain to be

tackled.

Importantly, with changing forms of
employment, and hence changing statistical
definitions of unemployment, the distinction
between “employed” and “unemployed” is also
becoming blurred. For the purposes of social
policy, for example, the difference between an
unemployed person and someone employed in
the informal sector at virtually no income appears
insignificant, since such work does not provide
adequate job and income security.

However, using the one available set of
comparable employment statistics,' formal sector
employment has fallen significantly. This
decline has serious social and economic
implications. As mentioned, there well may be
concurrent informal-sector employment that is
unrecorded. However, household survey
evidence demonstrates most of these jobs to be
considerably lower-paid and less secure, and thus
not significantly compensating for the loss of
formal sector jobs.

An important factor that the Committee has
had to consider is that South Africa is

characterised by a labour surplus economy that
is unlikely to change in the foreseeable future. A
labour surplus economy with high skills’ deficits
at the lower end has significant implications for
the design of a comprehensive social security
system in the short to medium term.

2.2.4 Social exclusion

Social exclusion covers both the static condition
(poverty) and the dynamic process (exclusion)
through which poverty is caused. As such, the
term “social exclusion” is, conceptually, more
appropriate for integrated policy purposes than
“poverty”.

Social exclusion functions through the twin
mechanisms of exclusion and inclusion. It is
essentially based upon the power of one group to
deny access to reward and life-chances to another
group; this is on the basis of certain criteria that
the former seeks to justify. These criteria could,
for example, be income, education, skin colour,
language, sex or religious belief.

As in South Africa’s apartheid past, social
exclusion was about mobilising state
machinery and policies to exclude others
(black people) from reward and privilege.
Social exclusion manifests itself in barriers to
advancement based on the economically
arbitrary individual characteristics mentioned
above. Many of these take the form of exclusion
from markets; others take the form of exclusion
even when markets are competitive.

Social exclusion implies a dynamic set of
processes with a number of aspects:

* Relativity People are excluded from a
particular society, as opposed to a focus on
ability to purchase an “absolute” basket of
goods that might have been regarded as
adequate at another time.

* Multi-dimensionality Income and
consumption are central, but so are other
aspects of participation such as the ability
to carry out socially valued activity (not
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just paid work), political involvement and
social interaction. In each dimension
inclusion/exclusion are matters of degree,
rather than simply of sharp cut-offs.

* Agency Someone, something or some
process is responsible for exclusion or
inclusion occurring, while inability to
control major aspects of one’s life is an
important aspect of being excluded.

* Dynamics Such processes occur over time
with long-lasting or cumulative effects.
Duration in particular states matter and so
do prospects for the future.

* Multi-layered Exclusion operates at
different levels — individual, household,
community/neighbourhood, and
institutions.

2.2.5 Vulnerability

Vulnerability refers to the risk of a particular
individual or group falling into poverty or in
situations that compromise their human well-
being. Certain individuals or groups, due to their
position in society, are more vulnerable than
others to the negative consequences of economic,
political and social trends, cyclical changes or
“shocks”. Generally women, children, the
unemployed, households and communities with
limited assets are least able to cope with the effects
of, say, a negative change in basic service
provision or access to remittances.

Therefore policy interventions that seek to
move people out of poverty, and have them stay
out of poverty, need to address questions of
vulnerability. Such an approach requires
strategies to advance vulnerable individuals or
groups more easily out of their precarious
environments or at least enable them cope better
with any future negative changes.

2.3 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 social protection tend
to increase. However, population change itself
is not the problem, but rather the manner in
which the population changes. In many
OECD countries, for example, declining
population growth with increasing numbers
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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) difter. 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. Currently South Africa’s population
features by age and gender, depicted in figure 2,
reveal a high concentration of the population
between the age categories of 0-34 with a higher
proportion of women above the ages of 20.

HIV/ AIDS will affect population trends and
dynamics such as the size, growth and age
structure of the population.

HIV/AIDS is having a profound impact on
fertility and mortality rates in South Africa. Life
expectancy at birth is also declining. Available
information indicates that the average life
expectancy at birth in South Africa has already
declined from about 63 in 1996 to about 55 in
1999. Tt is expected to decline even further. There
will also be a decline in the number of people in
specific age groups, namely 0-4 year olds and 25-
34 year olds.

Simultaneously, however, the real number of
the old age population in South Africa is
increasing rapidly, due to the improved quality
of life of people who live through the young adult
years of high risk to HIV infection.

The proportion of women in the total
population will decline, as women are more
vulnerable to HIV infection due to their lower
social and economic status, and because of
physiological reasons.

Asaresult of the above, it is expected that HIV/
AIDS will impact upon dependency ratios in
South Africa. The projected age structure of the
population shows that the proportion of the
population in dependent age groups, both
children and elderly people, will increase
considerably in relation to the potentially
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Figure 2
Estimate of the South African population
by age and gender (millions of people).
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economic active proportion of the population.
This, in turn, means that the dependency rate
will increase substantially during the coming
years, and that there will be proportionally fewer
people to care for children and elderly people.

In short, 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 Africa
is 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.

2.4 The structure
of the labour force
and the employment
challenge

2.4.1 The extent
of the problem

Unemployment levels have risen almost without
pause for the past decade. Apparently
accompanying this, at least until fairly recent
times, has been a steady loss in formal sector jobs.
This latter finding has given rise to an energetic
debate, one whose weight can scarcely be borne
by the statistics. The September 2000 LFES results
record a statistically insignificant increase in
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formal sector employment over the February
2000 figures — the February 2001 figures, in turn,
record a statistically insignificant decline over
the September 2000 figures. It seems that at best,
formal sector employment is now roughly static,
with gains in those industries where employment
is growing being counterbalanced by losses in
those where it is shrinking.

In the absence of significant formal sector
employment growth, the burden of absorbing the
country’s expanding labour force falls on the
informal sector. It is difficult to construct a
coherent time series for informal sector
employment. Apart from anything else, the
survey instruments used to capture the desired
information changed in the middle of the period
with which we are concerned (the 1999 October
Household Survey [OHS] gave way to the
February 2000 LES). As far as can be determined,
once unpaid subsistence agricultural producers
have been removed from the picture,
employment in the informal sector was roughly
constant at about 1,8-1,9 million in October 1999
and September 2000.

Official unemployment figures show that
unemployment increased from 2,2 million (19,3
per cent) in 1996 to 4,2 million (26,4 per cent)
by 2001. An expanded definition of
unemployment increases the figure from 4,6
million (33 per cent) in 1996 to 6,96 million (37
per cent) by 2001 (table 2).

South Africa’s employment creation record is
presented in table 3. The SEE (a survey of
earnings and employment) covers a sample of
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formal sector firms. The non-SEE figures are
drawn from household surveys, and are
discounted by the SEE figures to give an estimate
of employment in firms that are not covered by
the SEE sample. The findings of these surveys
have been controversial.

The areas of the economy covered and in
which jobs are reportedly being lost were
probably those containing “good” jobs (relatively
secure and relatively well-paid). Expanding areas,
by contrast, mainly in services, will be creating
some “good” jobs (in areas such as financial
services), but will also see the growth of many
insecure and poorly-paid jobs.

According to table 3 formal sector
employment declined from 6,8 million in 1996
to 6,7 million in 2001, a loss of around 100 000
jobs. Over the same period the informal sector
grew from 1 million to 2,7 million.

With the economically active population
growing by more that half-a-million each year,
the outcome depicted in the tables — rising
unemployment offset somewhat by rising
informal sector employment (mainly in

survivalist activities) — seems inevitable. This, at
first sight, and as far as can be ascertained from
the official statistics, is the reality with which
social security policies have to cope.

24.1.1 Youth unemployment

All told, there were some 2,5 million
unemployed young people in 1999, 1,4 million
women, and just fewer than 1,1 million men.
Slightly more than 1,3 million of them are in
urban areas; the remainder in non-urban areas
face a reality in which economic opportunities
are few and far between. The age category 15-19
years contained only about 8 or 9 per cent of the
unemployed youth — the others were divided
roughly evenly between the two age categories
20-24, and 25-29 years. About 600 000 of the
young men, and 700 000 of the women had
previously been employed. Those above the age
of 25 years who had never previously been
employed, more than 860 000, would have been
starting to move into the “difficult to place”
category — almost half of them (410 000) had
already slipped into non-searching status. As may
be expected, this tendency is more marked in the
non-urban areas.

Table 2
Unemployment in South Africa (1996-2001)
Official unemployment Expanded unemployment
Period Number (1000s) Rate (%) Number (1000s) Rate (%)
1996 2224 19,3 4 566 33,0
1997 2451 21,0 5202 36,0
1998 3163 25,2 5 634 37,5
1999 3158 233 5 882 36,2
Feb 2000 4333 26,7 6 553 35,5
Feb 2001 4240 26,4 6 961 37,0
Table 3
Employment (1 000s) in South Africa (1996-2001)
Formal sector
Period SEE/STEE Non SEE/STEE Total Informal sector
1996 5242 1550 6792 996
1997 5139 1587 6726 1136
1998 4945 1445 6 390 1316
1999 4 840 1724 6 564 1907
Feb 2000 4754 1924 6 678 1821
Feb 2001 4 676 2002 6 678 2 665

Note: The formal sector employment figures exclude agriculture.
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2.4.1.2 The informal economy

Two sets of changes are driving trends in
employment totals in the sector. The first of these,
the massive decline in informal agricultural
employment (mainly unpaid), has witnessed a
decline of almost 850 000. The other big change,
that in employment in wholesale and retail trade,
has seen 600 000 new workers joining the
industry between September 2000 and February
2001. This is difficult to verify. The sudden
appearance of 600 000 workers in six months,
not to mention the fact that so few observations
exist at present, make it difficult to determine with
any degree of certainty the trends in the sector.

The Committee notes that whereas almost one
quarter of formal sector workers earn
R1 000 or less per month, more than three
quarters (76,3 per cent) of informal sector
workers, and more than 90 per cent of domestic
workers are to be found in this income category.
Another striking result is the figure of 18 per
cent for informal economy workers who receive
no income (it was 30 per cent in September
2000). Their condition is relatively easily
explained — they fall either into the category
“helping without pay in a family business”, or
that of subsistence agricultural workers.

Ignoring those working in subsistence
agriculture, the earnings of domestic workers
are even lower than those of informal economy
workers in general — almost two thirds of
domestic workers (64,3 per cent) were paid
R500 per month or less. With a further 27 per
cent being paid between R501-R1 000, that left
only 7 per cent earning close to a living wage.

2.5 The apartheid
labour-welfare nexus

2.5.1 Income distribution

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 social services (understood
broadly to include public education, health
and housing programmes) as well as
income support (such as old age pensions
or unemployment benefits).

Consolidated Report

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

The apartheid system discriminated along
racial lines, with poor white people benefiting
especially. 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 a temporary basis.
In this respect, the apartheid state was a racially
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.'?

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 alternative 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 wuniversal (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.
The Committee calculates that limited
redistribution from white to black South Africans
probably occurred through patterns of
Government taxation and expenditure (see table
4). 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
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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, health 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 houscholds, 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 racial incomes, this situation changed over
time as African workers advanced up the
occupational ladder 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 breaks for capital investment

* 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.

2.5.2 Inequality at the
end of the apartheid era

At the dawn of South Africa’s new democracy,
there was still a clear correlation between race
and household income (see figure 3). Affirmative
action policies are designed in part to address this
legacy of apartheid.

However, by the end of apartheid, intra-racial
(class) inequality was contributing more to
overall inequality than inter-racial inequality.
The contribution of “within-group” inequality
to total inequality rose from 38 per cent in 1975
to 58 per centin 1991 and to 67 per cent in 1996.

Figure 4 shows the composition of mean
household income for each income decile —in
other words, the sources from which the

Table 4

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 712% | 65,0% 595% | 51,9% | 17,0% | 155% | 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%

Note: Totals may not add up to 100% due to rounding.
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Figure 3
Income deciles by race, 1993.
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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.

* 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’s
income).

Old age pensions were the most important
public transfer payment.

Figure 4
Composition of household income, by income decile and source (%).
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Figure 5
Participation rates and broad unemployment rates by income decile (1993).

(Lower income households have less access to the labour market.)
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2.5.3 The importance
of public transfers

Figure 5 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 since the 1980s.

As shown in figure 4, 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 4). Not all remittances came
out of wages — there were cases of pensioners

Table 5

The redistributive effects of public transfers (1993)

Income Distribution Incidence of Net transfer
decile of public taxation on through taxes and
transfers received (%) the poor (%) public welfare (%)
Low High Low High
1 0 +7 -2 -3 +5 +4
2 +7
3 +12 +26 -2 -4 +23 +22
4 +13
5 +15 +29 -4 -5 +25 +24
6 +14
7 +12 +23 -1 -12 +12 +10
8 +11
9 +9 +15 -80 -76 -65 -61
10 +6
Total 100 100 -100 -100 0 0
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sending a share of their pension to family members
living elsewhere —but it is safe to assume that most
remittances came out of wage income.

Table 5 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
taxation. The final column shows the net
transfer of resources through taxation and
public welfare.

2.5.4 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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Participation and broad unemployment rates by
decile in South Africa are shown in figure 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).

There is a clear and close correlation between
unemployment rates and income. This can be
seen in Figure 5. However, not only are poor
households likely to have more unemployed
adults than richer households, but they are also
likely to have more adults who said they are not
available for work (and hence are defined outside
the labour force). Figure 5 shows that labour force
participation rates rise steadily up the income
deciles. The
unemployment and income, and labour force
participation and income, suggests that low-
households significantly
marginalised from the labour market.

dual correlation between

income are

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 ecach set
(unemployment rate*).

The incidence of employment is shown in a
different way in figure 6. This shows the
proportion of households in each income decile
according to the number of household members

Figure 6
Employment per household by income decile.

(The number of workers increases with houschold income.)
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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.

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 members in
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. 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
this is 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.

* 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 numbers in deciles 4-7.

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

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

* 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 ajob, or what kind of job he or she is able to get,
plays a crucial 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.

2.5.5 Wage inequality

During the apartheid era, racial discrimination
was an important determinant of wage
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inequality. 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 racial 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, with an estimated half of
the difference in racial earnings attributed to
differences in educational qualifications.

Despite the decline in racial discrimination
and in the wage gap between white and African
workers, overall 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).

2.6 Changes in
inequality in the 1990s

The distribution of income appears to have
become more unequal between 1991 and 1996.
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
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Figure 7
Shares of income by race (1970-1996).
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to 3,4 per cent. This resulted in the Gini-
coefficient rising from 0,68 to 0,69. However
racial income differences narrowed 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
whites in the face of the steady increase in that
received by Africans from 1970 to 1996 is depicted
in the figure 7.

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 8 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.

2.6.1 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

Figure 8
Growth of household income by race (1991-1996).
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African households rose by 17 per cent,
whilst the incomes of the poorest 40 per cent
of African households fell by 21 per cent.

* Overall, relatively poor African and white
households experienced absolute declines
in their income, whilst relatively rich
African, coloured and Indian households
saw big income gains.

The real winners in terms of rising incomes were
the better oftf African and Asian 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.

2.6.2 The growth/
inequality debate

It is axiomatic that the greater the degree of
income inequality, the higher the growth rate
required to reduce poverty. The difficulties of
generating sustained and sustainable growth
rates high enough to reduce poverty at an
acceptable pace have started to attract increasing
attention in recent times. The Committee
conducted an extensive survey of the
international literature into this question, and
constructed a simple model to compare the
impacts of different growth strategies on the
incomes of the poor. The model’s results confirm
findings reported in other studies — modest and
sustained redistribution, even under conditions
of relatively slow growth, does much more for
the poorest of the poor (the bottom three deciles
of the income distribution) than does fast “trickle
down” (distribution neutral) growth.

This finding, coupled with the finding that
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some substantial proportion of the unemployed
probably fall into the category of “difticult-to-
place”, and coupled as well, with the fact that
earnings for most of those catapulted into the
informal sector are very low, prompts the
Committee to recommend a re-evaluation of the
balance of resources devoted to poverty reduction.

Even if the only target were the elimination
of destitution, redistribution can achieve this
much faster than sustained trickle-down
economic growth. The strong likelihood is that
grants will do more than merely alleviate poverty.

In many households, the guarantee of a
minimum consumption level will enable
household members to engage in the risk-taking
behaviour so necessary to the generation of
additional income.

2.7 Poverty in South Africa

2.7.1 Recent 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. Translated 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.* 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.

2.7.2 What is the level of
poverty in South Africa?®
If a single set of statistics can disclose the extent
of poverty in South Africa, it may be this — of the
approximately 717 000 live births in 1999 that



can be sorted by household expenditure category,
about 176 000 took place in households where
total monthly expenditure was between R0 and
R399. A turther 231 000 babies where born into
households where monthly total expenditure lay
between R400 and R799. Into the next income
class, R800 — R1 199 per month, some 119 000
babies were born. Accounting for almost three-
quarters of the total, their prospects are bleak.

About 11 per cent of houscholds with children
under 7 went hungry in 1999 due to lack of
money to buy food. Another 2,3 million
households with people aged 7 years and older
went hungry due to an inability to purchase food.
The percentage of households reporting hunger
in 1999 was 21,9 per cent.

Malnutrition remains one of the biggest
contributors to child morbidity and mortality
in South Africa. According to the national Food
Consumption Survey of 1999, nearly 20 per
cent of children aged 1-9 are affected by
stunting, which is by far the most common
nutritional disorder in South Africa. Around 23,3
per cent of children 1-6 are stunted.

Depending on which poverty line is used,
researchers put the number of South Africans
living in poverty at anywhere between 45 and 55
per cent (figure 9). Despite existing measures to
address the various dimensions of poverty the
reality is that, depending on the poverty line used,
about 20-28 million citizens are living in poverty.
The incidence of poverty differs between the
different provinces. In all estimates the Western
Cape and Gauteng have the lowest rates of
poverty, and Mpumalanga, the Eastern Cape and
the Northern Province the highest rates.
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2.8 Addressing
the challenges of social
security reform in a
democratic South Africa

The distribution, extent and characteristics of
social exclusion in South Africa have a definite
material and structural basis. In short, the
economic aspects of social exclusion are linked
to the inability to command a sufficient flow of
resources to avoid growing inequalities and to
prevent deprivation — be it nutritional, medical,
in terms of shelter, or a lack of full participation
in society.

2.8.1 Inequalities in the
distribution of wealth

There are five broad categories of economic flows
reflecting different economic positions in an
economy. These include income derived from
owning property, income received in terms of
salaries and wages, economic resources mobilised
through subsistence and household activities,
transfer payments received from private or
Government sources and self-employment. Each
of these categories is intimately connected to a
set of economic relationships that define and
structure a modern capitalist economy.
Exclusion from, or marginalisation within, these
sources of economic resource flows greatly
increases the risk of poverty.

A key factor in South Africa is the skewed
distribution of economic assets. Apartheid was
central to this skewed distribution, driving the
social exclusion of the majority and social

Figure 9
Percentage of population in poverty.
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inclusion of the minority. In particular, the
apartheid regime constructed citizenship and
subject rights to determine which groups would
have access to what level of social protection
depending on their functionality to the racially
constructed economic and social system.

The following are all examples of apartheid
measures, which excluded the majority of people.

* The Land Act of 1913, which confined the
land area that Africans could legally own or
rent to 13 per cent of South Africa

¢ The 1913 Mines Act, which contained the
first of many job reservations policies

* The Urban Areas Act of 1945
* Coloured Preference Policy

* The Group Areas Act of 1956, which
restricted African access and African
economic activity in the urban areas.

White South Africans were from 1924 onwards
given substantial protection against poverty and
vulnerability, partly by measures to exclude black
South Africans referred to above, and partly by
the introduction of social and economic policies
similar to those adopted in the social democratic
countries of Europe. Black South Africans were
generally either excluded from these positive
measures, or were protected to a much lesser
extent than the white counterparts. For example,
substantial maintenance grants were paid to
single mothers with low income, but not if they
were African.

Opver the last few decades of the 20th century,
blacks began to gain access to work related
benefits and social insurance institutions
primarily due to increasing unionisation and
political pressure. This formed an important
pressure that precipitated the breakdown of the
citizenship/subject relationship underpinning
the apartheid regime.

As democracy approached, the expectations of’
the excluded majority increased in regard to the
role of the post-apartheid state in ensuring redress,
employment and development. However, the
apartheid regime, seeking to pre-empt effective
post-apartheid intervention, sought to push
through various pieces of legislation loosening
the grip of Government over social and
economic policy. In some instances they were
successful (such as deregulating aspects of private
healthcare and food production). In other areas,
such as broader economic policy, social resistance
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manifested through mass mobilisation and the
establishment of tripartite socio-economic
forums restrained them.

2.8.2 Shortcomings
in the South African social
security system

First, regarding non-contributory social
assistance, there are large gaps resulting in a large
proportion of the poor being excluded, and those
who are uncovered are often not given
appropriate suUpport.

The Social Assistance Act covers the following
categories of people:

* Aged Women over 60 years of age, and men
over 65 years of age receive a state old age
grant of R570 per month. This grant is the
largest current social security transfer in
the country, and, for those elderly persons
who receive it, the grant plays a pivotal
poverty alleviation role for the entire
houschold.

* Disabled There is a disabled grant of R570
per month for medically-diagnosed
disabled persons over 18 years of age. This
grant is a de facto poverty grant, as 77 per
cent of recipients are also in poverty.

* Foster care There is a grant of R470 per
month for caring for foster families caring
for children under 18 years of age.

* Care dependency grant There is a grant of
R540 per month for parents of a disabled
child (0-18) who requires care at home by
another person. Thereafter application
must be made for the adult disability grant.

* Child support grant There is a child
support grant of R110 per month, paid to
the primary caregiver, for children under
seven years of age. This grant has been
afflicted by a slow take-up rate, with only
25 per cent of the targeted group receiving
the grant three years after implementation.

The following categories remain uncovered by
social assistance:

* Children 75 per cent of poor children
below seven years of age do not get the
child support grant. All children over seven
do not get any support. Finally, all children
without primary caregivers, and child-
headed households (which are in the
increase) do not get any grant.



* Disabled Those with a chronic illness
but who do not meet the strict medically
based criteria are excluded. Thus if the
disability is not medically complete, but
does prevent that person from carrying
out their trade, they would not qualify
for the grant.

* Unemployed The UIF covers only 5 per
cent of the unemployed. Therefore
excluding those unemployed getting
disability and childcare related grants,
about 5 million unemployed people are
without any form of income support from
the social security system.

* Poverty Those with incomes below the
poverty line, including working poor, are
without any social security transfers.
Currently about 60 per cent of the all the
poor, or 11 million people, are uncovered.

* Non-citizens While the Constitution in
S27 (1) (c) states that “everyone” has a
right to social security, current social
assistance mostly excludes non-citizens. In
this regard, there will probably be
constitutional pressure to ensure all people
(including illegal immigrants) have access
to certain basic services (such as
emergency healthcare), and full access to
certain categories such as refugees.

In short, there are large gaps and inadequacies in
the social assistance system.

Second, regarding contribution-funded
social insurance and regulated private schemes,
these, too, cover a relatively small number of
the population. Moreover, the increasing
numbers who fall outside of the formal sector
undermine the scope of social insurance’s
contribution base, further limiting the system.
In addition, there are internal distribution
inadequacies within social insurance that
provides the most vulnerable workers with a
smaller share of benefits. The better paid
generally seem to secure the largest share of
benefits. Furthermore, some of the most
vulnerable workers are often legally excluded
from the system.

* The limited nature of the publicly
provided benefits means that social security
costs are, de facto, passed onto employers.
This has increased non-wage costs in the
economy. This acts as a disincentive for
direct employment, that is, the

Consolidated Report

employment of regular workers. The
increase in indirect employment
(including casualisation), and the
stagnation of net permanent jobs, is partly
the result of employers trying to avoid
these non-wage costs.

The growth of employer-linked benefits
necessarily excludes a significant share of
the population. The unemployed,
informally employed and many temporary
workers have no access to these benefits. A
current legal framework that cannot cope
with the changing forms of employment
aids this. In the South African situation
this forces the non-wage costs to be higher
still, since workers require more to support
many unemployed persons (with no
benefits) in their household. Consequently,
this contributes to upward pressure on
workers’ remuneration. This extreme
pressure on the breadwinner effectively
undermines any worker support for labour
flexibility — since loss of employment
equals loss of income.

Private-provision schemes are contributing
to escalating costs of services. Healthcare is
a primary example of this. South Africa
spends, including both public and private
expenditure, about almost twice on health
than considered necessary by the World
Health Organisation — all this for relatively
inadequate public and private service. The
national overspend derives primarily from
the cost-intensive private medical scheme
environment that has created perverse
incentives for over-servicing by private
providers (who are paid on a fee-for-service
basis), excessive administrator profit-taking
and undermined consumer protection.
The relatively high levels of expenditure is
due to most health spending going towards
the well resourced, private health sector
which caters for only 15 per cent of the
population.

Profit-driven provision of services has
often been accompanied by a removal of
cross-subsidies to those unable to afford
services. There is a tendency to “cherry-
pick” high-income, low-risk groups that
accordingly increases the difficulty of
funding publicly provided social services
through contributions.

Transforming the Present - Protecting the Future @



Consolidated Report

2.9 The Cha[[enges development potential.
The inadequacy of current interventions, in a * The racially differentiated composition of
context of persistently high risk and deprivation, public service users reinforces apartheid-style
has contributed to several growing and, prejudice — The poor (mainly black) are
potentially, unsustainable challenges. The most dependent on strained public services. The
important of these are the following: rich (mainly white) make use of private

services. This contributes to a lack of racial
tolerance and understanding, and
undermines social solidarity.

* The wage-income relationship is breaking
down — High unemployment, including
the massive net loss of formal sector jobs,

and growing shift towards so-called * Delivery of key services is affected by
“atypical” work, has reduced the incomes inability of poor to pay for inclusion —

of the poor. Historically, the working poor More people have access to important basic
have supported the poor and unemployed service such as telecommunications, water
via remittances and intra-household and sanitation, electricity, housing, and
transfers. However, this relationship primary healthcare. While these have been
between formal sector wages and hard fought gains, this extension of services
household incomes has declined due to has been undermined by an inability of the
the considerable loss of net formal jobs, poor to afford payment.°®

and the downward qualitative shift in
formal employment being created. In this
period, there has been a decline in the
incomes of the poorest 40 per cent.

* Poverty-related increase in crime and social
instability — This is potentially
undermining to legitimacy of new
democracy, and investment strategies.

* The state is vulnerable to Constitutional Levels of crime remain far too high, and
Court challenges — The Constitutional include an increasing incidence of
Court, in its State v. Grootboom judgement, domestic violence. This reflects the
has increased pressure on the state to put in underlying causality of poverty and the
place a coherent and comprehensive resulting depressed aspirations among the
programme for progressively realising the poorest in society.

constitutional obligations. This requires
devising, formulating, funding,
implementing and constantly reviewing
relevant measures. The Groothboom
judgement opens the way for further
constitutional challenges against the state
on the basis of not complying with the
Constitution’s Bill of Rights. It should
also be noted that the Constitutional
Court has the power to enforce socio-
economic rights, with direct implications
for budgetary matters.

* Social development/investment backlogs are
now widely recognised as barriers to
economic growth and development There is
growing recognition among international
financial and credit rating institutions,
national Government and domestic social
formations, that insufficient social
investment and social development
backlogs are a primary barrier to the
achievement of sustainable levels of
economic growth and development.

The findings in this chapter are based on the
* The impact of AIDS will exacerbate poverty
and inequality — Research conducted for
the Department of Health indicates that

there will be 5,5 million people infected
with HIV/AIDS by 2004, and the impact
will be increasingly felt in society. The
impact is apparently already evident on
social service institutions (mainly public

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 social security.

healthcare). This will increase downward Furthermore, existing levels of poverty have
pressure on households and household reached unsustainable levels, and left unattended
incomes, and could significantly have the potential to reverse democratic gains
undermine the country’s medium- to achieved since 1994. The urgent need to address
long-term economic growth and social deepening social exclusion and alienation of
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those households living in destitution cannot be
ignored. A redesigned social security system has
to respond to the constitutional, democratic and
human development imperatives that provide
the framework for transformation.
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Approach to a
Comprehensive Social
Security Provisioning

3.1 Introduction

The two-fold nature of the South African
economy means that a comprehensive social
security system has to deal with two different sets
of needs. The first relates to the needs of the poor,
excluded largely from the productive capacity
and rewards of the formal economy. The second
relates to the security needs of the informally
employed. Without some protection against the
contingencies of death, disability, ill-health and
retirement, even the comparatively wealthy
beneficiaries of the formal economy can be
reduced to destitution. The brief of the
Committee covers both areas.

Tackling poverty and deprivation, and its
effects, is thus a critical challenge facing South
Africa. The Reconstruction and Development
Programme (RDP) states that:

No political democracy can survive and flourish
if the mass of our people remains in poverty,
without land, without tangible prospects for a
better life. Attacking poverty and deprivation
must therefore be the first priority of our
democratic Government.

This challenge, in its general sense, is of course
not a new one, having been with South Africa
throughout its past. However, the coming into
being of a democratic dispensation in 1994,
followed by a new Constitution (with a Bill of
Socio-economic Rights) in 1996, has presented
the nation with a unique opportunity to find a
path away from this legacy.

The task of addressing, in the final instance,

the reality of poverty and deprivation is generally
regarded as a central feature of a country’s social
security system. In South Africa, however, up to
60 per cent of the poor are not getting any social
security transfers at all. Further, the current social
security system, principally for reasons of
inherited design, is archaic, lacks integration, and
has many gaps.

Economic globalisation is posing further
challenges through changing labour markets and
technological challenges. These changes are
displacing full-time regular employment and
changing the nature of work. Most new jobs
being created are in the “informal sector”, or of a
part-time, casual, temporary, or home-based
nature. There is thus a growing army of
unemployed, underemployed and working poor
subsisting alongside an increasingly threatened
permanent workforce. The socio-economic
challenge facing South Africa is made more
ominous by the danger that the dynamics of
globalisation may further fasten (at least in the
short to medium term) onto these existing
relations of vulnerability and exploitation, and
exert pressure to intensify them. The
consequences would be growing poverty,
inequality, social polarisation, job insecurity, and
crime — and a fraying social fabric.

With this scenario in mind, the 1998
Presidential Job Summit — comprising
Government, labour, business, and community
— agreed to “implement an effective
comprehensive social security system, aimed
especially at those living in poverty and the
unemployed”. This agreement aligns well with
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the needs articulated in the White Paper for Social
Welfare (1997) and the South African
Constitution’s Bill of Rights (especially S27
(1()-

In short, South Africa faces two sets of
imperatives. The first is the constitutional and
democratic imperative, centred on a human
rights approach. The Constitution gives socio-
economic rights exactly the same status as civil
and political rights. In particular, the following
aspects are relevant:

* Ensure promotion of values of dignity,
equality and freedom

* Build participation and voice of the
excluded

* Support citizenship claims through
equality of administrative justice, access to
information, application procedures,
adjudication of rights, monitoring of
compliance and non-compliance.

The second is the socio-economic imperative,
encapsulated in the RDP, to fundamentally
improve the living standards of all people in the
country. The socio-economic imperative stresses
the following:

* Reduction in poverty, deprivation and
social inequality

* Increased access to adequate basic services

* Create an environment for sustainable
social and economic advancement of all
people, and especially the poor and
unemployed.

Both these sets of imperatives are inter-related
and mutually reinforcing. The Constitutional
Court, in the matter of The Government of the
Republic of South Africa et al v. Grootboom et al, stated:

There can be no doubt that human dignity,
freedom and equality, the foundational values of
our society, are denied to those who have no
food, clothing or shelter. Affording socio-
economic rights to all people therefore enables
them to enjoy the other rights enshrined in [the
Constitution].”

Thus there is a clear need to develop a new,
comprehensive social security system that
supports the achievement of socio-economic
rights, and in so doing the overriding values of
South African society. In this regard, this chapter
of the Committee’s report begins to outline the
conceptual framework for such a system.
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In developing a conceptual framework for
South Africa, the Committee considered,
amongst other things, the question of whether
there is an international convergence of social
security reform, and the potential implications
of such for South Africa.

3.2 International
trends in social
security provisioning

The term “social security” has, internationally,
attracted a wide range of meanings, and needs
to be clarified at this point. In developed
countries, where the term first originated, social
security refers mainly to the following:

* Social assistance —This refers to state
provided basic minimum protection to
relieve poverty, essentially subject to
qualifying criteria on a non-contributory
basis.

* Social insurance — This refers to a
mandatory contributory system of one
kind or another, or regulated private
sector provision, concerned with the
spreading of income over the life cycle or
the pooling of risks.

Social security, as defined by its European
origins, developed as a complement to the
formal employment relationship.

3.2.1 Western Europe

In many Western European countries, welfare
systems are undergoing significant change.
Three causes of the “welfare crisis” are often
identified.

* The first is that welfare states stifle the
market and erode the incentive to work.

* The second is the demographic challenge
in that long-term effects of ageing are
undermining inter-generational based
solidarity systems.

* The third is that the global economy
punishes high Government social
expenditure and uncompetitive economies.

The Committee’s analysis of some Western
European social security systems indicates that
perceptions of a “welfare crisis” appear somewhat
exaggerated. Indeed most of the problems facing
welfare states are exogenous — essentially driven
by increasing costs due to badly performing



economic policies and labour markets that
produce an overload on existing social
programmes. Where the social security system’s
internal workings cannot respond to the new risks
and needs of the socio-economic order, however,
the causes of the crisis are endogenous.
Additionally, important aspects of the reform
debate may reflect an ideological shift or approach
to the concept of social security — for example,
the desire to create a private market in social
services in place of a state function.

3.2.2 The United States

In the United States (US), the main focus in
recent times has been to promote “back to work”
schemes, through a combination of incentives
and disincentives. However, inequality and
polarisation have risen even with increased
levels of job creation. While the incomes of 80
per cent of working families have stagnated,
incomes for the top 20 per cent have risen
sharply. Under the competitive pressures of the
global economy, employers increasingly seek to
lower their fixed labour costs and thus exclude
many categories of workers (mainly non-
unionised, atypical and women) from social
security benefits. Hence the US has a very large
proportion of its population without healthcare,
for example. Social polarisation and exclusion
1s extensive.

3.2.3 South East Asia

In the “emerging” economies of South East Asia,
the competitive wage cost advantage is
evaporating (due to competition from even
cheaper economies), forcing these countries to
push towards new social programmes. Further
the recent global economic crisis, which centred
on South East Asia, has led to rapid job losses
and expanding unemployment. This has
motivated the development of unemployment
insurance in these countries that, until recently,
had achieved close to full employment.

3.2.4 Developing
countries

In developing country contexts, such as Latin
America and Africa, the problem is usually
poverty, chronic inequality and exclusion from
the informal sector, and the extent of “atypical”
employment (as it is understood in Europe) that
comprise up to 50 per cent of all jobs. The
majority of the population often stands outside
formal systems of social security, being engaged
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in rural and self-employment. Therefore the
European social security focus on the risk of
formal sector job loss is generally less relevant
here.

Further, the contributory-social insurance bias
inherent in unemployment benefit schemes will
have limited effect in the context of high and
persistent levels of unemployment and growing
informal work. In such an environment, there
would be little possibility of insuring oneself
against the “contingency risk” of unemployment
—rather the entire environment would be one of
uncertainty, in which insurance would be
impossible. Further, attempts to get the all of the
working poor and socially excluded to contribute
to such systems invariably fall short.

The implication of the above analysis is that
there is no uniform system that is generally
applicable across countries. Rather one can infer
that a country’s social security system needs to
address its own particular set of risks and
challenges in a manner that best reflects its
societal values and resource base.

3.3 Implications for
South African context

In looking at international reforms, the
Committee has considered the pressures that
primarily motivate the reform dynamic. In the
context of globalisation, there is increasing
pressure to promote social security markets in
healthcare, retirement, education, welfare and
livelihood services. This pressure is premised on
the understanding that private markets are able
to achieve better efficiency gains than the public
sector. The Committee’s research indicates that
in such markets the tendency is to create profits
rather than address underlying social needs. As a
principally people-centred set of concerns
motivates South Africa’s need for social security
reform, any conflicting market-centred
motivations need to be made explicit, and
evaluated against their ability to support
fundamental social objectives.

Referring to the “mischievous euphemisms”
behind which reform has taken place, Standing
notes that:

There has been “deregulation” that has
involved many new regulations, and there have
been “safety nets” without safety, as millions
more people are pushed into poverty and as
inequalities have grown.®
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Underlying the mischievous euphemism of
“social safety nets” are three principal changes.
These he identifies as:

* Increased selectivity of state transfers

* Multi-tierism in modes of provision of
social protection

* Partial privatisation of social policy.

Developing social security systems in a
globalising era characterised by insecurity has
led to significant debates on what type of
approach or mix of interventions can best
respond to the continuing crises of livelihoods
and human security. “Third Way” supporters
such as Giddens’ are eloquent on the need for
social democrats to find ways to deal with risks
that welfare states are no longer able to address.
Giddens refers to “technological change, social
exclusion or the accelerating proportion of one-
parent houscholds” but says little about the
increasing risks encountered in the labour
market. Standing gives an indication of the need
for coping mechanisms to be developed to
respond to insecurity.

Labour security, previously the basis of
welfare policy, has given way to insecurity along
the following axes:

* Labour market insecurity has grown
almost globally, with much higher
unemployment, slower rates of
employment growth (except in the US)
and higher “labour slack”.

* Employment insecurity is high and rising,
with growing proportions of those in the
labour force having insecure employment
statuses and more workers lacking
employment protection.

* Work insecurity has become greater, due
to more people being in work statuses
without coverage by protective
institutions and regulations.

® Job insecurity has worsened, with more
workers having to switch jobs and learn
new ways of working.

* Skill reproduction insecurity is considerable,
in part because skills become obsolescent
more quickly and because few workers are
receiving career skills.

* Income insecurity is greater for those in
employment, due to flexible wages and so
on, and for those outside employment,
due to explicit disentitlement to benefits.
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* Representation insecurity is growing due to
de-unionisation, erosion of “tripartite”
institutions and the changing character of
collective bargaining.

International experiences also reflect two trends
that are central to the South African discussion.
These concern the merits of a social security
strategy focused on the unemployed, and the
usefulness or otherwise of “workfare”.

3.3.1 Focus primary social
security interventions on
formally unemployed?

With wages being the key source of income,
there is clearly a need for a range of national
policies to focus on increasing employment and
reducing unemployment. In terms of social
protection, however, there is a need to consider
the condition of being unemployed within the
overall context of poverty and social exclusion.

Social security in industrialised countries
largely developed around formal sector
unemployment. These countries traditionally
saw unemployment as their big problem, and
therefore focused on “contingency risk” involved
in the loss of that employment. However, mass
unemployment and long-term unemployment
lasting for a year or more is returning to these
countries. At the same time, more flexible and
informal labour markets mean that full-time,
regular and stable wage labour is no longer the
overwhelming norm.

Therefore the concept of social security, as
focused on the formal sector unemployed, is
increasingly challenged. For this reason the
Committee has had to consider whether, in this
context, social security reforms should primarily
focus on the unemployed. Is the person in
chronic “under-employment” not just as
“deserving” of income security? Why provide
income support to someone with zero hours of
work last week, and not to someone who did a
few (two) hours?

In developing countries, where stable full-time
waged formal sector labour was never the norm,
it is increasingly unlikely that it will become the
norm. Moreover unlike industrialised countries,
large proportions of the formally employed are
in poverty and are categorised as the “working
poor”. In the context of a labour surplus economy,
more and more people are being pushed into the
informal economy. The Committee’s research
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In many countries the mix of social
protection (SP) interventions have
suffered several generic pitfalls. The
World Bank has highlighted the
following pitfalls'

* Trying to cure the ills caused by poor policy
choices more generally (for example
inappropriate macro structural policies).

* Lack of co-ordination of the many diverse
policies, programs, and actors involved in
SP interventions.

* Having so many interventions that few
have adequate resources to operate
efficiently, much less to accomplish their
objectives.

* Missing the possible synergies and
complementarities between programs
(which leads to duplication or to missed
economies of scale).

* Expanding the intervention’s coverage or
benefit level without dealing with the

Common pitfalls for countries’ mix of SP interventions

design or implementation issues that would
make the interventions more effective.

Focusing on the groups for which there is
popular support but only a moderate
correlation with poverty — for example, in
some countries formal sector pensions
may not reach the poor.

Concentrating attention on the formal
sector when poverty is largely in the
informal sector, or on urban
occupations when poverty is largely
linked to agricultural activities or
residence in rural areas.

Failing to reach groups that may be highly
correlated with poverty but outside the
reach of traditional mechanisms or
sympathies — for example refugees,
internally displaced persons, and ethnic
minorities.

* Not taking into account long run impact
when designing initial interventions.

into unemployment trends and workerless
households reveals that those involved in
informal work or in the “informal sector” also
tend to fall into the category of the working poor.

In short, there is a growing need for a platform
of general social protection that supports both the
unemployed and the working poor.

3.3.2 Workfare?

Workfare originated in the US. Its philosophical
underpinning is the ancient conservative
distinction between the “deserving” and the
“undeserving” poor. Its theoretical
underpinning derives primarily from the
orthodox economic perspective that attributes
unemployment largely to the behaviour and
expectations of workers. In a sense, the new
orthodox economics regards unemployment as
largely “voluntary”, due to behavioural and
institutional rigidities.

Therefore one response to the persistence of
high unemployment and the perceived
behavioural rigidity has been to move social
protection towards more active or regulatory
systems. This typically links entitlement to
benefits and the obligation to take a low-paying

job or labour market training place.

The overall economic context in which
workfare emerged in the US was the attempt to
keep unemployment to a minimum (to maximise
employment) by allowing wages at the bottom
end of the labour market to be set at market-
clearing levels. These lower-end wages did
decline, resulting in household incomes for the
bottom 20 per cent falling from $10 000 in 1977
to $8 800 in 1999.

A tocal point of workfare activism in the US
was against a piece of legislation called Aid to
Families with Dependent Children. Known
popularly as “Mother’s Pensions”, it originated
in the period 1911-1920 as a form of social
protection “for ‘worthy’, Protestant, white
widows”. Increasingly claimed by African-
Americans and other minorities such as the
divorced; the separated; the deserted; and
increasingly, the never married; the numbers
on welfare rolls grew between the late 1950s
until the early 1980s from 2 million to about
13 million.

Allegedly due to the rising cost of the
programme, conservatives began to advocate a

13

variety of measures such as . work
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requirements for all able-bodied parents over age
21, and adoption for children whose parents are
unable to provide support through work, family
or private charity ...” The real issue, research
has shown, was not the increasing cost (which
was actually relatively small) but that “welfare”
has operated as a code-word for tensions over
race, gender and ethnicity, focused
overwhelmingly on young African-American
women, allegedly breeding a criminal
“underclass”.

The result of workfare is that while welfare
rolls have declined, it has resulted in little
sustainable job creation. Analysis of the low-
wage labour market into which nearly all of the
workers from these families have been diverted
reflects an abundance of part-time, temporary,
contract or contingent work with no benefits,
and for which there is often quite stiff
competition. Despite the rising prosperity
brought about by sustained economic growth,
the proportion of the population below the
poverty line continued to rise — from 11,8 per
centin 1997 to 12,8 per cent in 1998. Of the 34
million poor, some 13,8 million survived on
incomes less than one-half of the poverty line.

Despite this background, there have been
suggestions that workfare is a viable concept for
developing countries. However, workfare
policies require the existence of jobs. In a context
of structural unemployment, as is the case in
South Africa, such policies are unlikely to have
any positive impacts. Further the workfare
experience in the US has shown itself to be very
administrative-intensive and expensive system,
with little sustainable job creation.

Apart from these more technical drawbacks,
in the South African context a workfare scheme,
generated on notion of an “undeserving poor”,
or past apartheid state’s manipulations of the
labour market, may counteract the democratic
state’s efforts to rid society of its race-coded
prejudices.

3.4 Defining an
appropriate concept of
comprehensive social
security for South Africa

It follows from the earlier discussion that the
extent to which one can adopt the traditional
employment-centred concept of social security
for South Africa can be questioned.
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Asaresult of these weaknesses in the traditional
concept of social security, the concept of “social
protection” has originated, largely to
accommodate the realities of developing
countries.

The United Nations (UN) Commission on
Social Development describes social
protection as:

Social protection embodies society’s responses
to levels of either risk or deprivation ... These
include secure access to income, livelihood,
employment, health and education services,
nutrition and shelter.

Further, the UN Commission notes that:

The ultimate purpose of social protection is to
increase capabilities and opportunities and,
thereby, human development. While by its
very nature social protection aims at providing
at least minimum standards of well-being to
people in dire circumstances enabling them to
live with dignity, one should not overlook that
social protection should not simply be seen as a
residual policy function of assuring the welfare
of the poorest — but as a foundation at a societal
level for promoting social justice and social
cohesion, developing human capabilities and
promoting economic dynamism and creativity."!

Clearly a broad conceptualisation of social
protection has many merits for South Africa.

* First, it incorporates developmental
strategies and programmes more
appropriate to a developing country such as
South Africa. For instance, it increases
opportunities for people doing “informal”
work to gain access to social protection
coverage.

* Second, it provides a coherent framework
for integrating existing and proposed social
and economic policy interventions. These
wider functions and objectives of social
protection are better able to address socially
and economically embedded problems,
new risks and increased vulnerabilities.

* Third, social protection could create added
potential for integrated and linked private,
public and community sector
interventions and benefit systems.

For these reasons, the Committee of Inquiry has
taken on board the concept of social protection.



However, such a system in South Africa, even
more than suggested by the UN Commission,
needs to be embedded in economic organisation
and social relations enabling it to address the
country’s underlying structural and material
basis of social exclusion.

For this reason, the Committee of Inquiry has
settled on the term Comprehensive Social
Protection (CSP). The Committee defines
comprehensive social protection thus:

Comprehensive social protection for South
Africa seeks to provide the basic means for all
people living in the country to effectively
participate and advance in social and
economic life, and in turn to contribute to
social and economic development.

Comprehensive social protection is broader
than the traditional concept of social security,
and incorporates developmental strategies and
programmes designed to ensure, collectively, at
least a minimum acceptable living standard
for all citizens. It embraces the traditional
measures of social insurance, social assistance
and social services, but goes beyond that to
focus on causality through an integrated
policy approach including many of the
developmental initiatives undertaken by
the State.

This definition is consistent with that of the
White Paper for Social Welfare of 1997, which
began to map out the need for a broad
conceptualisation of social security in South
Africa. At the time it gave the objective of
comprehensive social security as the
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“provision of a national social security system”
with the ultimate goal of ensuring that “all
South Africans have a minimum income,
sufficient to meet basic subsistence needs, and
should not have to live below minimum
acceptable standards”.

3.4.1 A comprehensive
social protection “package”

CSP will work through a variety of mechanisms,
embracing a “package” of social protection
interventions and measures. The need for a
package derives from an understanding that
there are certain basic requirements that should
be available to all, and not subject to being
traded oft against each other. For example, it is
not acceptable to ask a poor parent to choose
between attaining a certain level of household
income or sending their children to school,
though this is not an uncommon choice in
reality.

Further, a package approach enables one to
achieve a degree of balance between measures
focused on reducing income, services (capability)
and asset poverty. In this way, a dependence on
cash benefits, ignoring the potential for basic
service cost inflation, is avoided, or vice versa.
Rather a poor person is guaranteed some cash
support and a basic level of service delivery. This
allows comprehensive social protection to better
deliver on minimum acceptable living standard
outcomes.

The “capabilities” approach developed by
Amartya Sen, the recent Nobel-laureat, has been
useful in developing the content of the CSP

Table 6
Matrix of means and ends"
Means
Ends to promote Creation of Improvements Building capacities
entitlements in terms of
exchange
Healthy Access to Grants and
healthcare, institutional
water, sanitation reforms
Productive Redistribution Restructuring of Improving access to
of assets markets and and affordability of

education and
economic services

redistribution of
opportunities

Secure lives Tenure rights

Social welfare and
safety nets

Community and
individual safety
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package. Basic incomes, services, and assets emerge
as central components of the “capabilities” approach.
This is set out in table 6.

In identifying the practical aspects of such an
approach, and taking into account necessary
adaptations for South Africa, the Committee of
Inquiry has arrived at the following:

a) Measures to address “income poverty” This
includes measures to ensure that people
have adequate incomes throughout their
life cycle, covering childhood, working
age and old age. Income poverty can be
addressed through a range of measures.
However, the CSP package should
comprise at least one primary income
transfer which ensures that all South
Africans have some income to mitigate or
eradicate destitution and starvation. A
basic level of income would also have
other developmental spin-offs related to
enabling that person to participate more
effectively in the economy (for example,
afford the bus fare to engage in job search).

b) Measures to address “capability poverty”
This can be achieved through the provision
of certain basic services deemed crucial to

enable a person to live and function in
society. This includes the provision of basic
(lifeline tariff) water and electricity, free and
adequate healthcare, free education, food
security, and affordable housing and
transport.

¢) Measures to address “asset poverty” This
includes income-generating assets, such as
land, and social capital such as community
infrastructure. This addresses the key
underlying structural basis of poverty and
inequality in South Africa.

d) Measures to address “special needs” This
includes mainly standard measures to
address special needs such as disability or
child support.

In the CSP package, (a) + (b) + (c) are core
elements of the comprehensive social protection
basic platform that should be available to all
South Africans (including certain categories of
non-citizens). In general, these components need
to be established as a universal-as-possible
package of income transfers, services and access
provided in a non work-related manner and
whose availability is not primarily dependent on
an ability to pay.

Table 7
Comprehensive social protection package and components

Application

Key components

Income poverty Universal (a)

* Basic Income Grant
* Child support grant
* Maintained state Old Age grant

Capability poverty Universal/ * Free and adequate publicly-provided
Eligibility criteria healthcare
(b) * Free primary and secondary education
* Free water and sanitation (lifeline)
* Free electricity (lifeline)
* Accessible and affordable public
transport
* Access to affordable and adequate
housing
* Access to jobs and skills training
Asset poverty Universal/ * Access to productive and income-
Eligibility criteria generating assets such as land and credit
(c) * Access to social assets such as

community infrastructure

Special needs Eligibility (d)

criteria

* Reformed disability grant, foster care
grant, child dependence grant

Social insurance

Eligibility (e)

* Cover for old age, survivors’, disability,
unemployment, and health needs
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To this basic floor, (d), which addresses
special needs, and largely as it currently
applies, will be added. A social insurance
component (¢), reformed for purposes of
inclusivity, equity, consumer protection and
efficiency of the benefit types, completes the
package.

Crucially, what are the key components of
such a CSP package? After detailed analysis of
the social and economic cost-benefits of
possible components, the key income transfers,
services, assets and special needs measures put
forward by the Committee of Inquiry are set
out in table 7.

3.4.2 Determining the
“minimum” requirements
for the CSP package

The Constitution obliges the state to take
positive action to meet the needs of those living
in extreme conditions of poverty, basic services,
and suffering from a lack of access to
constitutionally stipulated socio-economic
rights.

The difficulty for the state, and anyone
insisting on the state’s obligations, is that the
“minimum essential level” must be described
tor each of the socio-economic rights (for
example, the right to adequate housing). As the
Constitutional Court, in The Republic of South
Africa et al v. Grootboom et al, has observed:

It is not possible to determine the minimum
threshold for progressive realisation of the right
to access to adequate housing without first
identifying the needs and opportunities for
the enjoyment of such a right. This will vary
according to factors such as income,
unemployment, availability of land and
poverty. The differences between city and
rural communities will also determine the
needs and opportunities for enjoyment of such
a right. Variations ultimately depend on the
economic and social history and circumstances
of the country.

While the Grootboom case has emphasised that
it is incumbent on the state to take reasonable
measures to give effect to each one of these
rights, the Committee believes that this should
be translated into making available a minimum
level or measure of provision to everyone. As a
result, it may be advisable for the State to
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stipulate up front its considered minimum
obligations for service delivery, such as it is
doing for the free water programme, and its
intended schedule for progressively realising
this.

Further, even while the state is rolling out
these medium- to long-term programmes, it is
has to ensure “temporary” relief for the poor
who are “particularly vulnerable”. In all
likelihood, the state will be unable to ensure
that all of its capability and asset programmes
adequately have built-in measures for
temporary relief for those most vulnerable.
The result is that the state is again exposed to
Constitutional Court challenges, and
instances where the poor feel forced to take
matters into their own hands (such as with land
invasions).

In this regard, the “income poverty” aspect
of the CSP package is relevant, particularly for
three reasons:

First, income poverty measures are easier to
rollout in the short term than more
infrastructural and institutional intensive
“capabilities” and “asset” poverty programmes.

Second, people who are in “capability” and
“asset” poverty, or for that matter having
“special needs”, are invariable also facing
“income poverty”.

Third, the Constitutional Court has
recognised that if the state were providing better
social assistance to the poor there would be less
pressure on other socio-economic rights.

The poor are particularly vulnerable and their
needs require special attention. It is in this
context that the relationship between sections
26 (housing) and section 27 (social security)
and other socio-economic rights is most
apparent. If under section 27 the state has in
place programmes to provide adequate social
assistance to those who are otherwise unable
to support themselves and their dependants,
that would be relevant to the state’s other
obligations in respect of other socio-economic
rights.

In other words, the state could buy time for
progressive realisation of its other socio-
economiic rights if it improved income transfers
to the poor in the short term.
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3.5 Economic,
institutional and social
mobilisation
implications of
comprehensive
social protection

While the Committee deals with financial and
institutional implications in more detail later in
this report, at this point it may be valuable in
sharing some of the important considerations
in this regard that were considered by the
Committee in developing its conceptualisation
of comprehensive social protection.

3.5.1 Social protection

and the economy

The PIR concluded that the perpetuation of
extreme poverty in South Africa would most
likely act as a brake on the Government’s
economic growth strategy. And where higher
growth was achieved, a noticeable reduction in
poverty and inequality may not follow. As a result,
it proposed that South Africa could pursue more
redistributive policies without undermining
current growth objectives — and rather that such
policies would instead promote economic growth.

Indeed, the UN Commission for Social
Development finds that:

Experiences of countries successful in economic,
political and social terms show that economic
development and social protection are mutually
reinforcing — essentially they are elements of the
same paradigm. Any trade-off between public
spending items, between various economic
needs and the need for social protection must
incorporate recognition of the long-term social
pathologies ... This approach (of objecting to
social protection because it costs too much) has
proved to be short-sighted and superficial.

Further, the UN Commission states, social
protection facilitates the process of social and
economic change by moderating the costs of
economic transition and structural change. By
providing a cushion, it can encourage the
necessary economic restructuring,.

Internationally, two factors have been
important in shaping the limits, or otherwise, of
“affordability”. These two factors are:
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* A country’s level of economic development
The level of economic development
broadly determines the limits of the social
security system. It is clear that, all other
things being equal, a rich country can
afford to provide a more comprehensive
system than a poor one. South Africa, in
this regard, is defined as an upper-middle
income country.

The relative strengths of social forces The
relative strength of social forces and
institutions determines the distribution of
the country’s resources. A rich country
may be able to afford to provide for
everyone, but may instead develop a
system that caters for the wealthy.
Therefore, conceptually, the
“affordability” or otherwise of a social
protection system is partially dependent
on social contestation. However, political
and institutional mechanisms can be used
to avoid zero-sum trade-offs. For example, a
productivity/ investment accord could be
agreed to in the context of a new
comprehensive social protection system.

A further factor is the extent to which
“affordability” is determined by policy
decisions, for example one to reduce public
spending as a percentage of GDP. In this regard
the parameters of “affordability” may be
artificially constrained.

Further, Committee research (see chapter 14)
indicates that there has been a reprioritisation
away from social spending, without any prior
explicit policy decision. The extent to which this
has occurred represents some degree of “fiscal
space” that can be reclaimed without a new policy
decision being made.

The state provides numerous tax breaks or
“subsidies” to private sector providers. Several of
these tax arrangements — running into many
billions of Rands each — are inherited from the
past, and do not appear based on any clear
rational or equitable basis. Over time these could
be reallocated on a clear, rational and equitable
basis in line with the chosen social protection
approach.

Finally, the Committee is strongly of the view
that there is a cost to not acting. Indeed, it is not
always economic to defer important
interventions and preventative steps for primarily
short term cost reasons. In this regard, the social



backlog and accumulating challenges present a
barrier both to social and economic development,
and intervention sooner rather than later may be
economically and fiscally prudent. Indeed it could
be argued that via the negative social externalities
generated by lack of state action, the society, or
the affected communities bear the cost.

3.5.2 Social
protection and institutional
arrangements

It has been a relatively short space of time since
the advent of democracy. Therefore much of
the institutional framework necessary to reverse
the consequences of the previous system and
address poverty, unemployment and inequality
is weak or absent. There is thus a difficult task
ahead to rapidly resolve many institutional
challenges within a relatively short frame. These
challenges include, for example, the design of
new policy and legislation; new administrative
structures at various levels of Government;
attempts to put into place measures that ensure
the inclusion of the previously excluded; the
establishment of mechanisms to deliver social
goods efficiently and equitably; and the
establishment of monitoring and evaluation.

Since 1994 national Government policy
initiatives have attempted to finely-target poor
and vulnerable groups within South Africa.
However, the institutional mechanisms to
implement such policies have been uneven,
with crucial governance failures resulting.

Public spending cutbacks have often
contributed to growing institutional crises. The
current economic strategy has introduced a
tighter fiscal approach from Government, with
less fiscal support for expanding social
protection. There is thus a resulting tension
between increasing access to social protection (as
required by the constitutional and democratic
imperatives) and declining real per capita
spending (driven by fiscal policies). Institutions
have therefore struggled to both reduce costs and
increase access.

This declining public spending, concurrent
with increasing commercialisation of key
services, has pushed many people into the
regulated private market. In this regard, the
problems related to the health sector are relevant.
To address this tension, institutional efficiencies
clearly need to be improved substantially and/or
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fiscal support needs to be increased. Regarding
institutional efficiencies, efforts to devolve
functions and create new responsibilities for
provincial and local Government have run up
against un-funded mandates and uneven
institutional capacity.

Further, the means test has negatively affected
the ability of the poor to access benefits. Means-
tested schemes invariably have low take-up rates,
that is, only a small proportion of those entitled
to assistance actually applies for or receives them.
Some may argue that if people do not apply for a
benefit then they must really not need the benefit
very much or do not qualify for it. However, these
are often not the reasons for non-application.
More likely fear, a lack of public awareness of the
schemes, an inability to afford the transport to
the welfare offices, stigma, or difticulty inherent
to the administrative requirements are the key
factors. In reality, it may be a combination of all
of these.

Means testing also intensifies the problem of
the “welfare-trap”. At its simplest, this arises
where you receive a benefit only if you are not
carning anything else. As soon as you start
earning, you lose the benefit. While in practice
some means tests allow for some income to be
earned, the welfare-trap remains, if somewhat
reduced. In the South African context, and the
tendency for incomes to fluctuate, applying the
means test correctly becomes a very complicated
and generally impossible task within the
available institutional capacity. Crucially, it
promotes corruption, where Government
officials are in a position to waive or overlook
certain requirements. In short, the Committee
has sought, wherever possible, to find alternatives
to or simpler forms of means tests.

3.5.3 Incorporating
social mobilisation into
social protection

Social mobilisation is important in embedding
social protection in economic organisation and
social relations. Social mobilisation is an
important resource in developing countries that
can create a positive forward energy and
supplement the modest financial resources of
the state. South Africa, particularly because of
its history of effective social mobilisation against
apartheid, may find that such mobilisation has
much to offer in the post-1994 period, too.
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In this regard, the Committee considered the
notion of a Youth Corp engaged in
comprehensive social protection activities. For
instance, there is a need for approximately 54 000
community-based caregivers to assist
communities by dealing with the HIV/AIDS
outcomes. Such a necessary scheme could be
given to specially trained youth, potentially as
part of a learnership programme, supported by
existing social programme funds, with
contributions from relevant job creation/skills
development funds.

Elements of social mobilisation are also
important in terms of increasing the level of
participatory governance, institutional
accountability and, hence, contributing towards
institutional effectiveness and efficiency.

Moreover, non-governmental organisations
(NGOs) and community-based organisations
(CBOs), with Government support, have an
important role to play in creating and supporting
an environment of social mobilisation. Such a
role seems preferable to NGOs/CBOs as partner
delivery agents; such organisations generally face
funding and capacity constraints, and attempts
to use them, as is the case with for-profit
institutions, has exposed several weaknesses in
Government administrative and management
systems. Those Government departments using
such organisations had the most prevalence of
under spending (due to their inability to process
the funding), and also limited delivery outcomes
(due to their inability to ensure contract
compliance).

3.6 Social protection
and private social

insurance

South Africa has a highly developed private
social insurance market offering life, disability,
health, property and casualty cover as well as a
range of retirement benefits. There are however
a number of issues that require action in these
areas, which are covered in later chapters.

3.6.1 Mandatory cover

One question they have in common is that the
insurance is either entirely voluntary or, at most,
cover is a matter of the employment contract. Of
countries at comparable levels of development,
South Africa is unusual in not mandating cover.

@Transforming the Present - Protecting the Future

It is frequently argued that people cannot be
relied on to make adequate cover because they
are myopic (short sighted). The state, the
argument goes, should therefore intervene to
protect people from themselves, and compel
them to belong to insurance and retirement
schemes. Such undemocratic contempt for other
people should usually be rejected. Being
compelled to contribute to a retirement scheme
in one’s 20s for instance, is likely to lead to a
reduction in welfare as the costs of a home loan
will probably exceed the rate earned by the
retirement fund on the investment.

On the other hand, a major advantage of
mandatory cover is that there is no need to
underwrite members, nor discriminate against
poor risks. This saves administrative costs and
allows more people to obtain affordable cover.
Costs can be further reduced if there is less need
for marketing. It can also be argued that state-
supervised funds offer greater financial security.
The introduction of mandatory cover also
prevents people from becoming a financial
burden on other members of the community.
The Committee is persuaded of the need for
some mandatory insurance cover for all
participants in the formal sector — and their
dependants.

3.6.2 Lower earnings limits
for mandatory social
insurance

Mandatory social insurance requires
mechanisms for insuring that contributions are
collected. It is effectively only possible for those
employed in the formal sector — if this is defined
as those where formal records of income are kept
and tax is paid. A clear division is required
between those from whom contributions can be
collected, and those who cannot eftectively be
included. If the mechanisms for collection are
not likely to be efficient, regulations for the
introduction of compulsory cover will not be
effective, and should not be introduced.

Mandatory social insurance also involves
administrative costs to the regulator, the service
provider and the contributors. The costs rise as a
proportion of contributions for lower
contributions and smaller employers. These costs
may have a negative impact on employment for
smaller employers and low-income carners. The
contributions themselves may be regarded as an



additional tax if the contributors believe that the
benefits offer little value. This is particularly
likely when benefits are small relative to the social
assistance available to non-contributors.

The Committee recommends that an
unambiguous and manageable dividing line be
developed between those for whom cover should
be compulsory and those who could voluntarily
contribute to social insurance. Such a dividing
line should take into account the relative size of
administrative costs and the likelihood that it be
enforceable.

3.6.3 Articulation and
means tests

However this line is drawn, it is likely that many
individuals will not contribute for their whole
working lives.

The current articulation between social
assistance and social insurance is ostensibly
managed by the means tests mentioned in the
previous section. They, however, are not
managed in a consistent fashion, and the
Committee has had difficulty envisaging how
they might be. Even if they were consistently
applied, it is held that in their current form, they
are unfair and create perverse incentives to hide
income, or avoid earning cash income.

Means tests are currently applied, in different
ways, in the granting of the benefits provided by
the Department of Social Development, but also
to those applying for access to public hospitals,
and for housing benefits. In addition, exemptions
from municipal services and school fees are
means tested. Taxes can also be regarded as
effectively means tested.

The Committee believes it helpful, from one
perspective, to see social assistance and the system
of taxation as a whole, rather than consider their
parts individually. This perspective is illustrated
in table 5 in chapter 2. One implication of this
view is that there should be consistency between
the phasing out of means tested benefits and of
rates of taxation.

The current position is complex, inefficient
and unfair. As monthly income increases from
R100 per month, the following benefits may, for
instance, be lost:

* Old age and disability grants reduce by
50% of additional income.

* Other grants may be removed in total.
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* The costs of a visit to a state hospital may
treble.

* The entitlement to a housing subsidy may
halve.

* Exemption from municipal rates may be
removed.

* School fees may be increased by 3,3% of’
the additional income for every child.

* Tax will become payable at a rate varying
from 18% to 40% of additional income.

The Committee believes that the most efficient,
developmentally most effective and fairest way
forward is to abolish all means tests and to recover
the costs through increases in tax.

If means tests are to be retained however, the
need for efficiency and fairness would suggest
that there be some rationalisation in
administration. In particular, there is a need for a
careful integration between the evaluation of
means and the collection of taxes. If it is
considered necessary to retain means testing in
order to target benefits, then it is recommended
that the Department of Social Development be
responsible for making such evaluations. The
information as to which elements of the social
security package a person is entitled should
ultimately be captured on their identity cards.
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