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FOREWORD

In 1997, the African Economic Research Consortium (AERC) initiated a large-scale collabora-
tive research and training programme — Poverty, Income Distribution and Labour Markets. The
South African study was the first of a number of country case studies funded under this pro-
gramme. A key feature of this programme has been ‘twinning’ between the research teams and
a collaborating university. Under this arrangement, three of the authors of this book spent a
sabbatical semester at Cornell University in the first half of 1998. During this ‘twinning’ period,
we met with the authors frequently to discuss research ideas, and they also participated fully in
the intellectual life of the labour economics and development economics communities at Cor-
nell. Upon returning home, the team completed the initial draft of this work, presented their
work widely, both in South Africa and abroad, and then revisited and finalised the manuscript.
This study uses current methods in modern labour economics, deploys them on appropriate
South African data scts, and answers questions on which previously we had limited knowledge,
or in some cases none at all. In manuscript form, this volume is already regarded as the major
reference work on labour markets, poverty and inequality in South Atfrica, and its reputation will
surely grow after the book is published and it is circulated more widely. In the larger Atrican
context, the South African study sets the standard tor other African research teams, and indeed
we have consistently referred researchers in other countries to it as a model tor tormulating and
carrying out their own rescarch. We are delighted that the AERC programme has led to a fruitful
South Atrica—Cornell connection, and look forward to continued work over many years to

come.

GARY FIELDS AND ERIK THORBECKE
Ithaca, New York

October 2000
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INTRODUCTION

MURRAY LEIBBRANDT
SERVAAS VAN DER BERG
HAROON BHORAT

This book focuses on inequality and poverty in contemporary South Africa. It pays particular
q Dk Yy ¥ pay

attention to the interface between the functioning of the labour market and the generation of

poverty and inequality at the houschold level. Alth()ugh South Africa is an upper middle-income

country, the social indicators suggest that living standards are closer to those of lower middle- or

even low-income countries. This difference between economic status and social development in

I

South Africa can be ascribed largely to high levels of material inequality that have left inordinatel
e g | y y

Iarge numbers of people outside the economic mainstream. This implics that society is highly

inefficient in converting economic resources into equitable social welfare outcomes.

As is well known, the cause of this malady lies mainly in the long history of segregation and
discrimination that has left a legacy of inequality and poverty; and also, in more recent decades,
low economic growth. The strong racial bases to this inequality have attracted special promi-
nence. Malfunctioning labour markets have, in turn, been integral to South Africa’s racially-
based inequality. For most of the 20th century, the labour market was rigged by legislated
occupational discrimination by race. In addition, clear racial ditterences in the quantity and
quality of education, health and other social policy provisions reinforced this segmentation by

skewing the human capital endowments with which participants entered the labour market.

Table 1 ofters a broad-brush reflection of this unfortunate legacy. The table shows estimates
of the per capita income of the different race groups since 19 17." Due to the variety of income
and expenditure concepts used and the data deficiencies inherent in all the surveys, these figures
should not be interpreted too fincly. Nevertheless, despite this proviso, it is still possible to draw
some broad conclusions from these data as to movements in per capita income. In the first place,
the mean per capita income of the poorest group — Africans — reached the poverty line around
1970 and has since doubled. But, even today, many members of this group are still in poverty, as
will be discussed later. In the high-growth 1960s, the AfricanAwhite income gap actually
increased, because skills scarcity, exacerbated by the industrial colour bar, led to a premium
being paid on the wages of relatively skilled white workers. In the carly 1970s, the shift in eco-
nomic power and, to a lesser degree, changing skill profiles, narrowed the wage gap — and
thereby the income gap. Thereatter, the impact on the income gap of the continued narrowing

of the wage gap was partly counteracted by growing unemployment amongst those with the least
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TARLE |
Compilation of estimates of per capita personal income by race group (1995 rands),
and refative o white levels (191 7-95)"

Year White Celoured Asian African Average
Per capita income in constant 1995 rands

1917 RY 369 R2 061 R1075 R0 R2 829

1924 RY 931 RI 986 R1 931 RTS8 R2 96

1936 RI3 773 R2 151 RY 185 RI 048 R3 842
e NS R3 068 RA 328 Ri 671 RS 417

1956 R21 36 13 698 R4 780 Ri 883 R 123

1959 Ri2 hR3 Ry 568 13 870 R1 74i Kb 061

1960 R22 389 RY 568 R3 82 RI 815 R6 006

1970 R32799 RS 84 R6 630 R2 244 T

1975 R35 757 Ré 945 R9 095 R3 075 R9 102

1980 R34 635 Ré 623 RS 521 R2 931 R& 472

1987 ORI 854 Ra 562 R9 910 R2 781 R7 643

1993 R32 789 Re 877 RIN 376 R3 260 R7 263

1995 R2§ 436 K3 682 R13 766 R3 $35 R7SEE

Relative per capita personal incomes (% of white level)

1917 {00 2,0 1 0.1
[924 1on mo 194 T8

1936 100 156 1,1 6 -

1946 100 163 BO 8

1936 100 16 19 8

99 15,7 17,1 7

1960 100 159 7.1 T

1970 100 173 T 0.8

1975 [0 19,4 154 $.6

1980 T 19,1 255 85 a
1987 100 209 0.1 T

1993 100 10 13,5 99

1995 10 200 154 133 -

! Own estimates based on McGrath 1983, official national accounts data, 1993 PSLSD and 1995 OHS/IES. Data were
propartionally adjusted to be consistent with national acvounts,
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skills and education. Economic growth best translates into a reduction of the intergroup income

gap when the racial wage gap narrows and there is sufficient gr()wth of employment.

The major recent distributional trends have been the gra(lual narrowing of the African/white
income gap concurrent with the widening income gap among Alricans — mainly due to difteren-
tial access to formal employment. While some have benefited from a doubling of their real wages
over the past two decades, unemployment, which affects mainly the poorly educated, has also
increased. Unemployment, and therefore also income inequality, have strong geographic dimen-
sions, with insiders being largely urban and outsiders rural. A strong rise in the income of Asians
has improved their position considerably. However, because of their small numbers, they play a

minor role in the broader picture ()finequality in South Africa.

As this brief description of Table 1 has highlighted, the operation of the labour market is
integral to this aggregate picture. Theretore, it is appropriate to provide a detailed review of the

labour market developments that inform the contemporary picture.

The origins of poverty and inequality in the South African labour market

Over the last hundred years, political influences on the South African labour market have been
characterised by a plethora of legislation that was instrumental in maintaining, until the early
1970s, a workforce strictly divided on the basis ol race. Though particular economic interests
provided the incentives for such labour market interventions, economic forces also often high-
lighted the inappropriateness of a racially constituted labour market. During the carly 20th cen-
tury, the economy seemed to thrive on a divided workforce, but industrialisation and the need
for increased skills meant that a segregated labour market would later become a hindrance to

. . . N . . ]
economic progress. We start our review \\'lth tht‘ advcnt ol aparthcul in 1948.7

1948—1973: The apartheid lubour market

Political apartheid became institutionalised after 1948, and eventually operated at three levels.
At the macro level, ‘grand apartheid’ tried to create black nation-states and to give these eco-
nomic content by development of the homelands and the policy of industrial decentralisation.
At the intermediate or meso level, apartheid emphasised separation between race groups (‘own
community lite’) through influx control, urban settlement patterns (group areas), population
removals, separate schools, cte. At the micro level, ‘petty apartheid” emphasised separation
between individuals of different race groups through separate amenities (e.g. parks, sports fields,
etc.), prohibition of interracial marriages and sexual relations, etc. While macro-level apartheid
was the most costly in fiscal terms, meso-level apartheid measures probably had a greater detri-
mental economic impact through their effects on the labour market. The costs of these measures

could be borne with ease as long as the economy was still relatively underdeveloped,
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Politically, as resistance to apartheid grew (luring this [lcriml. the National Party resorted to
im:ruasingly :|¢:spt:ral.l: measures (o mamtain power, Its pt‘.-liql.' responses vacillated between
oppression and reform, as reflected in, for uxamph-‘.-, the ‘“total onslaught’ strategy, hall~hearted
attempts at political reform — as encapsulated in the tricameral parliament — and more funda-
mental labour and urbanisation paolicy reforms (discussed below). Explosive examples of the
clash between appression anel resistance include the 1976 Soweto uprising anid the numerous
struggles waged by communitics during the 1980s. Faced with a chronic crisis, a hostile inter-
national community and the obvious anachronism of apartheid, political reforms began in 1990,

resulting in a democratically elected government in April 1994,

In the labour market, perhaps the most important events of this period were the 1973
wildeat strikes, which were as spontancous as they were '-l‘illi‘}iln't",.'-l{L The strikes foreed hoth
government and employers to rethink their industrial relations strategies. Their responses were

embodicd in the reports of the Wichahn and Rickert commissions in 19749,

The Wichahn Commission recommended the legalisation of black trade unions and the
scrapping of job reservation, This led to the Tndustrial Conciliation Amendment Act of 1979,
which widened the definition of an emplovee to include Alvican warkers, Ahhnugh migrant
workers initially remained excluded and the Act still barred non-racial trade unions (this provi.
sion was to be omitted two years later) (SALDRLUL 19913, Other notable exclusions from the
ambit of the 1979 Act were agricultural and domestic workers, One of the results of these
reforms was a more than threefold gruwlh in trade union mt'mlwrﬁhip — lrom 701 758 in 1979
to 2 458 712 in 1990, Thus the upshot of the Wichahn Commission was a black workforce with
greater bargaining power that was increasingly drawn into the regulated labour market, where

|]ll'}' WETE oy i'ﬂ"-'i.'!'t‘d I'J} If'gi.‘ilﬂ‘it}ﬂ an minimum {.'{Jﬂtliiiﬂl‘lhi ﬂl.l.'lﬁi)]l!‘n'l'l'li:l'll.

The Rickert Conmmission investigated the issue of Arican labour mobility, Tt arsued for the
relaxation of controls on workers who held rights of urban residence or emplovment, to allow
for a freer Now of labour 1o the eities. Given the tllilling ilufuslr}*'ﬁ increased relianee on laeal
labour and pressare from manulacturing industry for a stable workforce, influx control was

abolished in 1986. This eliminated ane of the last pillars of the apartheid labour market.

Wage and income inequality

The impact of these developments can be seen through wage movements over the period.
Between World War 11 and the late 19605, African wages across all scetors remained fairly stag-
nant. However, from the 19705 onwards, wages rose rapidly for all groups but whites. Indeed,
this rise in wages is considered to be one of the most important lactors r:xpl.lining the vh;mbw in
income distribution patterns over the last twenty years, and its cause can to a large extent be

found in an important shift in relative economic power.
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In mining, there was a dramatic turnaround in trends in the racial wage gap, which had
widened consistently until the early 1970s, but then began to narrow from both sides as African
real wages rose startlingly in the 1970s, while white wages often lagged behind inflation
(Table 2). Black wages in mining were only 6% of white wages in 1960, but by 1985 this figure
had risen to 19% (Table 3). Indeed, from 1972 to 1980, mean African wages in mining increased
almost threefold (by 184%). In manufacturing and construction, too, the wage gap narrowed
considerably, it not as spectacularly. The major causes of these changing wage trends of the 1970s
and beyond were the increased bargaining power of particularly African workers, their access to
higher occupational levels due to the increasing skills scarcity of the 1960s, and rising educa-
tional levels.

Econometric investigation confirms that the factors contributing to this rise in black wages
during the 1970s were higher levels of education and training amongst blacks, a decline in wage
discrimination and the rise of powerful black trade unions (Hofmeyr 1990). As Table 4 and
Table 5 illustrate, greater occupational mobility amongst African workers was evident in the
labour market. Hence, in all occupations — from managers to semi-skilled manual workers —
Alrican workers’ representation improved during the period 1969 to 1977. Though definitional
difterences make Table 4 and Table 5 not strictly comparable, it is also clear that this major shift
in the occupational distribution of the African population has continued, as is evident by com-
paring, for example, the 40% in clementary occupations in 1995 with the 71% in manual

unskilled occupations in 1969 and the 62% in 1977.

Thus, from the 1970s onwards the anachronism of a racially divided labour market con-
structed by specific legislative interventions had become clear. The urgency of promoting eco-
nomic growth dictated the need to allow for occupational mobility and increased wages for black
workers. In a sense, continued economic stagnation provided proof of the limitations of racist
labour market provisions. Thus the labour market began to reveal a perceptible alteration from
the rigid racial division of labour that had existed in the past. Increasingly, the overlap between

race and occupation began to blur.

A segmented labour market

What is clear from the above is that the numerous obstacles faced by black workers in the labour
market began to erode during this period. Hence black workers were given the right to organise
in trade unions, real wages rose rapidly and occupational mobility became evident. However,
these positive developments were countered by growing unemployment in an environment of
poor economic growth rates. The corollary of South Africa’s economic stagnation has been
unemployment. Rising unemployment was a result not only of inadequate economic growth but

also of the relative costs of capital and labour. Apart from union action, state policy also
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TABLE 2

Real growth of wages of whites and Africans by industry/sector; 1945=93 (% per annum)’

Sector Race 1945-60 1960-72 1972-75 1975-80 1980-85 1985-93
Manufacturing Whites 3,05 0 0,92 1,16 0,08 -0,80

Alricans 0,44 2,57 757 3,62 1,59 1,21
Construction Whites 1,89 4,18 -1,63 1,42 -0,56 -2,68

Afvicans 0,07 3,38 6,07 -0,38 2,16 -2,67
Mining” Whites 2,35 2,48 4,44 -1,59 0,36

Africans 0,31 1,32 29,59 544 3,12 —"

All races 1,57 151 15,74 251 1,65 Vi i
Formal sector Whites — s 0.83 -0,79 1,79 =

Africans = - 10,47 3,29 .88 —

All races — - 2,42 0,75 1,75 1,38
Non-primary sectors Whites = - = —0,71— N 1,22 -0,28

Alricans = =S — 28 228 e

Al races — — — 03 176 1.26

* Hofmeyr 1999, Table 2.

® The 1980--85 period is replaced by 1980-84 tor the white and African groups because a racial breakdown was not

])r()\*i(ln‘d after 1984.

TABLE 3

Real growth rate qf black wages and black—white wage gap by industry, 1960-94 (% chun(qc per annum)"”

Period Mining Manufacturing Construction

Growth of real black wages per annum (%)

1961-0 0.72 2,69 2%

1971-80 13,18 4,61 2.83

1981-85 ~0,14 0,81 N

1985-94 — 1,21 -0,29

Black wages as % of white wages

1960 6 BT I8

1970 5 17 15

1980 T 23 19

1985 19 25 2]
1994 = 29 30

* Fallon 1992; SA Labour Statistics 1995,
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TABLE 2

Real growth of wages of whites and Africans by industry/sector, 1945-93 (% per annum)”

Sector Race 1945-60 1960-72 1972-75 1975-80 1980-85 1985-93
Manufacturing Whites 3,05 385 0,92 1,16 0,08 -0,80
Alricans 0,44 2,57 1,57 3,62 1,59 1,21
Construction Whites 1,89 4,18 -1,63 1,42 -0,56 2,68
Alricans 0,07 3,38 6,07 -0.38 2,16 -2.67
Mining" Whites 2,35 2,48 4,44 -1.59 0,36 -
Africans 0,31 132 29,59 5.4 3,12 — L
All races 1,57 1,51 15,74 2,51 1,65 1,17
Formal sector Whites — = 0,83 -0,79 1,79 =
Alricans — — 10,47 3,29 288 —
All races = — 2,42 0,75 1,75 1,38
Non-primary sectors Whites = = -0,74 1,22 -0,28
Alricans - — 285 228 3,12
All races == — o : 6,58 =y 1,76 1,26

" Hofmeyr 1999, Table 2.

® The 1980-85 period is replaced by 1980—-84 for the white and African groups because a racial breakdown was not

provided after 1984,

TABLE 3

Real growth rate of black wages and black—white wage yap by industry, 196094 (% change per annum)”

Period Mining Manufucturing Construction
Growth of real black wages per annum (%)

1961-0 0,72 269 29
1971-80 13,18 461 2,83
1981-85 0,14 081 L5
1985-94 — 121 0,29
Black wages as % of white wages

1960 - 6 19 18
1970 5 17 15

1980 17 3 19

1985 19 25 21

1994 = 9 30

* Fallon 1992; SA Labour Statistics 1995.
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. TABLE 4
Percentagye share q)"lﬂlite and /}ﬁ'iml) employment by occupation (1969 and 1977)

a, b

White White African African
Occupation _ 1969 1977 1969 1977
Managers 8.22 11,28 0,39 0.46
Professional/semi-professional 10,11 11,52 1,89 2,53
Clerical, white collar n, 42,74 43,29 o 6,29 9,17
Supervisors 4,71 5,24 0,48 1,15
Skilled manual 22,98 22,72 2.86 4,97
Semi-skilled manual 8,68 - 4,91 16,73 19,67
Unskilled manual 2,56 1,06 71,37 62,04
Total cconomically active 100,00 100,00 100,00 100,00

* Simkins & Hindson 1979.

" Due to rounding, figures may not all add up to exactly 100%.

TABLE S

. . o . YA
Percentage shuare o/ white and African employment by occupation (1995 0

Occupation Whites Africans
Legislators, senior officials, managers 14,62 291
Professionals N ) §.41 2,00 -
Technicians, related prof'cs;m.\ls o 18,51 : 9,65
Ghke 2252 7,84
Services, sl’mp and market ,\'Jcs 10,57 11,18
SKilled agriculture ._md I'i;hcrivs 3,58 0,65
Crat, related trades 14,97 10,22
Plant, machine operators and assemblers 3,84 14,04
Armed forces o 1,64 40,08
Elcnwntary occupations 0,17 0,22
6ccupatinn unspccii‘wI unknown : 1,21 1,18
Total economically active 100,00 100,00

* South Africa 1996a.
* Due to rounding, figures may not all add up to exactly 100%.
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contributed to making it cheaper to use capital. Such policies included negative real interest rates
for a long period, tax concessions on capital equipment and an overvalued exchange rate.

Between 1976 and 1990, the number of those without formal sector jobs increased by 32%.
By 1994, about half of the economically active population were unable to find formal sector
employment. Indeed, employment growth remained below labour force growth for almost all of
the past quarter of a century. As a rule, growing unemployment translates into a higher incidence
of poverty and general social degradation amongst the aftected groups.

In order to better appreciate the effect of the poor performance of the economy on the
composition of employment and its impact on income distribution, it is useful to decompose the
South African labour torce into three groups according to their access to the modern consumer

eC()n()my:

Those employed in the core consumer economy, consisting of the dominant high-wage modern
sectors of mamlfacturing, government service, and other industries and services. For present
purposes, mining is not included in this sector.

Those employed in the marginal modern sectors. In this group we include the two low-wage
sectors of commercial agriculture and domestic service, as well as mining. Although mining
is no longer a low-wage sector, many mining workers are only tenuously linked to the mod-
ern economy, as the dependants of single migrants residing in mine compounds do not tully
participate in modern consumer society.

The peripheral labour force, whose existence signifies substantial job scarcity in the formal sec-
tors. In this group we include subsistence agriculture, the intormal sector and the unem-

ployed.

Many households, of course, have more than one carner, and earners may fall into ditterent
sectors. Nevertheless, this division is pertinent even for houscholds. The sharp wage rises for
Africans in the modern sectors since the early 1970s sharply reduced poverty wages amongst
most workers in the core modern sectors and reduced poverty amongst households dependent
on their earnings, though there is still much poverty in households mainly dependent on the
modern marginal sectors. Poverty in its most extreme form is most widespread in the peripheral
sectors, where most potential earners are jobless or underemployed.

By 1994, the core modern economy contained about 35% of the labour force, and the
marginal modern economy about 15%, thus leaving about half the labour force (liberally esti-
mated) without formal employment. As can be seen from Table 6, the share of the core is
decreasing. Instead of expanding rapidly so as to draw increasing proportions into the main-
stream consumer society, employment in the core economy is virtually stagnant. The only grow-
ing component in the last decades has been the public sector, whilst all three components of the

margina] modern economy are shrinking. The brunt of the increase in the labour force thus falls
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of government policy on poverty and income inequality. We will return to these policies at the
end of this study. However, it is worthwhile at this point to discuss briefly the relevant historical

experiences with regar(l to the role of the state in fiscal redistribution.

Fiscal incidence and differential social spending

In South Africa, fiscal incidence studies have naturally tocused on the racial incidence of taxation
and, more particularly, of public spending. Until recently, blacks have paid a small portion of
overall taxation, and consequently the focus of fiscal incidence studies fell mainly on determining
the extent of racial incqua]it}' in public e,\'pen(liture between race groups. Under apartheid, the
division of service delivery into racially-based departments made it relatively easy to determine
the financial costs of the services provided for different race groups, though it was not possible
to determine how the benefits from a particular service diftered among consumers in terms of
where they were located and the quality of the service provided. A particularly intractable prob-
lem in apartheid South Africa was how to deal with wage difterences amongst providers of serv-
ices. As black teachers and health workers were paid less than their white counterparts, financial
costs exaggerated ditterentials in actual service provision by race. No adjustment was made for

this in the incidence studies discussed here.

Irends in expenditure incidence

By combining a number of fiscal incidence studies, it is possible to deduce broad patterns of
social expenditure for various years after World War 1. The results, summarised in Table 7, show
that the narrowing gap was made possible partly by reduced white benefit levels after 1975. The
remaining gap is accounted for not so much by differential benefit levels as by differential access

to services.
TABLE 7

Estimates of real per capita social spending by race group (1949-93)"

Year White Black Coloured Asian All groups
1949 RY78 R120 R413 R348 R315

1959 RI 250 RIS2 R511 R457 R391

1969 RI 511 R163 R598 R696 R450
1975 R2 033 R239 RS04 RS9I R607

1986 RIT2  R3TS R96Y RIZT  RedT
1990 RI 856 R513 RI 074 R1 309 k761

1993 R1 475 R751 R1 022 R1488 R1 062

* Own estimates based on McGrath 1983, Van der Berg 1992a & 1992b, Lachman & Bercuson 1994, and
Janisch 1996.
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As a result of these shifts, African social expenditure per capita, stagnant at about 12% of
white levels until 1975, increased to 51% by 1993. TTogether with rapidly rising social expendi-
ture ratios, this meant that real social spending for Africans grew at 6,5% per annum from 1975
to 1993 — during a period of sluggish economic growth and before apartheid had been ofticially
abandoned. Thus when the new government assumed power in 1994, the trend of reducing
racial disparities in social expenditure was already well established, even though many disparities
were still large.

In education — which constitutes half the social budget — educational spending on Africans,
admittedly starting from a low base, increased remarkably as more children entered schools,
those in school remained there longer and expenditures per pupil rose. As recently as 1982,
spending on African education was less than halt of that for whites; five years later it had sur-
passed that for whites for the first time. If educational expenditure is expressed per potential
student at all levels of education — taken to be the population aged 5-24 — expenditure on
Africans stood at 4% of that for whites in 1975, but increased substantially to 18% by 1991 (De
Villiers 1996). This still left a very large gap, not all of it due to continued discrimination in
education provision. 'lo alarge degree, it also reflected past backlogs, which had prevented many
blacks trom reaching higher levels of education. But for the new government, the elimination of

these backlogs still represents a considerable fiscal challenge.

The redistributory impact of the budget
All studics reviewed agree that the national budget has been an instrument of limited redistribu-
tion to Africans — at least from the late 1920s. The high degree of income inequality between
races led to whites paying by far the largest share of taxes. Even under apartheid, part of these
taxes was used to provide services to Africans. Thus post-fiscal distribution by race has long been
more c¢qual than the primary distribution of income, even though the patterns of expenditure
were still highly discriminatory and large post-budget racial welfare difterentials remained.
Surprisingly, racial redistribution through the budget actually increased even during the
apartheid years. Fiscal redistribution before the 1930s seems to have been negligible or even
regressive across races, but since then rising social spending on Africans ensured greater redis-
tribution through the budget. Redistribution accelerated particularly during the 1970s, with the
growing need for integration into a single economy, as described in the historical overview above.

Table 8 shows the effect ()fl)u(lgetar\' redistribution on welfare by race group in 1993. Before

the redistributive effect of the budget is considered, we must note that the per capita income of

Atricans (excluding social pensions, which are part of social spending) was only 10,3% of white
levels. Atter the budget, African secondary income per capita was 15,6% of white levels, due to
a net gain from fiscal incidence of R§95 per African person and a net loss of R3 421 per white

person — more than African per capita income before the budget. Thus even though the budget

13
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redistributed, the post-budget racial gap remained extremely large. It is rather daunting, there-
tore, to note that there is limited additional scope to use the budget to meet the high expecta-
tions of the newly enfranchised poor. The major fiscal challenge now is to improve the efticiency
of public resource use so as to enhance the quality of and access to services. Redistribution, on
the other hand, will increasingly have to occur in terms of primary or pcrsonal incomes; a pre-

condition for this is the creation of employment to draw the poor into the economic main-

stream.
TABLE 8
Racial redistrihution lhl'()ll"t/h the budgct. and limits to such redistribution (1993 rands)”
Income breakdown White  African  Coloured  Asian  Average
Inceme per capita (excluding social pension) R26 850 R2758 R5088 RI0921  R6 305
% of white level 100,0 10,3 18,9 40,7 234
Minus: Income tax per cap?m RS 346 R187 R500 RlTlO_ _R‘)T_
Disposable income per capita R21 304  R2571 R¥588 RGO R5 364

Plus: Social spending per capita R2125  RI 082 R1 473 R2 144 R1278

S(‘(‘()mlm'\ income l)(‘l’ ("R')ilc\‘.

Actual 1993 R23 429  R3653 R6 061 RI1I 745 R6 642
% of white level - 1000 156 59 500 283
Assuming v(]u.ﬂ social slwn(]ing of RI 278 per capita R22 582 R3 849 RS 866  R10 879 R6 642
O of white level - 000 170 260 482 294
Per (‘npﬁl’ﬂz «Thudgct:_ - R -
 Actwal 1993 TR OR8  R9T3 RS2 R33T
Assuming cqual social .\'|;1ding of R1 278 per capita O _Ri268  RI09] R778  —R4&2  R33T
Scope tor redistribution N -R§47  +R196 -R195 -R966 RO

* Own recalculations based on Janisch (1996).

Anti-poverty policy investigations, past and present

During the 20th century, there were four major investigations into aspects of South African
poverty. During the 1930s, the Carnegie Investigation considered the *poor white' problem (Le
Roux 1978); in the 1950s, the Tomlinson Commission looked at the economic situation within
what later became known as the homelands; in the 1970s, the Theron Commission investigated
poverty amongst coloured people (Terreblanche 1976); and the Second Carnegie Inquiry into
Poverty and Development in the early 1980s looked particularly at African poverty (Wilson &
Ramphele 1990). The Tomlinson Commission was unique in that its brief was to investigate ways
of improving the economic situation within particular areas; for this reason, it is not fully com-

parable with the other investigations. The other three investigations had some common features:
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they all saw an active role for the state in redressing poverty; all placed particular emphasis on
education; and all perceived employment creation as necessary, but not sulticient unless accom-
panied by social upliftment on a large scale and over a substantial time period. But, crucially, all
three reports, and the debates that tlowed from them, emphasised the importance of political
structures in ensuring that the problem of poverty was given priority.

The (first) Carnegie Report’s recommendations were largely put into effect, with the result
that white poverty was largely eliminated within a generation. In the process, the state reduced
economic disparities between Afrikaners and English-speaking whites. The Second Carnegie
Inquiry had no direct impact on policy as it had no official standing. Indecd, a major purpose
of the inquiry was to debunk all attempts to dress up aspects of apartheid policy in the clothes
of development policy by revealing the full gamut of the dire social and economic consequences
of apartheid. The evidence was collected in Wilson and Ramphele (1990) and played an indirect
role in the formulation of improved anti-poverty policy.

Following South Africa’s first democratic elections in 1994, the new government was con-
fronted for the first time with the task of dealing with poverty as an encompassing, national
phenomenon. In doing this, it squarely faced the unenviable task of trying to undo the conse-
quences of apartheid. The corpus of work in the Second Carnegic Inquiry then became a daunt-
ing benchmark of the mountain that had to be climbed. This was reiterated in the first national
sample survey, conducted in late 1993 to provide the government with consistent and reliable
information on living standards. Analysis of this data (SALDRU 1994) confirmed the magnitude
ol South Africa’s poverty and inequality problems. From the outset, the new government faced
severe fiscal constraints in its attempts to address pervasive poverty.

Despite the scale of the poverty challenge, the post-1994 euphoria was accompanied by
optimistic expectations about the possibilities for addressing the distributional and poverty
problems in South Africa. In 1994, the principles of the new democracy, as well as the height-
ened expectations for swift transformation, were captured in the Reconstruction and Develop-
ment Programme (RDP) of the new government of national unity. However, the programme did
not grapple with the harder economic issues confronting the realisation of this vision. The period
from 1994 to 1996 can be seen as the learning period during which the magnitude of the South
African social project came to be appreciated. In 1996, the government tabled a more formal
macrocconomic and growth strategy, known as GEAR (Growth, Employment and Redistribu-
tion).

GEAR saw substantial long-term economic growth rates as achievable, given improvements
in education, the frecing of international trade and possible long-term capital flows to South
Africa in the absence of apartheid. GEAR aimed at sustaining growth by establishing a medium-
term growth record that would attract toreign investors and loosen the balance-ol-payments

constraint. To that end, it essentially involved an export-led policy, following the real exchange
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rate decline of early 1996. This was regarded as an opportunity to stimulate exports, if the
inﬂati()nm"\' consequences of depreciation could be staved off by anti-inflationary policies,
including fiscal restraint, continued tight monetary policies and wage restraint.

Alongside the tabling of GEAR, a series of reforms to labour Iegislati()n were introduced after
1994, These reforms included the Labour Relations Act of 1995, the Basic Conditions of
Employment Act of 1997, the Employment Equity Act of 1998 and the Skills Development Act
of 1999. This lcgishtion has received support from ()rganise(l labour, but is perceived in the
business and investor communities as being in conflict with the spirit of GEAR because of the
increased labour market regulation it embodies.

In the growth-orientated approach ot GEAR, employment creation is the kcy linkage
between solid macroeconomic management, growth and social uplil'tment. Thus, the period
from 1996 to the present has witnessed an increasing interrogation of the compatibility between
GEAR and the labour legislation and a growing concern with rising unemployment and poverty.
This concern led to the Presidential Job Summit at the end of 1998, which brought together
government, organised labour and the business sector. “The major consensus issues to emerge
from the meeting were the needs for occupational training and job creation schemes, but details
were vague. Government also used this opportunity to reiterate its position on GEAR as the
central part of its economic strategy. Over the last two vears, there has been a number of inves-
tigations into the impact ol labour lvgislation on emplovment but, as vet, the new labour market
legislation has not been amended.

In sum, then, the enduring nature of South Africa’s legacy ol inequality and poverty is
matched by a heritage of poverty and inequality analysis. Following the advent of the first dem-
()cratically clected government, there has been a flurry of anti-poverty and labour market policy-
making. This study, by a team of researchers who have worked both jointly and separately on
these issues, seeks to make a contribution to the analysis ()l'])()\'crt_\ and inequality in South Alrica
by addressing four major issues that are pertinent to this policy milicu, namely:

houschold inequality and poverty;

vulnerability in the South African labour market;

labour market participation and houschold poverty; and

labour market and social policy interventions.

A profile of houschold inequality and poverty

Chapters 1 and 2 profile houschold inequality and poverty, respectively, in South Africa and also
present detailed moth(xl()logical reviews of the measurement issues associated with such prol'il—
ing. The empirical analysis contained in these chapters and in the study as a whole is based on
data from the 1993 Project for Statistics on Living Standards and Development (PSLSD) and the

1995 October Houschold Survey (OHS) and the accompanying Household Income and
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Expenditure Survey (IES). The South African PSL.SD data has already been used extensively in
describing poverty in South Africa (The Poverty and Inequality Report 1998). Thercfore, there
was already a base of quantitative and qualitative material to draw on and summarise. In this
study; we complement this work by making use of the 1995 IES for the first time. These surveys
are not far en()ugh apart to compare Clmngcs over time, but comparison is usetul in assessing
robustness of results to the choice of data.

However, Chapters 1 and 2 seek to do more than replicate existing work with new data. The
Poverty and Inequality Report and most existing South Atrican poverty research have been kept
simple. The aim in Chapters 1 and 2, and indeed in the whole study, is to complement the
available descriptive work with a clear but technically rigorous approach. A general weakness of
the existing South African work is that it has not kept up with signiticant theoretical develop-
ments that have taken place in the international poverty and inequality literature over the last
decade. In Chapters 1 and 2, two specific gaps are filled. First, there is now a rich literature that
enables assessments to be made of the robustness of empirical results to choices of:

different poverty and inequality measures,

the choice of individual poverty lines, and

the aggregation of individual poverty lines into houschold lines.

Second, there have been a number of recent advances in poverty and inequality decomposition
analysis. Chapters 1 and 2 incorporate a consistent and thorough application of these new tech-
niques to the South African data. Such work serves as a bridge between the description of
incquality and poverty and the analysis of the processes that generate and perpetuate poverty in
South Africa. There is a rich return to this work in determining the priorities for anti-poverty
ctforts. The study returns to this important enterprise in Chapters 5 and 6. However, these
chapters require, as context, a detailed understanding of the incidence and perpetuation of
labour market vulnerability in South Africa. It is in this direction that Chapters 3 and 4 of the

study are directed,

Understanding vulnerability in the South African labour market

There are a number of reasons why an adequate understanding of the nature and functioning of
the labour market serves as a logical follow-on from our detailed analysis of houschold poverty
and incquality. First, the inequality and poverty decompositions by income sources reveal that
houschold wage income is a dominant factor determining the poverty status of the houschold
and the position of a houschold in the distribution of total income. GEAR’s approach to poverty
and incquality alleviation gives a central role to private sector employment creation as the major
link between growth and the reduction of poverty and inequality. Despite this key linkage, GEAR
does not discuss the labour market in any detail. In addition, the GEAR strategy envisages gov-

ernment’s major direct intervention to be the creation of employment through training and
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public works programmes. Once again, the success of such programmes is conditional on a
detailed understanding ol the labour market, and particularly its rural segments. Finally, the
expenditures by the state on education, health and many welfare services can be viewed as
human (‘apital investments in South Africa’s l)coplc. These investments generate ongoing returns
only to the extent that the recipients of these services can use these investments to embark on
sustainable livelihoods. For most people, this means successful integration into the labour
market.

In sum, then, the operation of the labour market is and will be central to the success or
failure ol anti-poverty policy in South Africa. But there are many ways to look at labour markets.
The dictates of this study demanded the delivery of detailed information and understanding
about the most vulnerable segments of the labour market. Most ol South Africa’s large and con-
tested research on the labour market has thus far adopted a focus on tormal sector employment
and formal sector wage differentials. Such intra-formal-sector dynamics are important, but a
much wider definition of the labour market is required as a starting point in order to adcqualcly
capture the actual and potential roles plaved by the labour market in society-wide inequality and
poverty. For this study, the determinants of unemployment and labour market participation are
at least as important as the determinants ol earnings. Indeed, many of the key issues revolve
around the links between the formally emploved. the selfzemploved and the unemploved and

the ()verla‘.-'ing rural—urban household Iinkagcs.
This broad approach was best served by focusing, soqucnliall\, on two specilic sets of

(|ucsti()ns:

What is the current situation and, in particular, in which sectors and segments ol the labour
market are the most vulnerable participants to be found? These issues are dealt with in
Chapter 3.

What are the key determinants in the process that allocates individuals to ditferent segments
of the labour market and then determines their earnings within segments? Is there any evi-
dence regarding the specific processes relegating labour market participants to no-carning

and l()w-carning sections of the labour market? These issues are modelled in Chapter 4.

The above sets of questions, addressed in Chapters 4 and 5, provide a nuanced understanding of
the operation ol the labour market, with particular attention to its most vulnerable participants.
However, poverty measurement and policy are often directed at poor houscholds rather than
poor individuals. We therefore conclude the analytic section ol this study with two chapters that
explore the links between participation in the labour market by individuals and the incidence and

yerpetuation of household poverty and inequality,
perpetuat ; hold | ty ] juality
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Labour market participation and household poverty

The poverty and inequality decompositions in Chapters 1 and 2 show that the labour market is
an important determinant of houschold poverty and inequality. For this type of analysis to link
to the understanding of labour market participation derived from Chapters 3 and 4, there is a
need to ascertain how increases in employment and unemployment of individuals in a houschold
change the poverty and inequality status ot that houschold. In addition, for policy purposes,
there is an imperative to discern whether these labour market impacts retain their importance
after controlling for the impact of houschold demographics, race, location and houschold edu-
cational factors. This project is explicitly completed in Chapter S, in which multivariate models

of houschold poverty and incquality are built.

Chapter 5 provides strong evidence that, even atter controlling for a tull set of poverty deter-
minants, poor houscholds are poor because they contain clusters of no-carners and low-earners.
In addition, these labour market factors are shown to have a significant effect in terms of posi-
tioning houscholds within the distribution of houschold income. Aside from these labour market
findings, Chapter 5 also provides interesting evidence on the relative importance of all the mark-

ers ol houschold poverty and inequality that were tlagged in Chapters 1 and 2.

However, the multivariate models of Chapter 5 do not f()rmally build on the evidence of
Chapters 3 and 4, showing that it is unemployed individuals as well as agricultural workers and
domestic workers who are the most vulnerable labour market participants. Chapter 6 makes use
of existing poverty measurement methodologies to interrogate the poverty status of the house-
holds of these especially vulnerable workers. By taking the analysis back to the level of the house-
hold in this w ay, this chapter integrates the labour market discussion with the broader poverty
and incequality discussion of Chapters | and 2.1t also ofters a bridge to the two policy chapters
that conclude the book by showing that labour market policies that have an impact on employ-
ment and carnings for these especially vulnerable workers will have a much larger than propor-

tionate impact on houschold poverty in South Africa.

Two policy discussions

As mentioned in the first part of this introduction, two major implications for anti-poverty policy
fell to South Africa’s first democratically elected government in 1994. First, the new government
found itselt with the explicit mandate to address the tull ambit of our poverty problem for the
first time in our history. Second, the very inequality and poverty generated by previous policies
ensured that the miracle of the political transition would not be accompanied by significant
increases in Hscal revenues. Since then, it has become clear that anti-poverty resources will
always be very limited. Accordingly, anti-poverty eftorts need to be tightly tocused and aimed at

addressing the principal causes of poverty.
L= o’
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Addressing poverty in a context such as South Africa requires attention to employment and
wage levels, transfers to the poor and the provision of services and productive resources to the
poor. Although the primary focus of this study is the link between poverty and inequality and
labour markets, our work contains implications for social security and the provision of social
services. In addition, the specifics of social policy hold many implications tor the labour market,
particularly with regard to the impacts of the quantity and quality of education on access to
employment and labour market earnings. Policy analysis therefore starts with social policy in
Chapter 7 and follows on to labour market policies in Chapter 8. In both of these concluding
chapters, we emphasise possible new policies as well as understanding the impact of present
policies and recent policy shifts. These chapters therefore seck to balance policy recommenda-
tions derived from the formal work in the study with a perspective on how these recommenda-
tions mesh with the direction of current policies. This is, after all, the art of the possible for any

yragmatic analyst of policies to fight poverty and inequality.
prag | ]
i S Y s

Notes

L. We use the race classification system whereby the society is divided into four groups, namely Atrican,
coloured, Asian and white. African, coloured and Asian individuals are collec li\'cl} referred to here as
blacks.

2. Table 1 makes it clear that the origins of systemic inequality in South Africa preceded the advent of
aparﬂ1ck|.F(n'alxwic\vlhatintﬂkulcscar“crlab(nn'nlarkvl(hw14«q)n1cnts,50x-\h|\dcrlivrg.nldl%h(nnl

(1999).



UNDERSTANDING CONTEMPORARY
HOUSEHOLD INEQUALITY IN
SOUTH AFRICA

MURRAY LEIBBRANDT
INGRID WOOLARD
HAROON BHORAT

The dominant themes of South Africa’s economic history are inequality and exclusion. Given
this history, a kev benchmark against which all contemporary economic planning must be
assessed is the role such plans can play in narrowing inequality and breaking down the barriers
that exclude people from participating in the cconomy on the gr()un(ls of race, gcndcr or
location.

Such planning necessitates an information base detailing the dimensions of inequality and
poverty in South Africa in the mid-1990s. This base needs to be nuanced enough to allow for
assessment of programmes that are narrowly targeted at ditterent segments of the South African
population. l-or example, with policy focusing predominantly on the upliftment of the African
group, an understanding is needed of the economic forces at work within this populace. An
accurate information base is also a sine qua non for more ambitious social development m()(lclling
which sets out o inform the policy selection process.

South Alfrica’s Gini coelficient has always served as the starkest indicator of the country’s
unequal distribution of income.' For a long time, South Alrica’s Gini was the highest recorded
in the world. Table 1.1 presents a comparison ol South Africa’s Gini coetticient and the income
shares ol countries with similar income levels. It is clear that Brazil and South Africa are far less
egalitarian socicties than the other nations presented here,” but also that Brazil has a slightly
higher level of income incquality than South Africa. Both these Gini values, though, are
extremely high, indicating very skewed distributions of income. By comparison, Poland and
Thailand have Gini coetticients ol 0,27 and 0,46, respcctivelyg sh()wing that these economies
have a significantly more equitable distribution ol income.

Another way to express the (lc‘gree of incquality ina country is to examine the income shares

ol'households by decile (a decile is a 10% segment of all households ranked according to income
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level). From Figure 1.1, it is evident that, using this measure, the degree of inequality is striking.
The poorest four deciles (40%) of houscholds — equivalent to 52% of the population — account
for less than 10% of total income, while the richest decile (10%) of houscholds — equivalent to

L . . : : 3
just 6% of the population — capture over 40% of total income.

TABLE 1.1

Comparison of selected middle-income countries®

Measure Poland Thailand  Venezuela Brazil SA Malaysia
GNP per capita US$ (1994) 2410 2410 2760 2970 3040 3 480
Gini 027 0,46 0,54 065 060 048

% share of income of poorest 20% 93 5,6 3,6 21 2.8 4.6

% sharc of income of richest 10% 22,1 371 : 12,7 51,3 41,9 379 .

* 1996 World Development Report and own caleulations (South Africa).
FIGURE .1
Inequality in South Africa
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Whiteford and McGrath (1998) have shown that while the Gini coefficient remained static
between 1975 and 1991, this masked the fact that the rich got richer while the poor got poorer.
They found a similar pattern when looking at cach race group separately. In other words, they
observed awidening of the gap between the richest Africans and the poorest Africans, the richest
whites and the poorest whites. For example, the income share accruing to the poorest 40% of
African earners fell by a disquicting 489%, while the share accruing to the richest 10% rose by
43%."

Given this background, this chapter seeks to unpack turther the nature of inequality in con-
temporary South Atrica. The intention is to complement the recent historical review provided
by Whiteford and McGrath (1998) — especially their between- and within-race analysis — and
then to focus more explicitly on the link between the labour market and houschold inequality.

There are three sections to the chapter. The first section examines the racial fault line in
South African inequality through the use of various categorical decomposition techniques. Once
the aggregate importance of ‘between racial group’ versus ‘within racial group’ inequality has*
been examined, the second section uses a decomposition analysis of income inequality by
income components to immediately focus attention on the key labour market, asset ownership
and state welfare processes driving South Africa’s inequality. This analysis suggests that the labour
market is the key driver ol houschold inequality. In the light of this finding, the final section
focuses explicitly on the labour market.

In South Alrican policy debates, there is generally insutticient scrutiny of empirical results.
The problem may be divided into two major maladies. First, there is scant recognition of the fact
that dilferent measurement techniques will generate difterent results. In contrast to this, the
theoretical literature on inequality has paid a great deal of attention to the fact that ditterent
measures ol inequality do not define inequality in exactly the same way and theretore will arrive
at different estimates of incqualit’v.5 The importance of this literature lies in its questioning of the
extent to which any inequality results are technique-driven rather than neutral representations
of the circumstances prevailing in that society. We control tor this possibility by using a variety
of techniques wherever possible. Contlicting results will then serve as an indication that the
situation really is not as clear-cut as any of the techniques would have us believe. Indeed, a
detailed discussion ol how techniques difter and why these differences should have led to the
measured ditterences, is itself a useful way to start an interrogation of the processes generating
incquality in South Africa.b

Second, the South African literature gives too little recognition to the fact that ditterent data
give different results. In the past, this could be excused because of the shortage of usable data.
However, there are now two national data sources available to cover contemporary South Africa;
the 1995 Income and Expenditure Survey (ILS), conducted by Statistics South Atrica and the

survey undertaken as part of the Project for Statistics on Living Standards and Development
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(PSLSD) by the Southern Africa Labour and Development Rescarch Unit at the University of
Cape Town in late 1993. There are clear advantages to using IES data rather than the PSLSD: the
data is more recent, the sample was much larger (almost 30 000 houscholds, compared with just
under 9 000 in the PSLSD study) and the questionnaire was solely devoted to collecting income
and expenditure data — which should point to greater attention to detail and less respondent
fatigue. The only disadvantage to using this data is that it does not provide information about
small-scale agricultural production and consumption from own ])r()ducti()n.7 We therefore focus
our textual analysis on the TES data. However we have used the PSLSD data to reproduce all of
our tables (see Appendix) and we highlight any discrepancies in results from the two sets of data

as part of our discussion.

The importance of race in national inequality

The literature on the decomposition of total inequality by subgroups has a long |ineage.x If we
divide the population into mutually exclusive, exhaustive subgroups then there is a (lcgrce of
inequality both within these subgroups and between them. It is desirable that we should be able to
decompose a measure of overall inequality into the ‘within® and the ‘between’ p()rtions.q The
value ()fdccom])()sitions is that ‘tho}' gauge the relative importance of various sources and scctors
in respect of overall inequality, and thcrcl))' direct our attention to potentially fruitful arcas of
research’ (Fields 1980:438). Indeed, South Africa’s historical legacy makes a much stronger case
than this, in that we are drawn to these tools because they allow for an explicit focus on race in

driving inequalitv. This section concentrates solely on this racial question.
g | \ |

Measures and estimates of income inequality
The most commonly cited additively decomposable measure of incqualit\' is the Theil-T statistic,
derived directly from the notion of entropy in information theory (Fields 1980:103).

The Theil-T can be decomposed as follows:

I =T + 24T

where:
T, is the Theil-T inequality measure within the ith group;
q, is the proportion of income accruing to the ith group; and
T, is the between-group contribution. Ty, is calculated the same way as T, but assumes that all

incomes within a group are Cqua].
The Theil-L decomposes in a similar way to the Theil-T, except that the group statistics are
weighted by the proportion of houscholds (not income) in cach group, expressed as:
. =L 3ml,

where p, is the population share of the ith group.
| (=
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A second broad class of inequality measures is contained in the Atkinson measure. This starts

from an additive social welfare function in order to derive the following inequality index:

I

oL E gy O
I =]~e BT

1=1

which may be decomposed into between- and within-group inequality, such that

The measure can be interpreted as the proportion of the present total income that would be
required to achieve the same level of social welfare as at present if incomes were equally distrib-
uted (Atkinson 1970:48). Atkinson explicitly introduces distributional objectives through the
parameter € 2 0, which represents the weight attached to inequality in the distribution. By spec-
ifying ditferent values of & one can vary the importance society attaches to mean living standards
versus cquality. If society is indifferent about the distribution, we will set € equal to zero. By
increasing €, we give more weight to inequality at the lower end of the distribution. At € equal to

infinity, socicty is concerned only with the poorest household.

All three of the above decomposition techniques — the Theil-T, Theil-L and Atkinson’s meas-
ure — would scem 1o have obvious relevance for South Africa. Yet, it is only recently that such
decompositions have begun to be used in this (‘()uml"\:m Table 1.2 presents the results of the
decomposition of South Africa’s total national income by race, using the three decomposition
techniques discussed above. We attach the household adult ¢quivalent income to cach individual

in the houschold; thus we are comparing inequality amongst individuals, not households.

~ s Eiywil i J o
(,()IIJP(I)'IS()H ()f L]IS[I'II)U[I()H measures

Measure Between component Within component Residual Total

Theil-T 0,319 0,483 0,802
(39.7) (60.3)

Theil-L 0.254 0,452 0706
(36.0) (64,0)

Atkinson 0,091 0,187 0,001 0,278

£=0,5 (32.8) (67.0) (0.2)

Atkinson 0.215 0,368 0,001 ' 0,584

=K1 5 (36,8) (63,0 (0,2)

Atkinson 0.279 0.443 0,001 0724

£=125 (38,5) (61,5) (0,01)

* The figures in brackets show the percentage contribution to total inequality.
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All the indices pointin a similar direction; that is that the ‘within and ‘between’ components
are both important contributors to overall inequality, with within-group inequality accounting
for more than three-fifths of overall inequality, by all the measures used. In addition, the more
highly we value equality — i.c. the larger we set € in Atkinson’s index — the more between-group
inequality grows in significance as a contributor to overall inequality. This suggests relatively
greater equality amongst Alrican households as we move down the income distribution, and that
a key inequality wedge is that between white and African households.

Table 1.3 turther decomposes the within-group Theil measures, this time by race. Hence we
determine the share of cach racial group in explaining aggregate within-group inequality. Tt is
immediately evident that the choice of the Theil-L versus the Theil-T index paints a very differ-

ent picture of the contribution of different races to overall incquality.

TABLE 1.3

Within-race contribution to overal inequality"

Measure African Coloured Asian White
Theil-T 0,594 0,387 0,400 0,395
' 0.265] 0,027 10.018] 0472

(33.0) (3:4) (2.2) a4

Theil-L 0,486 0353 0,350 0,33 '
0371 S 0.030) 10,009] 10,042
(52,6) (4.2) (1.3) (5.9)

* The first row of figures show the measure when considering only the particular race group. The figures in square
& g oni g &

brackets show the absolute contribution to total inequality. The tigures in round brackets show the percentage con-

tribution to total inequality. Akinson’s index is generally but not addinvely decomposable, henee we cannot apportion

the within contribution amongst the race groups.

The Theil-T suggests that inequality among the white group is almost as large a contributor

to overall inequality as inequality amongst the African group, yet the Theil-1. suggests that African
P L J &5

inequality contributes 52,6% to total inequality vis-d-vis a contribution of 5,9% from white inc-

quality. The reason for the difterent Theil-T and Theil-L results can be found in the use of

income as opposed to population weights. This stresses the importance of considering the nature

of the decomposition measure before relying on any one statistic.

The results for Table 1.2 and Table 1.3, utilising the PSLSD data set instead, are provided in
Table A-1 and Table A-2 in the Appendix. It is evident that a similar general result is found,
namely that overall inequality is driven primarily by within-group inequality However, there are
important differences in the figures obtained from the two surveys. Firstly, while the within-
group component does drive overall inequality from the PSLSD, its share on average of 55% is

much smaller than the corresponding mean of 63% found in the IES. Hence, the IES data has a
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much stronger contribution from the within-group component to total inequality. Secondly, the
Atkinson measure for the IES data showed that the higher the value of g, the greater the contri-
bution of between-group inequality to the total. For the PSLSD, however, the result is the oppo-
site: the higher the value of g, the smaller the contribution of between-group inequality. This
suggests that since most of the poor are African, inequality at the lower end of the income distri-
bution will tend to be within-group. A third important difference in the data is in the within-race
Theil measures. Here, the PSLSD also shows a rising contribution of African inequality, from
22,69% to 48,19, when the Theil-L is used instead of the Theil-T. However, the Theil-T African
and white contributions to overall inequality are almost the same, at 22,6% and 22,1%, respec-
tively, which is very ditterent to the TES figures in which the African and white contributions are
much further apart.

One possible explanation for the above trends is that in the PSLSD survey, the variance in
| | Y

income amongst Africans is smaller, given that more poor Africans relative to non-poor Africans
were sampled. This would imply that the contribution of the within-group component in PSLSD
to overall inequality is not as large as in [ES. However, as there are relatively more poor than non-
poor Alricans in PSILSD, an increased concern about inc(luality thr()ugh Atkinson’s measure —
meaning.a move down the income distribution — leads to the within-group share reasserting
itself in the measure. Furthermore, this relatively highvr number of poor Africans sampled may
be retlected in the lower within-race Theil-T value, at 22,6% — as opposed to 33,2% for 1LS.
Ultimately, then, the comparison between the two surveys suggests that the sample income dis-
tributions ditfer, with the distribution in the PSLSD weighted more toward poor African indi-
viduals and houscholds.

Despite the difficulties in trving to reconcile results from these two data sets, the racial
contribution to inequality in South Africa — within an international perspective — provides for a
fairly clear, and indeed very powerful, picture. This can be seen in Table 1.4, which provides
Anand’s (1983) Theil-T decomposition analysis of Malaysian household income by race. Malay-
sia offers a good comparative example, as it is also a society with a history of social and economic
stratification by race.

At 13%, though, Malaysia’s between-group share in inequality is very low compared to South
Africa’s. When using personal income instead, Anand (1983:96) finds an even lower contribu-
tion of 9,2% duc to between-group inequality. The bascline value for South Africa — cither with
IES or PSI.SD data — using the Theil-T measure is 36%. In the case of Malaysia, then, between-
group incquality is not very helplul in explaining individual income inequality. In South Africa,
on the other hand, income inequality between the four racial groups, and particularly between
African and white, is a crucial predictor of total income inequality in the society.

A Latin American example, provided by Fiszbein and Psacharopoulos (1995), helps to tur-

ther illustrate just how important race is in South Alrica. This study of seven countries at two
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TABLE [.4

The Theil-T decomposition by race /br /l'!alqy'sia"

Race Per capita household
Malay 0,41
Chinese 0,42 3
Asian 0,54
Other 0,94
Share
All (total) 0,52
Within 045 (87%)
Between 0.07 (13%)

* Anand 1983:95-6.

periods of time finds that the joint contributions of age, employment status and education to
worker per capita income ranges from 32,6-53%, with a mecan ol 45, 3%. Given that these are
the major variables that, conventionally, we look at in explaining individual incomes, this gives a

sharp sense of perspective on the magnitude ol the between-race numbers in South Africa.

Sources of income and national inequality

The decomposition literature of the previous section is of a much older vintage than the income
source analysis of this section. However, over the last decade, a |)usy international literature has
developed around the derivation and refinement of techniques for decomposing inequality
measures (in particular the Gini coeflicient) by income sources.'! Such decompositions highlight
those income sources that dominate the distribution of income and, as such, offer a bridge
between the description of inequality and the key economic processes generating inequality in a
society.

Elsewhere (Leibbrandt er al. 1996), the Gini coclficient has been decomposed by income
sources using the PSLSD survey. These results are reported in the Appendix (lable A-3 and Table
A-4). Here, the same methodology is applied to the IES. The application of such work to South
Atrica provides an immediate addition to the knowledge ol South African inequality. The TES
data set contains detailed information on all sources ol income and, theretore, is an ideal data
set to apply such analysis. Clearly, the level of aggregation that is chosen is determined by the
context under consideration and the questions that the analysis is addressing. For the purposes
of this chapter, the goal is to distinguish between the relative importance ot the major foci of

policy attention. Total income tor cach houschold is therefore divided into five sources:

remittances: from absent family members and marital maintenance (alimony);
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wage income: regular and casual employment and value of benetits such as subsidised housing,
transport and food;

capital income: dividends, interest, rent income, imputed rent from residing in own dwelling
and private and civil (contributory) pensions;

state transfers: social pensions, disability grants, poor relicf, unemployment insurance and
child maintenance grants; and

self-employed: formal and informal business activities.

Such a breakdown is still at a fairly aggregate level and any number of more disaggregated break-
downs are possible to answer more specific questions.

The key aspects of the decomposition technique can be summarised in the following way: If
South African society is represented as n households deriving income from k different sources
(i.c. k different income components), then the Gini coefficient (G) for the distribution of total

income within the group can be derived as follows:
) K
(’ = z RL(;ISL
k=1

where:

S

,  is the share of source k of income in total group income (i.c. S,= W/);

G, is the Gini coefficient measuring the incqualit\- in the distribution of income component k
within the group; and

. — . - . . . 02
is the Gini correlation of income from source k with total income.

R,

This equation tells us that the effect of source k income on total income inequalir\' can be broken
down into three components:

the share of income component k in total income (captured by the term S,);

the inequality within the sample of income from source k (as measured by G); and

the correlation between source k income and total income (as measured by R).

The largcr the product of these three components, the greater the contribution of income from
source k to total income inequality. However, it must be noted that whilst S, and G, are always
positive and less than one, R, can fall anywhere on the interval [-1,1]. When R is less than zero,
income from source k is negatively correlated with total income and thus serves to lower the
overall Gini measure for the sample.

Now, suppose that there is an exogenous increase in income from source j, l)y some factor S/
then it can be shown that the derivative of the Gini coefticient with respect to a change in income

source j is:
oG
Jo

I

=S,(R G, —G)
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IfaG/()G, is negative, then a marginal increase in income component j will lessen income inequal-

itv. This will be the case either when:

1. income from component | has cither a negativc or zero correlation with total income
(-1< R/ < 0); or when

2. income from source j is positively correlated with total income (R{ > 0) and R/Gj < G.

Altcrnativcly in order for a marginal increase in source j income to worsen income incqualily it
is necessary that GI. > G (i.c. income from source j must be more unevenly distributed than total
income). However, this condition alone is not sufficient for a change in income component j to
worsen the overall income distribution as the sign of a(}/ao‘/ will still be influenced by the
strength of the Gini correlation between source j income and total income (Stark et ol
1986:260).

Table 1.5 presents the results of this decomposition tor the total South African samplc.” A
few illustrative teatures of this table will be highlighted. Tt can be seen that wage income has a
dominant share of income (66%) and makes a similar contribution to incquality (67%). The

¢ that a houschold’s rank in the distribution of wage

reason for this is the high R of 0,88, implyin
income is str()ngly correlated with that houschold’s rank in the distribution of total income. This
strong correlation is more than cn()ugh to compensate for the fact that the Gini coelficient for

wage income (0,67) is the lowest of all income sources.

TABLE 1.5

Decomposition 0/.101111 national income by income sources”

Pcr('cnrage share in overall

[
- ®) () (60 G ®) GGR)
Remittanees 0,13 Re481 002 048 093 007 0001 025 0013
Wage income 070  RIBISE 066 053 067 088 039 6659 0,002
Capital income 008 RISLSI 009 069 095 069 006 1006 0006
E T 033 RISSSE 006 040 080 042 0006 094 0039
Sell-employment 0,09 R451,02 0,16 0,71 0,97 0,89 0,14 2444 —l()T
Total T R2788 1,00 059 100,00

" Gy is the Gini for the income source when we only consider households with positive income from that source.
G, is for the Gini of the income source when we consider all houscholds. Lerman and Yitzhaki (1994) show that

G, =P, X Gy + (1 —P).
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The Gini coefficient for a particular income source (G,) is driven by the inequality amongst
those carning income from that source (G,) and the proportion of houscholds who have positive
income from that source (P,) — or, changing the {ocus, the proportion of households with no access to

a particular income source (1 — P). Then we see that, for example:

This brings us part of the way to apportioning the *blame’ tor Gini inequality between the
inequality amongst carners and the inequality between those with some wage income and those
with none. It would appear that almost half of what we have termed ‘wage incquality’ is in fact

driven by the 30% of houscholds with zero wage income.

Remittance income has the smallest share of total income (2%) and makes a small, negative
contribution to inequality (—=0,25%). This negative contribution arises because of the small neg-
ative correlation (R = —0,07) between the rank ordering of remittance income and the rank
ordering of total income. This negative correlation would seem to imply that the fairly high Gini
coeflicient for remittances is due to the fact that remittance income is disproportionately dis-
tributed to those at the bottom of the total distribution relative to those at the top. In essence,
this analvsis suggests that the factors which boost remittance income for current recipients
would lower overall inequality.

The last column of “Table 1.5 shows the effects of a 19% increase in a particular income com-
ponent. We see that a change in state transfers, remittances or income from self-employment
will have the greatest effect on the overall Gini. In the last case, the Gini increases, but in the
other two cases it decreases. The components which increase inequality correlate highly with
total income rankings (ie. R is high)‘ which implies that an increase in these sources will pri-
marily benefit the better-ofl and thus aggravate the Gini. The sum ol the absolute changes in the
Gini cocllicient is zero. This tollows because increasing all components ol'income by 1% has no
effect on the income distribution and therelore no effect on the Gini.

From the point of view ol government policy, state translers are of special interest. A well-
targeted, redistributionist state expenditure programme would be evidenced by a strongly nega-
tive R. The value of Rat —0,12 suggests that state transfers serve to decrease the value of the overall

Gini. Moreaver, we sce that an increase in state transfers ol 19% will reduce the Gini by 0,04 (7%).

While G, is the coelficient needed to calculate the contribution to inequality; a closer look at
G, is instructive. Gy is the Gini coefficient used when considering only those houscholds actually
receiving income from that particular source. We sce that there are large disparities in the
incomes carned from self-employment, capital income and wage income. This points to the
dichotomous nature ol the South African cconomy, in which immense gaps exist between those

engaged in high- and low-wage employment, formal versus informal selt-cmplovment and those
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earning income from interest and dividends versus those accruing a small capital benelfit as a
result of owning their dwelling.
L= L=
A comparison with the PSLSD shows fairly similar patterns in the data. These include, tor
example, a share of wage income in total income at 69% and a contribution to overall inequality
of 74% — both figures slightly higher than those in the IES. What is interesting from the wage
< L= L= O L=

income data is that the PSLSD reports a G . decomposition that has a greater share (34%) of

\\Ag(‘
houscholds in the sample that earn no wage income. Hence, the greater wage income contribu-
tion to overall houschold inequality (G,) is a function partly of the PSLSD reporting more house-
holds with no wage-carners.

In terms of remittances, the PSLSD captures a larger proportion of houscholds receiving this
type of income. This is an accepted difference between the two data sets, given that the PSLSD
was more diligent in tracking down remittance-recipient houscholds. Given the relative homo-
geneity of these houscholds in terms of income levels, the percentage share in the overall Gini is
stronger at —0,40 rather than the —0,25 found using the 1ES. The IES vields a stronger result on
the impact of state transfers, as the PSLSD reports a zero, rather than a negative, contribution to
inequality for these transters. An interesting result in comparing the two data sets is the ettect on
the Gini ota 1% change in the different income components. While the IES reports the strongest
impact on the Gini from a 1% increase in an income source to emanate from scll‘-mn[)lo_\'mcnt
income (0,047), the PSLSD is far less sensitive, with selt-emplovment only increasing the Gini
by 0,006. This may be partly due to the more structured and consistent efforts made in the 1ES
to uncover individuals involved in self-employment across the entire income distribution.

A central point to note from Table 1.5, though. is that while wage incomes on their own are
very important, remittances and self-employment are also incomes derivative of the labour mar-
ket. It the cumulative impact of all three of these sources is considered, it can be seen that the
labour market dominates South African income and income inequality. This is in line with com-
parisons of such studies in other countries. A quotation from Fields (1980: 1 14) will suffice:

Individually and together, the results for Taiwan, Pakistan and Colombia give a common
impression about the contribution of various income sources to overall inequality. The bulk ol
income inequality is attributable to labour income. The high factor inequality weights for
labour incomes suggest that the principal inequality-producing factor is some people receiving
a great deal more income for their work than do others. This has important implications both
for the research (researchers should slu(ly the labour market) and for p()]i()- (|)()|ic'>' makers
should create more well-paying jobs). The intuitively prior notion that the most unequally
distributed factors (property, gitts, ctc) contribute the most to total inequality is found to be
false in each case.
However, while the analysis of any of the income sources presented in the table is usefully indic-
ative, it does not really reveal enough about what is going on at the lower end of the distribution

relative to the top end. So, for example, it is quite possible for the same aggregate outcomes to
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result from an income source that contributes exclusively to the very poor and very rich or exclu-
sively to the middle of the distribution. This points to the need for some complementary sensi-
tivity analysis. A particularly useful exercise would scem to be one that splits the population by a

poverty line. This was done for the South African case and the results are presented in Table 1.6.

TABLE 1.6

[)ecomposition (Jtotal nutional income b)/ income sources, below and (Il)()VC the ‘DOVCH)" line

=]

S

)

=

a

=

(") R
Below the poverty line
Remittances 0,23 R78.02 0,12 0,38 0,86 0, I;) 0,02 5.64 -0,020
\\}lgt‘ imcome 0,50 R308.00 0,49 031 0,65 0,60 0,19 63,0 0,044
C.\pil.ﬂ income 0,09 R23.65 0.04 0,59 0,96 047 0,02 3,51 0,003
State transters 0,49 R206.81 0,33 0,33 0,67 0.31 0,07 22.03 -0,032
scll-cmplovment 0,04 RIZH 005 042 098 04 001 38 0,003
lotal R633T2 1,00 N 030 100,00
Above the poverty line

Remittances 0,09 R58.81 0.02 0,50 0,95 -0.09 -0,001 —U_,Z7 -0,01
Wage income 0,79 R2501,56 0,68 0,47 0,58 0.84 0.33_ 63.3 -0.02
(Tapital income 0,21 R355.19 0,10 0,67 0.93 0,58 0,05 99 0,002
State transfers 0,26 R132,65 0.04 0,45 0,85 -0,15 -0,005 -0,91 -0.02
Sclf-cmployment 0,11 R648.39 0.18 (.68 0,97 0.86 0,15 : 2798 0,05
Total R3 696.60 1,00 0,52 100,00

[nspection of this table shows that the data from Table 1.5 is only a rough average of very
different processes taking place above and below the poverty line."* As agriculture is a consist-
ently low contributor to average income and to inequality in both the above and the below group,
it will not be discussed turther.

We will consider wage income first. In the above group, this income source makes a large
and stable contribution to average income (68%) and to the distribution of income (639). This
distributional eftect is the result of a low Gini coetticient (0,58) being oftset by a high R ot 0,84.
For the below group, the share of wage income in total income is far lower (49%) but, even

within the poor, higher wage income is strongly correlated with higher total income (R = 0,60)
L= L= L=l L=
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and this income source therefore still makes a high contribution to inequality (63%). It is clear
from this breakdown of above and below groups that access to wage income is central to deter-
mining which households are able to avoid poverty and even the depth to which poor houscholds
sink below the poverty line. This reasserts the importance of the labour market in understanding
poverty: that the formal carnings capacities of houscholds will cither reintorce or shed their
poverty status.

On the other hand, it is encouraging to see that state transfers make up a much smaller part
of the total income for the above group (49%) than the below group (33%). Moreover, R = —0,15
in the above group reveals that this income is not going to the higher-income houscholds in
society. However, the fairl_\_f high Gini coeflicient for state transters in the below group (0,67) and
rank correlation (R = 0,31) implies that it is the rclali\'(‘l}' better-oft within the poor who are
receiving state transfers.

There are two possible explanations for such an outcome. The first is that the targeting of
state assistance is not that successful. The second is that the depth of poverty in South African
society is so acute that access even to some state assistance is sutficient to move a houschold away
from the bottom of the poverty ranking. Apartheid-derived racial biases in welfare allocations
are certainly a cause of inefficient alloc ation.”” However, there is also some recent cconometric
evidence (Case & Deaton 1996) indicating that state pensions are not badly targeted. In addition,
studies of rural poverty (see May e al. 1995) have made it clear that *claims against the state” are
central to rural livelihoods. Thus, on balance, the second explanation is more likely to be true.'®
What can be said with greater certainty is that the analysis of wage income and state transters
serves to contirm that, in South Africa, the poorest of the poor are those houscholds that lack

access Lo (‘ith(‘l' \\-'age income or state lr.mslbrs.

The low share of remittances in total income (2%) and the negative correlation for remit-
tances (R = —0,09) in the above group along with the very much higher share of remittances

(1296) in the income of the below group indicate that remittances are much more important on
average in the below group. In South Africa, remittances gcncm]ly flow from urban to rural arcas;
to a large extent, this result merely contirms that a large component of South Africa’s poor are
located in rural areas (Whiteford et ol 1995). However, there is additional information to be
gleaned aswell. The low, positive rank correlation (R = 0,16) in the below group results in a small
contribution to inequality (5,6%). This implies that remittance income is well disbursed within
the poor. So, while remittances are not important enough to be a major diseriminator of who lies
above or below the poverty line, factors which might cause an increase in remittances would have
a generalised positive impact on the poor. The converse is true for capital income. This income
source is far more important to the above group than the below group, both as an average share

O anc 6O, respectively) and as a contributor to inequali 9% and 5,5%, respectively).
1 0% 1 4% pect IJ | tributor t q lity (9,9% 1 5,5% pect IJ
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When considering only those houscholds actually receiving such income, a look at the
‘actual’ Gini (G,) for the components reveals much the same picture as the analysis for the total
population. We would, perhaps, have anticipated lower Ginis in the below group, which might
be expected to be fairly homogenous since everyone is, after all, technically ‘poor’. This is,
however, not the case. There are considerable deviations in the incomes earned trom capital
income and self-employment both in the above and below groups. Self-employment in the below
group, however, produces less inequality amongst those engaged in these activities than in the
above group. This is to be expected, since all those in the below group are likely to be involved
in marginal, informal activities.

The comparison with the PSLSD vields some interesting results. Within the below group, tor
example, the percentage share ol wage income in total inequality is smaller, at 51,6% as opposed
to 63% tor IES. This is duc to a larger contribution from state transfers to total inequality, of
28,49% rather than 229% in the [ES. More interestingly, the effect on the Gini ol a 1% change in
the income source shows dilferent-signed answers within the below group for capital income,
state transters and self-=employment. While TES predicts an increase in the Gini by 0,005 with
capital income, the PSLSD survey predicts a decrease of 0,005. This may be due in part to the
fact that imputed rent, as part ol capital income, was more carcfully collected in the PSLSD. In
this case, more poor houscholds were allocated this income, and hence the decline in inequality
from an increase in this source. Likewise, state transters were shown to increase rather than
decrease the Gini, while self-emplovment was predicted to decrease the Gini. The ﬁgurc for state
transfers makes a claim that while state pensions mav be well targeted at the poor, there is a
smaller share ol the poor receiving these transfers than not. Hence, a rise in the value of pension
pavouts to poor houscholds, as in the PSLSD survey, will exacerbate inequality. The sclf—cml)l()‘v-
ment numbers suggest that the returns to the poor through working for themselves may be more
evenly distributed than the TES predicts. Using PSLSD, one may be more conlident of the equity-
generating impact of increased self-employvment income to poor houscholds.

For the above group, the percentage share of wage income in the Gini is higher (70,7%) than
in the [ES (63,39%). Further, the contribution of capital income to the overall Gini is much
higher (16,6%), while selt-employment income is far less important in explaining the Gini
(7,8296) than in the [ES (27,98%). The impact ol a 19 change in the income sources on the
Gini reveals all the same-signed answers for the two data sets. Using the PSLSD, then, we may
be confident that the key drivers of total inequality for the above group were wage income,
followed by capital income and sell-employment income. Using the IES however, we would
predict that wage income, income from self-employment and then capital income determine
incquality in the above group. Tor houscholds above the poverty line, the PSLSD places more
importance on cal)ital income than income trom sclf—en]ployn]cnt in generating il)(‘(ltlalit)i [tis

true, however, that in its concerted etforts to uncover those individuals working for themselves,

3
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the IES may be a more accurate predictor of the dynamics of self-employment in the above group
— and indeed the below group as well.

Irrespective of the data set used, this sensitivity analysis serves to reinforce the finding that,
within both the above and below groups, wage income is the key determinant of income ine-
qualit}' in the socicty. In earlier work, Leibbrandt, Woolard and Woolard (1996) decomposed
within African income using identical methods. This within-African analysis generated a picture
that is quite ditterent from the total income picture for the above and below groups. This illus-
trates some of the complexity of South Africa’s income dynamics. However, despite these differ-
ences, wages have a more dominant influence on South Africa’s inequality (79,44% in the TES
and 82,25% in the PSLSD) in this

wage income and, by direct implication, the labour market is very clear across all cuts of South

group than in any of the other cuts. Thus, the importance of

African households.

A closer look at inequality, poverty and the labour market

The overriding message of the previous section was the dominance of wage income in driving
houschold inequality in South Africa. The decomposition analysis also robustly suggested that
the role of wage income is significantly influenced both by the fact that many houscholds have
no access 1o it and by the fact that wage income is very unequally distributed across those house-
holds that do have access to it. When similar results were presented in the past (Leibbrandt,
Woolard & Woolard 1996; Bhorat, Leibbrandt & Woolard 1995), such a picture was taken to
imply empirical support for an insider—outsider model of the labour market in South Africa.
While these empirics certainly do not preclude this possibility, such an implication is premature.
As stated in the introduction, this chapter focuses on inequality at the houschold level. In con-
trast, individuals are usually the tocus of attention in labour market studies. There is, therefore,
an aggregation problem and an uneasy relationship between this inequality analysis and any
labour market analysis. The non-wage-carning houscholds are particularly problematic, as such
households do not constitute a tight labour market category. For example, a houschold with two
pensioners would be a non-wage-earning houschold. A household containing a mother taking
care of her children would also be a non-wage-carning houschold. Neither of these households
contain any labour market participants and they theretore do not imply anything about the oper-

ation of the labour market.

This mapping between individuals in the labour market and houschold-level poverty and
inequality outcomes has proved to be problematic in all international studies, including this
one.'” In this concluding section, we present a tighter exploration of the labour market implica-
tions of the earlier decomposition work by focusing directly on the unemployed and their attach-

ments to different houscholds in the society. ‘Table 1.7 seeks to highlight the differences between
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households when classified by the number of unemployed members resident in the household.
The expanded definition of unemployment is utilised here, while figures based on the narrow
definition are included in the Appendix.

From Table 1.7 it can be scen that over two-thirds of houscholds (72%) have no unemployed
members. This figure falls to 64% among African houscholds. Amongst houscholds with unem-
ployed members, most contain only one unemployed person. Nevertheless, a signiticant number
of houscholds (approximately 800 000) contain two or more unemployed persons. Urban
houscholds are more likely to have no unemployed members, despite higher participation rates
in urban arcas.

The demographic section of the table (sections A and B) is striking. Houscholds where no-
one is unemployed are typically smaller and the members are significantly older. This has been
explained (Klasen & Woolard 1998) by the fact that the young unemployed generally remain with
their parents or attach themselves to the houscholds of other relatives. Once employment is
found, they are able to form separate (and thus smaller) houscholds. Not surprisingly, house-
holds with no unemploved persons are slightly better educated.

It can be seen trom the next section of the table (section C) that more than half of the
unemployed are in houscholds with two or more unemploved persons. The situation of these
houscholds is (lmrl) |)(n'Livu|ar[) grim w hen one considers the average emplo_vmcnt (or, con-
versely, unemplovment) rates in houscholds with two or more unemploved persons. While 47%
of labour force participants in houscholds with one unemployed member are formally employed
or own-account workers, this figure falls to 27% in houscholds with two unemployed members,
and to a dismal 17% in houscholds with three or more unemployed.

The average houschold unemployment rate controls for houschold size, or, more specifically,
for the number of labour market participants in houscholds. It is therefore a tighter measure of
the severity of unemployment at the houscehold level. This row in the table shows that such
average unemplovment rates arc higher than the more conventional unemployment rates that are
discussed above. Using these average houschold rates as a guide, over halt of the labour market
participants are unemploved in all houscholds with any unemployed members.

Not surprisingly, income levels fall as the number ()fllm'lnl)l()yul in the houschold increases.
Incomes in houscholds with no unemployed are almost twice those in households with one
unemploved person, betore taking account of the fact that houscholds with unemployed mem-
bers are significantly larger. If one compares the Theil-T contributions (section D of "lable 1.7)
to inequality to the population shares (shown in the first line of Table 1.7), we can see that
households where no-one is unemployed are the major contributors to inequality. Thus, most of
the houschold-level inequality in South Africa is driven by income dynamics within households
with no unemployed members. Thus labour market carnings — rather than unemployment —

need to be highlighted when looking at the labour market factors driving houschold income
L= L= < L=
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TABLE 1.7

Expanded definition of unemploymenr“

Household type 0 1 2 B Total  Column shares
A General
AL 8 190 59 30 8580199 100,0
Alrican 610 B8 17 44 5950904 676
Epurcl 734 186 571 13 47530 8,5
Asian 81,6 148 27 0.8 245 6061 28
White : 94,7 18 04 0 1857897 L
Rural o 681 208 72 39 3483220
" Urban i i 42 180 50 28 331872 o
B Other demographics
_A\cragc age 31,8 26,3 27.1 27.8 : 30.4
Neragesie 3.8 5.1 6.4 8,1 13 -
_:\\'cmgc number ()I':'hildn‘n under 15 o 1.3 t9 22 2.3 - 1.3
Average number of adults 15 3] 42 D _).; 2.8 -
Mverage number of labour m.n‘k_cx participants 13 1.9 27 4.3 1.6 : o
T(‘I'@d(llﬁl vears ot education - 7.4 . 0.0 : _3.() S.(T 6,7
C Labour market
% of total unemployment 0 434 28,0 85 ll)TJ
% of total scl!'-vmju'\ ment 78.1 14,7 alls 4.6 2,66 100 3
Y ol":)ml formal emplovment 78,2 15,6 - 4,0 K] ll)?)
Average hauschold u;uuplol\'nwm fate 0 _63.6_ —8(),‘) 85.7 24_.7— -
Average unemployment rate N f 53,1 ) 734 83,0 Zh’Th
Average self-emplovment rate 14,5 6,5 4.4 27 o _l(l.i )
Average formal employment rateé 85,3 _4(),6 23 : 14,4 61.0 -
D Poverty and inequality
Average houschold income per annum : 42094 2288 17929 17970 35770
(standard deviation) (75493) (48283) (21675) (18559 (67 662)
Average houschold expenditure per annum 40564 22848 17209 18197 M58 .
(standard deviation) (73 687) (47611) (20968) (19 812) (66 073)
Theil-T (% contributions to overall incqua]il_\')' 799 11,5 : 19 0.9 94,1 -
Poverty shares:
IGree,) 519 28,0 12,2 7.9 100,0
FGT(P) 48,1 28,7 13,9 9.3 100,0
FGT(P,) 45,6 290 1541 10,3 100,0

* The figures sum to 94,1%. The remaining 5,9% is the *hetween group” inequality.
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inequality. However, this does not imply that unemployment is unimportant. Indeed, one of the
major reasons for this finding is that houscholds with unemployed members are uniformly
bunched in the low-income sections ot the household income distribution. This is confirmed by
the poverty decomposition analysis.

The incidence of poverty (measured by the Foster—Greer—Thorbecke P, measure, more
commonly known as the head-count index) clearly increases as the number of unemployed
houschold members grows. While 72% ot households have no unemployed members, they only
make up 52% ot the poor. Similarly, while only 3% of households have three or more unem-
ployed members, they account tor 8% of poor houscholds. In addition to being more likely to be
poor, poor houscholds are also more poor. We see from the FGT P, and P, measures (which can
be considered to measure the depth and severity of poverty, respectively) that households with
unemployed persons make up even higher proportions of poverty than when measured by the

head-count index.

Conclusion

The oblique references to the differences generated by using two different data sets, or indeed
even alternative inequality measures, do not detract trom a tew simple vet powertul observations
made here about income inequality in South Africa. Firstly, income inequality between different
races, altlmugh smaller than the within-race contribution, is amongst the highest in the world —
if not the highest. Sccondly, the largest within-race contributor to incquality is amongst African
houscholds. Greater inequality exists amongst African houscholds than any other race group.
Thirdly, it is evident that the most important determinant of the Gini coefticient in South Africa
is wage income, while self-employment income appears as a highly relavant inequality measure
as well. Finally, the material presented in this chapter reinforces the fact that the labour market
is central to our understanding of poverty in the society: Spcciﬁcall , most houschold-level ine-
quality is driven by income dynamics within houscholds with no unemployed members, because
houscholds with unemploved members tend to be crowded below the poverty line at the lower

end of the household income distribution.

Notes

1. The Gini cocthicient always has a value between zero and one. The bigger the number, the more

inequality exists.

(%)

. Note that because of variability in the date of data collection and differing methodologies, these fig-
ures should be taken as indicative only.

3. As the average houschold size is larger for the lower deciles, the inequality is worse than it would have

been if no attention had been given to houschold size. However, in our calculations household

incomes were ranked according to adult equivalent incomes rather than per capita incomes. These
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10.

13.

15.
16.

adult equivalents give explicit cognisance to the fact that children require less income than adults and
that there are certain economies of scale associated with larger houscholds. Following May (1995),

we used an adult equivalence scale here and later in the chaptcr, of the lorm:

where E = number of adult equivalents, A = number of adults, and K = number of children.

. These figures are questioned by the Centre for Development and Enterprise (1995) who suggest that

the distribution among black houscholds is ‘more equal’ than Whitetord and McGrath suggest. CDE

Rescarch No. I, September 1995: ‘Post-Apartheid Population & Income Trends: A New Analysis’.

. See Deaton (1997) and Cowell (1995) for recent reviews of this literature.

o l)ring out such points requires that we spcn(l a lot of time unpacking the details of the various

techniques. We have done this in the chapter partly in the hope that access to such information will

be valuable to South African readers.

. While the questionnaire asked for considerable detail about these activities, Statistics South Africa

(SSA) failed to place a value on them.

. Sce Fields (1980) for a review:

9

A generally decomposable or aggregative index is delined as one where the overall inequality level can be
expressed as some general function of the subgroup means, population sizes and inequality measures.
The most uselul type of decomposability is additive decomposabilit: A measure is additively decompos-
able if'it can be tidily expressed as the sum of a *between-group® term and a *within-group’ term. The
between-group component is the value of the measure were every member assigned the group mean
(i.c. there is assumed to be no inequality within the group). Similarly. the within-group component is
the value of the inequality measure when all the between-group incqualities are suppressed.

Sce MceGrath and Whitetord (1994) and Moll (1998).

. The literature starts with Shorrocks (1983) and is most recently extended by Lerman and Yitzhaki

(1994).

. Ry is a lorm of rank correlation coefficient, as it measures the extent to which the relationship

between Y, and the cumulative rank distribution of total income coincides with the relationship
between Y, and its own cumulative rank distribution.

It should be noted that the overall Gini cocetticient in the table is 0,60 as opposed to the 0,65 of
McGrath and Whiteford (1994) from the same data. McGrath and Whiteford reseighted the sample
to coincide with 1991 census |)()|)u|.1li()n shares, thereby giving more \\'(*ight to white incomes and
accentuating inequality. In our calculations, we used the survey enumeration \\cights and used a
slightly refined data set taking account of the errors in the social pensions data discovered by Picter

le Roux (University of the Western Cape).

. For case of expression, we will refer to those above the poverty line as the above group and those

below the poverty line as the below group.
See Bhorat (1995) for the historical details of racial biases in pension allocations.
The one clear contribution made by this analysis of state transfers is to illustrate how careful we have

to be in adding interpretation to the empirics of the income decomposition analysis.

. The turore over the poverty impacts of a minimum wage in the United States is a goo(l example. See

Card and Krueger (1994) versus Neumark and Washer (1997).



MEASURING POVERTY
IN SOUTH AFRICA

INGRID WOOLARD
MURRAY LEIBBRANDT'

The debate about the meaning ol poverty continues. In spite of this, certain basic steps in the
analysis of poverty have become quite standard (Hentschel & Lanjouw 1996:1). Firstly, house-
holds or individuals are ranked on the basis of a weltare indicator — usually income or consump-
tion expenditures. Secondly, a poverty line is selected which separates the poor trom the
non-poor. Finally the poor, identified in this way, are examined more closely through the con-
struction of a poverty profile.

The first two sections of this chapter deal with, in Sen’s (1976:219) terminology, the ‘iden-
tification problem’ of distinguishing which individuals are poor. The third section deals with the
‘aggregation problem” of constructing an index of poverty using the available information on the
poor. While most of the more recent theoretical literature is concerned with the aggregation
problem (Foster & Shorrocks 1988:173), the issue of identitication has great bearing on applied
work and needs to be caretully examined.

Therefore, we begin by focusing on the critical issue of how to identily ‘the poor’. We review
the main methods that have been proposed for the derivation of a poverty line and touch on a
range ol issues which arise in practice. These include: the choice of recipient unit, the welfare
concept used and the difficulties associated with comparisons across households that ditter in

size and age structure.
<

|dentifying the poor

Chambers (1988) distinguishes five dimensions of poverty:
‘poverty proper’, being a lack ol adequate income or assets to generate income;
physical weakness due to undernutrition, sickness or disability;

physical or social isolation due to peripheral location, lack of access to goods and services,

ignorance or illiteracy;

4]
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vulnerability to crisis and the risk of becoming even poorer; and

powerlessness within existing social, economic, political and cultural structures.

It must be stressed at the outset that this chapter is concerned only with ‘poverty proper’. While
money-metric poverty measures probably provide the best single ‘objective’ proxy for poverty
status, there are other imp()rtant ways of assessing poverty. The poor are not concerned exclu-
sively with adequate incomes and consumption. Achieving other goals, such as security, inde-
pendence and societal participation, may be just as important as having the means to purchase

basic g()()(ls and services.

Measuring ‘wellbeing’

Most empirical work on the distribution of wellare is done using either expenditure or income
data recorded in household surveys (Glewwe 1988:3). This is intuitively appealing and it is not
necessary to review here the theoretical framework that allows us to make the link between the
distribution ol income/expenditure and the distribution of welfare.

The concept of ‘standard of living’ can be cither weltarist or non-welfarist. The welfarist
approach typically emphasises expenditure on all goods and services consumed, including con-
sum])ti()n ot home |)r()(lu<"ti()n valued at apl)ro])riatc ])riccs. B_\-‘ contrast, a common non-
welfarist approach emphasises specific commodity forms of deprivation (Ravallion 1992:7),
usually inadequate food consumption.

Either way, a person’s standard ol living is gcncra“_y taken to (le])en(l ()nl_\ on the consump-
tion of market goods. While the limitations of this approach are well documented (Deaton &
Muellbauer 1980:223), the problems involved in valuing access to public goods are enormous.
Itis thus to a large extent for pragmatic reasons that current consumption or current income is

used as the indicator of \\'clll)cing.

Consumption as a measure of poverty

This work conforms to the international norm of using material wellbeing or ‘standard of living’
as the welfare indicator (Hentschel & Lanjouw 1996:1). The lead of the World Bank is followed
in defining poverty as ‘the inability to attain a minimal standard of living’ measured in terms of
basic consumption needs (World Bank 1990).

To measure material welfare, it is necessary to measure what and how much individuals
consume (Deaton & Case 1988:1). This chapter follows the conventional approach of ignoring
the consumption of public goods and the value of leisure time (Ravallion 1992:7). Thus a per-
son’s standard of living is taken to depend on the current consumption of privately supplied
goods, goods (e.g. crops) from own production and the imputed rents from owner-occupied

g
h()using.
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Empirical work on the distribution of welfare is sometimes done using income data
(Glewwe 1988:3). There are several conceptual and pragmatic reasons for preferring private con-
sumption expenditure over income as a measure of wellbeing. The most important of these
reasons is that expenditure is usually more reliably reported and more stable than income, espe-

cially among the poor (Ravallion 1992:13).

Alternative measures of poverty
The choice of private consumption expenditure (PCE) per adult equivalent as an appropriate
welfare measure has a strong theoretical basis as well as intuitive appeal. The question arises
whether other popular poverty definitions would select the same individuals as poor. As we do
not vet wish to turn to the issue of the equivalence scale, we use per capita PCE as our referent.
The following poverty definitions were tested:

per capita consumption;

household consumption;

per capita income;

per capita food expenditure;

per capita caloric intake;

budget share of food expenditure (food ratio); and

average educational level of adult houschold members.

We compare the characteristics of the poor selected under cach definition. In order to make the
comparisons meaningful, we define 40% ol households as poor using cach definition.

Tables 2.1 and 2.2 show the results. It is immediately apparent that the face of poverty is
radically altered when we use per capita caloric intake as the poy erty definition. On the basis of

caloric intake, poverty amongst the coloured population appears to be a more severe problem

than amongst Africans — clearly an absurd result. In gcnur.n], however, the seven definitions of

poverty give broadly consistent results.

Tables 2.3 and 2.4 show the correlation between poverty as defined by per capita consump-
tion and the alternative definitions of poverty suggested above. The first two columns give the
total number of households who are classified by both definitions as poor and non-poor, respec-
tively. (Thus, if the two definitions were pertectly correlated these numbers would be 40% and
60%, respectively.) The tables indicate that some definitions of poverty are much more strongly
correlated with per capita PCE than others. The poorest measures are adult school attainment
and caloric intake. As shown in later chapters of this book, school attainment of less-than-

completed sv('ondar)' education is a poor predictor of finding employment and thus correlates

poorly with standard of living. The ditficulties associated with caloric intake as a measure of

\\'c'lll)cing are discussed below.
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Information sources

I the government is to address poverty and
inequality, it requires reliable dataon the extent and
nature of the problem. The new government faces
the problem that the previous regime had little
interest in collecting information of this nature.
Between 1970 and 1994, official statistics excluded
the so-called “independent states” ol ‘Transkei,
Bophutatswana, Venda and Ciskei, thus automati-
cally excluding a large proportion of the poor from
official statistics.

In 1993, Statistics South Alrica (SSA) ran the
tirst October Houschold Survey and has continued to
do so annually although only the 1994 and 1995
survevs were available for use in this study. The sur-
vey collects a variety ol houschold  information,
such as housing types and access to services, as well
as person-level data about, tor example, education,
health and work status. A substantial part of past
questionnaires has been dedicated to collecting
information needed for labour statistics. Birth and
death data are also vecorded for demographic pur-
poses. Unlortunately, it was only in 1995 that the
survey was accompanied by a detailed Income and
Expenditure Survey (IES), which collected intor-
mation about income from sources other than

emplovment and about expenditure. The 1993 and

1994 surveys are thus of little use in analysing
income poverty or incquality The analysis in this
chapter thus relies largely on the 1995 OHY/IES.

This chapter also makes use of the Project for
Statistics on Living Standards and Development
(PSLSD) survey conducted in 1993 by the South-
ern Africa Labour and Development Research Unit
(SALDRLU) at the University of Cape “Town with
technical assistance from the World Bank. This sur-
vey collected a wider range of indicators of standard
ofliving, including food intake and anthropometric
data for children under six.

Ismail Serageldin aptly describes poverty statis-
tics as “people with the tears wiped off* (quoted in
Moser  1996). While objective  measures  are
undoubtedlv useful, the textured data obtained
from exercises such as the South African Participa-
tory Poverty Assessment (SA-PPA), conducted in
1995 (May 1998), offer useful insights. Qualitative
data restores the reality that lies hidden behind the
rates and averages of poverty statistics. The SA-PPA
was undertaken at the request of the RDP office.
The purposc of the exercise was to provide a fuller
and more integrated understanding of poverty lrom
the perspective of those who are poor and to fill the

gaps that the PSESD could not readilv explain.

S

TABLE 2.1

ddonee of pov LT TN T R N e (10023 i b
Incidence of poverty amongst selected groups, lp poverty measure (1993 data)

% Africansin % Coloureds

Incidence of poverty

Incidence of  Incidence of amongst female-

Measure poverty in poverty  rural poverty urban poverty  headed houscholds
Per capita consumption 514 253 60.5 203 534

total houschold consumption Y : 21,1 St{Z TR 521 :
l’_cr capita income 51,6 o 19,2 59,5_ B 2_1,5_ R R 524 »
T'rzq;im food expenditure 49.6 35,2 36,3 244 R 199 R
Per capita caloric intake 42,5 STk R 424 3?,() TS -
Food ratio 50,9 K 3.8 22,0 59
Average adult education 499 27,8 36.5 TN 13.8

* Assuming that the poorest 40% of houscholds are poor.
" PSLSD 1993,
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TABLE 2.2

. a b
Incidence of poverty amongst selected groups, by poverty measure (1995 data) !

Incidence of poverty

Y% Africans in % Coloureds  Incidenceof  Incidence of amongst female-
Measure poverty in poverty  rural poverty urban poverty  headed households
Per capita consumption 53,6 35.8 60,6 24,1 52,2
Total household consumption 52,!_ : 36,0 39.2 - 25,2 52,2
Ter capita income 53,4 36,2 59,1 253 53,0
Per capita food expenditure 53,2 333 56,7 27,2 48,8
Food ratio 49,0 453 54,4 28,9 53,0
Average .1(|u|l_r(lum(i0n 50.8 46,6 59,3 952 44,0

o .‘\ssuming that the poorest 40% of houscholds are poor.
" IES & OHS, SSA 1995,

TABLE 2.3

Correlation of alternative definitions (_)/‘pm'crlv with the per capita consumption definition (1993 data )¢

Percentage of population ‘correctly’ identified

Definition
Poor Non-poor Total
Houschold consumption 70.5 80,3 76,4
Per capita income o 77,0 o 84.7 - _81‘() R
mm food vxp(;\(lilurc . 85.-8_ : 90,5 o 88.6 -
Per capita Gloriciniake o N 623 - 748 69.8
“Food ratio 658 712 e
T\dult school attainment 00,5 Y 68,4
TPSESD 1993
TABLE 2.4

Correlation of ahernative definitions of poverty with the per capita consumption definition (1995 data)"

Percentage of population “correctly” identified

Definition Poor Non-poor Tota!
Houschold consumption 75.8 83.8 80.6
Per capita income - : ‘)UTS 93.8 92,6 -
ma food expenditure - 793 86,2 83,4
ool atio 69,0 793 752
Aulschaobatigihmont 64.8 76.5 - 718

" IES & OIS, SSA 1995,
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Deriving a poverty line

Modern interest in poverty can be traced to the concern of social observers such as Booth and
Rowntree in Britain during the late 19th century. From those times, social policy analysts have
found it usetul to focus debate through reference to a minimum desirable level of income, or a
poverty line (Johnson 1996:110).

A poverty line divides the population into two groups on the basis of some measure: below
the line, a household/individual is considered to be poor, and above the line it is considered non-
poor. Clearly, poverty lines are extremely usetul tor descriptions of poverty. By defining a line that
is rcgardc(l as some kind of minimum living level, we are able to ascertain the number of poor
|)C()|)le, as well as the (lcpth and sey erity of poverty.

However, the point at which we draw the line is always somewhat arbitrary and often highly
contentious. After all, it is ('lcarly rather crude to assume that a houschold carning R999 per
month is in poverty; while the household carning R1 000 is not. A poverty line will always be an
impcrfect measure, but for purposes ot analysis we need to draw the line somewhere in order to

vo torward in understanding the nature of poverty.
< L= -

Many approaches to identifving the poor begin with the specification of a set of basic needs.
This can be termed the “direct approach’ (Callan & Nolan 1991:244). [t one specifies minimum
levels tor certain consumption items (cg. food, ('l()tlling housing). then an individual who does
not meet these minimum levels for each commodity is clearly poor. The ditticulty that arises is
that a person may be, for c‘.\amplc\ ‘tood-poor’ but not ‘energv-poor’, making this a cumber-

some measurement to use in ])]'Zl(‘ti('C.

An alternative to the direct approach is to work out the cost of a minimum basket of goods
and use the required expenditure level as the poverty line. This is what Sen (1976:219) terms
the ‘income approach’. A variant on this approach is to build in a tactor tor waste and incfficient
expenditure — for example, if it costs Ry to purchase the minimum set of commodities, the
poverty line could be set at Re(1 + ) where y represents the proportion in excess of the strict
minimum cost budget.

The conceptual distinction between the direct and income approaches is significant. While
the direct approach identities those individuals or households who fail to meet some minimum
standard of living, the latter approach identities those that are unable to do so. Out of respect for

individual choice and in accordance with convention, we rely on the ‘income approach’.

Absolute versus relative poverty lines
The literature distinguishes between absolute and relative poverty lines. An absolute poverty line is
not meant to change with the standard of living in society. People are defined as poor when they

lack the command over resources to meet some absolute needs. A relative poverty line, on the
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other hand, will move with standards ofliving (as represented by, say, median income): the poor
are then taken to be those persons that are sulfering relative deprivation.

The question of whether poverty should be scen as a state of absolute or relative deprivation
has dominated the literature on the construction of a poverty line (Ravallion 1995:24). The
distinction is important because it affects the way we perceive pm‘erty-rcduction policies. For
c,\'aml)lc, cconomic gr()\\'th will gcnoral]_\f result in a reduction in the number of people in abso-
lute poverty, but only a change in the distribution of income will reduce the number of people
in relative poverty. As we are only looking at a single survey, these dynamic cffects are not relevant

to our work. However, we will derive and use an absolute poverty line.

Deriving an absolute poverty line

It is undeniable that there exist levels of consumption of food, clothing and shelter below which
survival is threatened (Ravallion 1992:25). But in most societies the notion of what constitutes
the ‘minimum’ living level is quite a bit higher than what is essential 10 survival. Alter all, as
Beckerman (1984:6) has observed, it does not really make sense to define poverty at some
minimum level when people continue to survive below it.

The most common approach in defining an absolute poverty line is to estimate the cost of a
bundle of goods deemed to assure that *basic needs™ (as determined by the analyst) are met. In
developing countries, where food expenditure will make up a large part ol the basic needs bun-
dle, a poverty line based on the amount of money needed to buy enough tood to obtain the
minimum intake ol kilojoules and a modest allowance tor non-tood goods is often advocated.

Choosing the food energy requirement s, however, fraught with difficulties. Firstly, the
number of kilojoules required is highly variable from one person to another, since people have
different metabolisms and activity levels. Secondly, the houschold's consumption behaviour is
not taken into account. The minimum cost lor attaining the necessary energy intake may be less
than the expenditure level at which a houschold normally attains that kilojoule intake. People do
not simply consume food in order to stay alive. They have preferences for particular types of
food: a dict of maize meal and beans mav provide all the necessary nutrients at very low cost,
but it may be loathsome to the individual.

There are also problems with determining the allowance for non-tood consumption. The
‘tood energy approach’ (Ravallion 1992:27) fixes a tood energy intake in kilojoules and then
finds the total consumption expenditure or income level at which a person typically attains that
feod energy intake. This has the appeal that it yields a poverty line which is consistent with local
tastes and prices.

A variation on this method is first to find the minimum cost of a minimum-kilojoule food
bundle and then divide this by the share of tood in total expenditure of some group ot house-

holds deemed likely to be poor. The immediate ditticulty with the method is that it requires a

4
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prejudgement of who is ‘poor’ in order to determine who is poor, thus making the exercise

S()l’nC\\'hat C'il'('lllil]'.

Relative poverty lines

The view that poverty has to been seen in the context of the standard of living of the society in
question enjoys wide popularity (Callan & Nolan 1991:252). This has led to the derivation of
poverty lines that are explicitly based on relative wellbeing. The rationale of this is that those
falling more than a certain distance below the average wellfare level in a particular society are
unlikely to be able to participate fully in the community.

The crudest definition of a relative poverty line is that income level which cuts off the poorest
p percentage of the population in the national income distribution. The choice of p will always
be somewhat arbitrary, but 40% is often chosen.” There are two objections to this method. First,
the method prejudges the extent of poverty — it is p per cent by definition. Second, it requires
us to accept the fact that ‘the poor are always with us™. Even in the event ol a massive shift in
living standards, the proportion of people in poverty remains unchanged.

Another method is to deline poverty in relation to contemporary living standards. Tor exam-
ple, many studies for developed countries have used a poverty line that is set at a particular
percentage of mean or median consumption. ‘Tvpically, the poverty line is set at 50% of the
national mean income. Thus, while the poverty line shifts upwards as the general standard of
living rises, it is still possible to eliminate poverty (Atkinson 1977:189).

For South Africa, the per capita houschold income level which cuts off the poorest 40% of
households in 1993 was R228 per month. The percentage of individuals who fall below this
poverty line is 54,3%, however, because the poor have larger houscholds on average than the
NON-pPoOOK.

The estimated per capita income in South Africain 1993 was R472, so a relative poverty line
set at 50% of per capita income would be R236 per month, which is very close to the figure of

R228 obtained above.

Dual poverty lines

Ravallion (1992:34) advocates always considering at least two (and preferably multiple) poverty
lines. This has the appeal of testing the sensitivity of measures to small changes in the setting of
the poverty line. He further advocates the use of an absolute and a relative poverty line on the

same data sets.

Selecting a poverty line for South Africa
The two most widely used South African poverty lines arc the FHouschold Subsistence Level

(HSL) calculated by the Institute for Planning Rescarch (Potgieter 1993), and the Minimum
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Living Level (MLL), determined by the Bureau tor Market Research. Both organisations calcu-
late their poverty lines l)iannually for the major urban centres of South Africa and irregularly in

rural areas.

Table 2.5 shows several possible definitions of a poverty line, including lines based on both
absolute and relative poverty definitions. These lines yield results which show a range trom about
24 to 57% in the proportion of the population who are poor. We use the 1993 data tor this
comparison, as its inclusion of caloric consumption allows tor a greater variety of poverty lines

to be derived.

JABLE 2.5

. - 9 i 3 - N0 00 2 )4
Compuarison of selected poverty lines for South Africa (1993)

Percentage of individuals

Tvpe of poverty line Rands per month cut-off below the poverty line
I Population cut-olt at 40th percentile of households ranked by R301,70 per adult equivalent 528
adult equivalent expenditure
Z Population ('ulm \_l 30% of national per capita expenditure — R201,80 per capita 46,9 o
T Amount ol money required l; achieve a per ('apil—.\_c.nlm‘i( Rl_49,5(l ]w_r ("1|_)ila - _4(),4

intake of 8 500 L] per (IA}I’

4. Minimum and supplemental tiving levels per capita set by the
Burcau of Market Rescarch, University of South Africa*

Supplemental Living Level (SLL) R220,10 per capita 36,7
Minimum Living Level (MLL) R164.20 per capita 4.7
5. Per adult equivalent houschold subsistence level (HSE) set by R251,10 per adult equivalent 45,7

The Institute tor Development Planning Rescarch, University
: " | 8 )
ol Port Elizabeth’

6. International poverty line of USS1 (1983 prices) per capitaper - R103,00 per capita 23,6
dav*

*PSISD 1993,
* Derived through regression analysis, using the Food Energy Intake Method (Ravallion 1998), which relates food ex-
senditure per adult equivalent (X) and energy intake per adult equivalent (C) by means of a function of the form
] | | &) | q )
hX=u+bC+ 1t
¢ For the minimwn and supplemental living level, the values given are based on a family of five, converted to an adult
Pl g g ?
equivalence seale.
" The HSL is calculated separately for various combinations of geographical location and household composition. The
line used here is the average for the metropolitan centres where the minimum level of welfare required by a tamily
8 | | A A
of two adults and three children was set at R825,10 per month in September 1993,
¢ Deaton (1997:157).

The wide divergence of the poverty lines suggestcd above is the rationale for employing a
‘poverty critical range’ in place of a single poverty line. In the rest of our analysis we select a wide

poverty critical range in order to establish whether our poverty l'ankings are robust.
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Adjusting for household size and structure

Households differ in size and demographic make-up. Consequently, a straightforward compari-
son of houschold consumption may be deceptive. It is thus common practice to use some torm
of normalisation. The simplest normalisation is simply to divide houschold consumption by
houschold size and then to compare houscholds on the basis of houschold per capita consump-
tion. More complex forms of normalisation, in which houschold consumption is converted to
consumption per ‘equivalent adult males', have become fashionable. A houschold of given size
and demographic composition is taken to have the equivalent needs of a given number of adult

males.

There exists a vast literature regarding the aggregation of individual living standards into
houscehold living standards (Sen 1987; Nelson 1993; Lanjouw & Ravallion 1995). Two broad
issues arise in this literature, First, there is the issue of household size. Larger houscholds require
more expenditures than smaller houscholds in order to achieve the same level of consumption.
Clearly, this is not a lincar relationship, as largcr houscholds may benefit from economies ol scale
in consumption of houschold public goods. The second class of issues relates to houschold com-
position. A three-adult houschold is unlikely to have equivalent consumption requirements 1o a
houschold with one adult and two voung children. A houschold has to be aggregated into a
number of adult equivalents. In sum, then, in order to account for differences in houschold size
and composition, total houschold consumption has to be divided by the number of adult equiv-

alents and adjusted to take into account economies of scale (Deaton & Muellbauer 1980),

Children impose tinancial costs on the houscholds in which thev reside, but it is gcncr.lll_\
agreed that the cost of a child is smaller than the cost of an additional adult. One standard and
widely used procedure is to define children as a fraction of an adult according to nutritional
needs. Based on the caloric requirements set down l)}‘ the World Health Organisation (e.g. a
child aged 7-8 requires 64% of the calories required by an adult male), it is possible to caleulate
the number of equivalent males in the houschold. The difticulty with this approach is that chil-
dren (and adults) consume non-food items as well, and there is no good reason to believe that
non-food ex])cn(liturc is in proportion to caloric needs. Furthermore, the cmpirim] evidence
suggests that even individuals who have the means to purchase ‘sufficient’ calories do not neces-

sarily do so, making the link between nutrition and welfare very tenuous.

Engel’s procedure is the best-known method of measuring child costs and economies of
scale. l'.-‘.ngel observed that amongst houscholds of similar size and composition the budget share
devoted to food declined as total consumption increased. Secondly, for houscholds with the same
total expenditure, he observed that the larger the houschold the larger the budget share devoted
to tood. Finally, he argued that houscholds with the same budget share have the same level of

weltare, regardless of the demographic make-up of the houschold.
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We used the Working (1943)—Leser (1963) torm of the Engel curve to estimate equivalence
scales for African houscholds. A demand model was constructed in which the budget share
devoted to food consumption (the food ratio) was regressed on the log of per capita expenditure
and the mimbers of persons in various demographic categories living in the houschold. It we
aceept that the food ratio is a valid indicator of welfare, then by fixing the referent welfare level
(and hence the food ratio), the regression equation tells us by how much total consumption must
ditfer in order that a houschold be e xactlycompensated for its different composition relative to
another houschold.

The prime objection to the use of this technique is that it assumes that the food share is a
valid indicator of wellbeing. Ravallion points out that, at the very least, food share is a ‘noisy’
indicator because the relationship between food share and consumption differs across house-
holds since their tastes will differ (Ravallion 1992:21). A further problem is that the income
elasticity of demand for [ood can be close to | for poor houscholds, making the tood ratio an
unreliable indicator.

We thenfitted an equivalence scale of the torm (A + oK) to the data using (\\'cightc(l) non-

lincar least squares. When the food ratio is fixed at 50%, we obtain estimates of orand 6 ot 0,997

and 0,68, respectivel. When the food ratio is fixed at 40%, we obtain estimates of o and 8 of

0,812 and 0,62, respectiy (-I).

Nicholson (1976) argues that Ingel's procedure overstates the cost of children. He reasons
as follows. Assume that a couple have a child, who brings with her an endowment that exactly
compensates the houscehold tor the costs associated with the child. By assumption, the parents
are as well-oft as before and are able to continue to consume in the same pattern as before.
However, the consumption patterns of the child are likely to difter: specitically, we expect that a
higher percentage ot the child’s total consumption will be on food. Consequently, the food share
of the houschold as a whole has increased, despite pertect compensation. Therefore, had the
houschold been compensated according to the Lngel procedure, they would have been given
sufficient money to drive the food share down to the level it was at before the birth of the child.
Thus, the houschold would be overcompensated.

In the past, South Africans have tollowed the lead of May et al. (1995) in choosing to set
o =0,5and 8 = 0,9. These values were suggested by Angus Deaton in a lecture given in South
Alrica in 1994, but were .\'impl_\' sugge sted as plausil)lv values for the purposces of explaining the
principle of the equivalence scale.

The only other source of implicit equivalence scales for South Africa can be found in the
mvth()(l()log\' of the Houschold Subsistence Level (Potgicter 1995). First, we note that the
amount of money needed to feed and clothe a 10-vear-old child is 0,68 that of providing for a
(male) adult. Then, by comparing the HSLs tor 5- and 6-person houscholds, where the addi-

tional person is assumed to be a child, we find that the implicit value of 6 is 0,72.
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Of course, if our poverty profile is insensitive to changes in the values of o and 6, then it is
unimportant where we fix the equivalence scale parameters. We tested the robustness of the
poverty profile to a variety of values ot o and 6, namely a0 = 0,5, 0,75 and I and 8 = 0,6, 0,75

and 0,9. We kept the share of individuals in poverty fixed at 40%.

TABLE 2.6
Incidence (yr poverty among selected Jroups, using a variety of equivalence scales”

5 —= - — ———
a=05 06=006 51,1 29.8 58,4 246 413 R3S 089  RI4.1 bn
;1 =05 0=075 1.1 29,6 S84 243 g3 40,0 45.7 R4 069 Rid4,2 bn
@=05 0=09 510 298 582 M5 5.0 389 459  R323E  RidAbn
a=07> 0=06 51.0 29,9 38,5 244 5.9 40,1 10.6 R4740  RI4,1 bn
0=075 0=075 L1 295 586 M2 507 3835 410 K379 RIA.1bn
.(1 =075 6=09 51.0 295 58,5 241 32,6 37.3 47,4 R2911 RIAS bn
a=16 06=06 51,0 29,6 38.7 24,1 53,1 39,1 4.3 RIA71 RI42 bn
o=1 0 =10.75 SI_,U 295 38,7 240 329 37,6 48,0 R3 435 Rl4:¥_|>11_
o= 8=09 51,0 29,5 38,6 239 52,9 36,1 48,6

The resultsin Table 2.6 are encouraging, for they show that the poverty profile changes very
little even when we make large adjustments to the scale parameters. The poverty rate amongst

Atricans, coloureds and rural and urban dwellers remains astonishingly unchanged.

When we consider particular age categories, the impact of the parameters is more noticea-
ble. By definition, the higher the value of a, the more children are in poverty. Nevertheless, the
(thangcs are not dramatic, with the percentage of poor children varying from 45,5 to 48,6%. The
flip side of this is that the more heavily we weight children, the tewer clderly are in poverty. The

incidence of poverty amongst the elderly varies slightly more, with between 36,1 and 41,3% of
the elderly being defined as poor. In addition, the greater the cconomies of scale, the more
elderly are in poverty (because the elderly tend to live in smaller households), while the reverse
is true for children.

This does not mean, however, that the same households are identified as poor using different
assumptions about child costs and economies of scale. If we take the May scales of o0 = 0,5 and
8 = 0,9 as our reference points, Table 2.7 shows the percentage of houscholds that are ‘cor-

rectly’ identified as poor when using the other scales.
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TABLE 2.7
Percentage (‘)fpoor households “correctly’ idcmjﬁed as poor,

taking oo = 0,5 and © = 0,9 as the reference scale"

% of households identified as poor

Equivalence scale under both scales
x=05 0=06 96,1
x=05 0=075 98,2
«=075 8=06 95,6
=075 8=075 97,1
=075 0=09 959

o= 8=06 94,9
=1 0=075 95,1
a=1 9=09 Y

Itis evident that the choice of equivalence scale makes a small difference to the identification
ol poor houscholds. From a p()licy perspective, however, the robustness of the poverty proﬁlv is
more important, since government is more likely to identify vulnerable groups than specitic
houscholds. We also need to consider whether the choice of equivalence scale will alter the

picture we paint of incquality, and this is undertaken in ‘lable 2.8.

TABLE 2.8

Measures of inequality usiny different equivalence scales”
- < [3 .

Gini coefficient Contribution of Contribution of
(household between-group between-group
Equivalence scale income) Theil-T inequality (%) Theil-L inequality (%)
=05 6=06 0.60 0,75 36,7 0,68 T
w=035 =075 061 0T 37.5 0,70 35,9
®=05 0=09 0,62 0,80 37.9 074 60
@=075 0=06 0,61 I R 0,69 T
w=075 8=075 062 0.78 T 0,72 391
=075 =09 06 0,81 38,2 0.76 360
=1  B=06 0,61 076 37,5 0,70 35.9
a=1  B=075 0,62 0,79 38,2 0.73 62
a=1 0=09 0,63 0,83 384 078 359

" IES & OHS, SSA 1995,



Fighting Poverty — Labour Markets and Inequality in South Africa

5

We see that the Gini, the Theil-T and the Theil-1 all increase as & or 8 increases. In other
words, as o or 8 increases we ‘obscrve’ more inequality. The reason for this is not hard to see.
When child costs are low or there are substantial economies of scale, we ‘compress’ the income
distribution by weighting large houscholds less heavily. Consequently, our measures of inequality
will be smaller.

Clearly; we need to select an equivalence scale for consequent empirical work here. THappily,
we see that, within a reasonable range, our choice will not have a significant distorting influence
on the results. Because the scales of May et al. (1995) are widely accepted in South Africa, we
choose to follow their example of setting the child cost ratio at 0,5 and the economies of scale
parameter at 0,9. The small contribution that we have made is to justify such a choice of param-

cters ])rior to use.

Limitations of the approach

Temporary and chronic poverty

7 -~
Poverty may be chronic (long-term) or temporary (short-term). Chronic poverty is usually the
more difticult to address, and is often associated with persistent intergenerational poverty: Tem-
porary poverty may result from a one-time decline in li\'ing standards (c.g. Ibll()\\'ing the loss of
ajob), from which a houschold gradually emerges. Or it may show itsell'in fluctuations in well-
being which result in frequent declines in living standards. For example, external shocks in the

g | g |
form ol policy changes or natural disasters may plunge a houschold into poverty. In contrast,
I ) g LAl LAY ] )

scasonal variations'in food security may result in some houscholds periodically falling in and out
of poverty, sometimes quite regularly, over time. Poverty indicators based on cross-sectional

houschold survev data cannot gcncrall)' differentiate between short- and l()ng-lvrm poverty:

Poverty and vulnerability

Although poverty and vulnerability are often related, they are not synonymous. Some groups may
be at risk of becoming poor because of inherent vulnerabilities (e.g. different types of discrimi-
nation based on class, gcnder or cthnicity, or factors such as (lisal)ilit)' or region of residence).
Certain combinations of vulnerability may be strongly correlated with poverty, such as female-
headed households or families living in deep rural areas. But not all members of a particular
vulnerable group are necessarily poor.

This is an important distinction. In short, poverty relates to deprivation, while vulnerability
is a function of external risks, shocks and stresses (Streeten 1994:17). However, creating meas-

ures that reflect \r'ulm'ral)i!ity is beyond the scope of the present study.
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Households as units of co-residence and consumption

The best source of information about living standards comes from household surveys. The first
problem that arises in analysing these surveys is: what do we mean when we speak of a ‘house-
hold’? For the purposes of surveys, houscholds are generally defined as a group of people living
under the same roof, cating together and sharing their resources.

That sounds simpler than it really is. People may move easily in and out of houscholds at
different times and under different circumstances. Moreover, the concept of a household pre-
supposes that resources, food and incomes are somehow shared amongst houschold members.
But we need to be aware that who lives with whom, who provides consumption needs and who
consumes what are all aspects which impact on the individual’s experience of poverty.

Since a houschold survey collects information principally at the household level, it cannot tell
us much about the inequalities in resource allocation within households. When we talk about
poor children, for example, we are talking about those children who are living in poor house-
holds. In reality, there may be many children who, although they live in non-poor households,
should be counted as poor because of the inequalities in intra-houschold allocations. To truly
assess individual wellbeing, we would require information on the specitic consumption of each
individual houschold member. R(*gl'c‘ttal)ly this information is rarely available (Haddad & Kan-
bur 1990).

South Africa’s history of influx control and migrant labour has meant that many houscholds
are relatively fluid units in terms of who actually lives with whom at any one time. It is not only
adult members who may come and go. Children may move, or be moved, between ditterent
familial houscholds, especially when there is financial or physical disruption. According to tind-
ings based on the PSLSD survey, in 1993 only one-third of African children were growing up
with both parents present in the houschold (Le Roux 1994).

While temporary migration may be a part of economic survival strategies, it has an eftect on
how houscholds are organised. In many instances, women become the de facto heads ot housce-
holds, responsible for most aspects of household maintenance. Another aspect ot fragmented
households is the living arrangements of migrant workers. Here too analysis is made more com-
plicated by the fact that migrants living together in hostels are not households constituted by
partmerships derived from choice.

These limitations of the data need to be borne in mind. While household surveys are one of
the most valuable instruments for telling us about income poverty and inequality, they cannot

provide all the answers.
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A profile of poverty in South Africa
In the preceding discussion, we recognised the many dimensions of poverty but then restricted
discussion to one dimension: private consumption c,\'pen(lilurc (PCE). We then selected an
appropriate equivalence scale with which to normalise PCE so as to take account of differences
in household size and demographic structure. We also discussed the issue of selecting a poverty
line. This choice has a bearing on consequent empirical results but is essentially arbitrary. We
therefore recommended that at least two, and preferably multiple, poverty lines always be con-
sidered. In this section, we emplov a poverty critical range in place of a single poverty line. This
reduces concern regarding the arbitrariness of the poverty line, since it requires that results hold
within a band of welfare levels. At the same time, descriptions of poverty become extremely
cumbersome within this framework. Consequently, we tabulate the poverty statistics at two pov-
erty lines as well as graphically presenting the statistics within a range of values. We have selected
as our two poverty lines the Houschold Subsistence Level and the “dollar a day’ international
poverty line. The tormer line is set at R3 509 per adult equivalent per annum, and the latter
(which can be thought of as an ‘ultra-poverty” line) is set at R2 200 per adult equivalent per
annum in 1995 |)rices.3

There is one more theoretical concern that we need to deal with before we profile poverty
in South Africa. The preceding discussion has focused on the identification of the poor. Having

identified the poor, we need to be clear about the issues involved in agg
&

regating all of the poor
into a national poverty statistic. It is important to focus not only on the number of poor house-
holds but also on the depth and severity of the poverty which they experience. Consequently, we
employ distribution-sensitive decomposable poverty measures, which reflect the depth ol poverty
through sensitivity to the income distribution among the poor.

The following four axioms (Sen 1976) torm the basis of what has become a widely accepted

consenstus conccrning tl](’, basic l'(‘(lllil'Cn]Cl]tS ()f a g()()(l l)()\’(‘l't'\' measure:

monotonicity: if the income of a poor individual falls (rises), the index must rise (fall);
transfer: if a poor individual transters income to someone less poor than herselt (whether
poor or non-poor), the index must rise;

population symmetry: it two or more identical populations are pooled, the index must not
change; and

proportion of poor: it the proportion of the population that is poor grows (diminishes), the

index must rise (fall).

The most commonly quoted measures of poverty are the head-count index and the poverty gap
index. The head-count index (H) is simply the proportion of the population that is poor. The
poverty gap index (PG) measures the average distance that a poor person is from the poverty line.

PG can be considered to reflect the depth of poverty amongst the poor.
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The head-count index, while popular, has some flaws. Watts (1968:325), for example, points
out that poverty should not be seen as a ‘discrete condition. One does not immediately acquire
or shed the afflictions we associate with the notion of poverty by crossing any particular income
line.’

The poverty gap index has a number of advantages over the head-count ratio. Because the
head-count ratio is discontinuous at the poverty line, it violates the principle of transters. It is
possible to increase social welfare by taking money from the very poor to lift some of the just-
poor out of poverty. The poverty gap index, on the other hand, is continuous and concave. Thus,
transfers from the poor to the just-poor in order that they become non-poor will increase PG.
PG nevertheless neglects inequality among the poor. These two measures are special cases of the
generic class of decomposable measures proposed by Foster, Greer and Thorbecke (1984). The
Foster—Greer=Thorbecke (IFGT) class of poverty measures can be expressed as follows:

o
i1 |02 F 2
Ry ==Yy I 2 for o 2 0

o n
2
where:
z s the poverty line;
y, s the standard of lis ing indicator (¢.g. PCL) of the ith household; and

’ ] s 4
0. is the ‘aversion to poy crly pammctcr.

The head-count index is obtained by setting o0 = 0, and the poverty gap by setting oo = 1. P, is
often calculated as a measure of the severity of poverty, and can be thought of as the sum of two
components: an amount due to the poverty gap, and an amount due to inequality amongst the

poor (Ravallion 1992:39). Thus, P, can be expressed as tollows:

. xd
H—-PG) ;
( ) cv?

B =
2
H 4
(contribution of (contribution ot incquality
the p()\f(-rty gap) amongst the |)<)or)

where C\’r2 denotes the squared coeflicient of variation of income among the poor. While this
breakdown goes part of the way towards explaining the meaning of P,, it remains difficult to
interpret. In any event, the magnitude of P, tells us very little when taken on its own. The value
of P, lies in allowing us to make comparisons over time or space or between difterent policy

opti()ns.

The FGT class of measures has several desirable properties. For example, both the poverty

gap and P, are strictly decreasing in the living standards of the poor (the lower your standard of
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living, the poorer you are deemed to be). P, has the further desirable property that the increase
in your measured poverty due to a fall in standard of living will be deemed greater the poorer
you are.

In this chapter, we consider Py, P, and P, in order to obtain measures of the incidence, the
depth and the severity of poverty. One of the most usetul properties of the FGT class of measures
is that total poverty can be decomposed into additive subgroup poverty shares. If we split the
population into m (mutually exclusive and exhaustive) subgroups containing n, individuals, then

we can (lCl'iVC intragr()up FGT measures SLl(.‘I] that:

m P on
— o
Pa — z

1=1 n

where:

Poverty critical range and partial poverty ordering

As discussed earlier, there is great uncertainty about the setting of an appropriate poverty line. It
is casy to construct a theoretical example of two distributions of PCE, A and B, for any poverty
measure P(z,h), in which P,(z,h) < Py(z,,h) atone poverty line 2y and P (z),h) > Py(z, h) at some
other reasonable poverty line z, (Cushing & Zheng 1996:5).> We regard the poverty levels in
these two distributions as non-comparable. If, however, the poverty ordering of two distributions
holds at every poverty line within a reasonable range, then there is less question over the order-
ing.

This consideration led to the development of partial poverty ordering, in contrast to conven-
tional complete ordering at one poverty line (Atkinson 1987; Foster & Shorrocks 1988). The
relationship between the partial poverty ordering of certain measures and stochastic dominance
was established. The poverty critical range that was used was cither the whole income range
[0, e2] or a narrower range [0, a| where 0 < a < eo. In practice, it is not necessary to specity
very wide poverty critical ranges, since the range of income levels that we would consider rea-
sonable for establishing a poverty line is limited.

If Z is the set of poverty lines, then P(z, h) becomes a curve that we refer to as a poverty value
curve. Partial poverty ordering is the ranking of different poverty value curves. If the poverty value
curve of income distribution A lies below that of B, then we say that A dominates B in poverty
level.

(Weak) poverty dominance: For two income distributions A and 8, we say that A has a lower

poverty level than B (i.e. A poverty dominates B), iff:

P,(z,h) 2 Py(z,h) forallze Z (N
and P,(z,h) > Py(z,h) for atleast one z (2)
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Thus, after specifying the poverty critical range Z, we simply have to determine whether condi-
tions (1) and (2) are satisfied. There are three possibilities:

The poverty measures of the two income distributions are identical for all z € Z.

One poverty curve dominates the other.

The poverty value curves cross, ie. the poverty measures of one income distribution are

greater than those of the other at some poverty lines but smaller at some other poverty lines.

In the first two cases, we have no doubt about the poverty ordering, while in the third case we
cannot draw any conclusions about the comparison unless we narrow the poverty critical range.

Ravallion and Sen (1996:776) point out that it we trace out two poverty value curves based
on the Py measure and one curve dominates the other, then this result automatically holds for
the poverty value curves associated with a broad range ol poverty measures. Thus, it we obtain
an unambiguous poverty ordering based on the head-count index, the result will be the same

when we map P, or P,.

Where are the poor?

The poverty value curves in Figure 2.1 show the great disparities between rural and urban areas.
We divide the urban sample into small towns, secondary cities and metropolitan areas in order
to show that there is also differentiation within urban settlement types. For a very wide range ot
poverty lines, the incidence, depth and severity of poverty are unambiguously highest in rural
areas, followed by small towns and secondary cities, and considerably lower in metropolitan
arcas. Since the results are unambiguous, we do not present the curves representing the P, and
P, FGT measures.

At a poverty line of R3 509 per adult equivalent per annum, the poverty rate in rural arcas
(i.c. the percentage of individuals classified as poor) is 63%, compared with 22% in urban arcas
taken together. If we consider those who expend halt this amount, we find that 27% ot rural
dwellers fall below this line, in contrast to only 7% of those in urban areas.

Table 2.9 summarises the results of the analysis at the two selected poverty lines. The poverty
share of rural areas (i.c. the percentage of poor individuals that live in rural areas) at the higher
poverty line is 73%. Moreover, the combination of a high poverty rate and deep poverty among
the poor in rural areas means that 75% of the total poverty gap is accounted tor by poverty in

rural households, although they only make up 49% of the population.

Poverty is distributed very unevenly among South Africa’s nine provinces. Figure 2.2 shows

the values of the head-count ratio over the poverty critical range. We find that the incidence of

poverty is highest in the Eastern Cape and Free State and lowest in Gauteng and the Western
Cape. Surprisingly, the poverty incidence curve for KwaZulu-Natal does not cross any other line,

and we are able to conclude that KsvaZulu-Natal has the third-lowest incidence of poverty.
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TABLE 2.9

Distribution of poor individuals by locational classification’

Poverty line = R2 200

per adult equivalent per annum

Poverty line = R3 509
per adult equivalent per annum

Population Poverty shares Poverty shares
shares - == -
Location (%) 2 12 B, P P, B P B B P P, P,
Rural 48,8 39,3 0,083 0002 779 80,1 81,5| 63 028 002]| 714 747 767
Small towns 20,9 16,8 0,028 0,035 | 147 133 12,5]325 0,03 015 181 166 155
Secondary cities 7,0 12,8 0,026 0,011 3,6 36 3,7 (24,1 0,10 0,06 3.9 3.8 3.7
Mctropolitan 239 5,0 0,007 0,011 3,8 30 2,3 (13,8 0.04 0,05 6,7 4,9 141
Al 100 100,0 100,0 1000 100,0 1000
" 1ES & OHS, SSA 1995.
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FIGURE 2.2
Incidence quoverty b}f province"
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Using the P, measure (sce Figure 2.3) we find that the depth of poverty is highest in the
Eastern Cape, North West and I'ree State and lowest in Gauteng, followed by the Western Cape,
KwaZulu-Natal and the Northern Cape.

Figure 2.4 shows that Mpumalanga is consistently poorer than the North West when poverty
is measured by the FGT P, index. This is easily explained by the fact that Mpumalanga has a
higher incidence of poverty at lower poverty lines; thus when we weight the poorest of the poor
more heavily, this part of the distribution dominates.

The poverty share analysis of Table 2.10 complements and extends the graphical analysis of
Figure 2.2, Figure 2.3 and Figure 2.4 by showing the provincial distribution of poverty at two
poverty lines and for all three FGT measures. In these share decompositions, any reversal in
poverty shares could be due to the change in poverty line or the change in poverty measure. With
regard to the former, it can be seen that the Western Cape and Gauteng increase their shares of

poverty with a move from the lower poverty line to the higher line. This reflects the fact that the
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FIGURE 2.5
Incidence of poverty by race”
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TABLE 2.11

Distribution qf poor individuals b) racial clus.\:iﬁanion

Poverty line = R2 200 Poverty line = R3 509
per adult equivalent per annum per adult equivalent per annum
Population Poverty shares Poverty shares

shares : = o —
Location (%) Py P, P, P, P, P, Py P P, Py P, P,
African 48,8 39,3 0,083 0002 77,9 80,1 81,5( 63,0 028 002 714 T4T 76,7
Coloured 20,9 168 0028 0035 147 133 12,5] 325 013 0,45 181 166 155
Asian 7,0 12,8 0,026 0,011 3,6 3,6 371 24,1 0,10 0,06 349 3.8 3,
White 239 510,007 0,011 3.8 3,0 23( 13,8 0,04 0,05 6.7 - 19 41
All 100,0 100,0 100,0 100,0 100,0  100,0  100,0
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In reality, there may be many women who, although they live in non-poor houscholds, should be
counted as poor because of the inequalities in intra-household allocations.

What emerges clearly from the South African household surveys, however, is that households
headed by women are more likely to be poor. For our purposes, we regard temale-headed house-
holds as those where either the de jure or de facto head of the household is a woman. (A household
where the head of household was specitied to be a woman is de jure female-headed, while a
houschold where the head of houschold is in practice female because the designated male head
is absent for most of the vear is de facto female-headed.)

About 65% of houscholds in the PSLSD survey were headed by resident males. In the
remaining 35%, the de jure or de facto head is female. The poverty rate at the higher poverty line
was 60% amongst lemale-headed houscholds, considerably higher than the rate of 319% in male-
headed households. There are at least four factors in play here: female-headed households are
more likely to be in the rural areas where poverty is concentrated; female-headed households

her; and the wage

tend to have fawver adults of working age; female unemployment rates are hi g

(Y
g8 =)

gap between male and female carnings persists,

Female-headed households tend to be more heavily reliant on remittance and state transfer
income (pensions and grants) than male-headed houscholds. The irrcgular and uncertain nature
of remittance income increases the vulnerability ol female-headed households. Average wage
income in these houscholds is about one-third of average wage income in male-headed house-
holds.

The South African Participatory Poverty Assessment (SA-PPA) (May 1998) highlighted the
amount of time women spend in unpaid labour. Women are often singly responsible for child
care, clmning the house, fl-tching and hmting water, w a.shing and ironing, sh()pping, u)llccting
fircwood, cooking and washing dishes. The many houschold activities that women are expected

to pertorm severely restrict the amount of time available for income-earning activities.

Poverty and education

Figure 2.6 shows the relationship between education and poverty. We map the incidence of
poverty amongst adults with differing educational attainments. It is clear that there is a very
strong correlation between educational attainment and standard of living. It is interesting to
note, however, that there is not a large difference in poverty rates between those individuals who
have no education and those who have less than seven years of (primary) education. These two
groups together are notably more prone to poverty. However, the poverty share analysis of
Table 2.12 shows that the *no education” group increases its share of poverty with a move from
P, to P,. The severity of poverty is therefore seen to be worse for this group. The incidence of
poverty amongst those with some tertiary education is largely accounted for by young adults who

are still studving and thus not yet reaping the financial rewards of their education.
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FIGURE 2.6

Incidence cf adult poverty b)' educational attainment’
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Priority ranking exercises in many of the communities which participated in the studies for
the SA-PPA consistently listed education as a priority area for improved access for the poor.
There were two dimensions to this: access to basic schooling {or children and skills training tor
adults in order to improve their access to opportunities for emplovment and income generation.
This illustrates that education is judged by the poor in terms of its relevance as well as by issues of
access and quality — and that relevance is seen primarily in terms of the likelihood of eventual
access to employment. The principal asset of the poor is labour time, and education increases

the productivity of this asset.
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TABLE 2.12
Distribution quoor adults (individuals aged 18+) by educational status

Poverty line = R2 200 Poverty line = R3 509
per adult equivalent per annum per adult equivalent per annum
Population Poverty shares Poverty shares
shares S

Location (%) B 1B P, P Pe B My B RY B PN B
No cducation 16,4 0443 0,156 0,0743 263 27,7 285/0,681 0312 0177 242 260 269
Primary 26,4 0,370 0,125 0,0575 355 358 35,6/0,605 0,263 0,145 347 354 356
ln(‘omplvlc svtnll(l.}r) 345 0,240 0,077 0,035 30,1 289 2840422 0,173 0,092 31,7 30,3 29,6
Completed wcomlar_\ 15,8 0,125 0,040 0,018 7.1 69  68(0234 0092 0,048 80 T4 7,1
fertiary 7,0 0.039 0,010 0,004 10 08 060087 0030 0014 13 LI 09
All 100.0 100.0 100,06 100,0 100,0 100,0 100,0

Poverty and health

Differences in health status are difticult to measure without a physical examination. Reliance on
a respondent’s own perception ol his or her health status often leads to biases, since better-
educated individuals are typically more concerned about their health status and will report being
sick even i’ 11\1\}' suffer from comparatively minor ailments. In contrast, health awarceness among
poorer groups is often lower and leads to a lower reported incidence of ill health, despite objec-
ti\'vl‘\ worse health indicators (Sen 1992).

This problem was encountered in the 1993 PSLSD survey, in which it was found that the
wealthier respondents reported a higher prevalence of ill health than the poor. Despite this, the
nature of the health problems listed gave some clues about the true state of health among the
poor (Klasen 1996). The health problems listed in “Table 2.13 are all related to poverty and
demonstrate the higher prevalence of diseases of poverty among lower income groups, including

tuberculosis, diarrhoca and fever. In addition, the much higher rates of mental disability among

the poor are an indication of poor mental health facilities, as well as the likely influence of

violence and trauma on manv poor l)c()plc (Klasen 1996).

TABLE 2.13

. dy 3 . 3 a, b
Proportion su/]cnn 4 from each illness (96)"

Hiness Ultra-poor Poor Non-poor All
Tubereulosis 4.4 42 2.1 29
Diarrhoca 11,5 8.2 4,6 6,0
Fever ' 10,0 8,5 5,9 6.9
Physical disability 5,2 45 L 36
Mental disability 8.3 6.5 25 40

“PSLSD 1993,
" The percentage of individuals reporting an illness in the two weeks

prior to survey, who complainv(l ofa pm‘licular symptom.
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The PSLSD survey included a physical examination of the heights and weights of a sub-
sample of children, which allows a more objective assessment of their health status. It shows that
poor children suffer from much higher rates of chronic undernutrition (i.e. stunting). As can be

seen from Figure 2.7, 38% of ultra-poor children below the age of five sutter from stunting.

FIGURE 2.7
Stunting rates for children under g

40

35
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Percentage share

Ultra-poor Poor Non-poor All

Poverty status

* Percentage of children under five whose height for age is below two standard deviations ol the reterence standard.

" Source: PSLSD 1993,

Employment and income among the poor

Not surprisingly, poverty and unemployment are closely linked. ‘Table 2,14 shows that the unem-
ployment rate among those from poor households is 52%, in comparison with an overall national
rate of 29%. In addition, labour force participation is lower in poor than non-poor houscholds.
More than half of the working-age poor are outside the labour market. As a result, the percentage
of working-age individuals from households below the poverty line who are actually working is
signiticantly lower than average. Only 29% of individuals aged 16-64 living in houscholds clas-

sified as poor are employed, compared with 48% from non-poor houscholds.
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TABLE 2.14

Unemployment, participation and sectoral employment by race, gender and location (%)*

Unemployment rates Ultra-poor Poor Non-poor All

(Broatl) unemployment rates by:

Race
o ."Tl'ri('an 59,4 5.7 24,5 _56,‘)
Coloured 46,1 36,7 1720 8
CAsian 67,5 12,8 137
White - 730 43 41
Gender o - N R - -
Female 659 39.1 353 W4
Male . . 56 40 12,9 04
Location : o - o
Rural 36.3 48.8 2.4 36,7
Urban 037 575 16,8 240
Total broad unemployment rate 38,7 51,5 18,4 293
fotal narrow unemplovment rate 34,9 3(); L0 B 16,4 :
Labour loree participation rate 434 45.8 6.6 3.3
Share of adults 16-64 working 17,7 219 48,3 379

C1ES & OIS, SSA 1995,

Figure 2.8 shows the dilferences between the sources of income for poor and non-poor
houscholds.” (The PSLSD data set is used for this comparison because this survey was more
successtul in capturing intormation about small-scale agriculturv and remittances.) It is clear
that the poor are far more dependent on remittances and state translers than are the non-poor.
What cannot immediately be seen from the graph is that poor households typically rely on mul-
tiple sources of income. This reduces risk, making the houschold less vulnerable should it expe-
rience a sudden loss of income from a particular source. Figure 2.8 again highlights the
importance of wage income. Poor houscholds are characterised by a lack of wage income, cither

as a result of unemployment or of low-paid jobs.

Poverty and access to services

Access to water, electricity and sanitation impact directly on quality of lite. Access to clean water
A to water, electricity and sanitat t directly lity of lite. A to ¢l t
and sanitation has the most obvious and direct consumption benelits by reducing mortality and
poor health and increrasingthe productive capacity of the poor. For example, the poor (especially
temales) must commit large shares of their income or time to obtaining water and firewood. This

time would be better used in child care or income-generating activities.
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FIGURE 2.8

Sources of income among poor and non-poor households”
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Itcan be seen from Table 2.15 that lack of access to basic services is closely related to poverty.

TABLE 2.15

| " . 1
Access to basic services'

Percentage of households with access

Ultra-poor households

Service Poor households Non-poor households
Electricity 25,9 32.6 76.5

“Toilet inside dwelling s 8.5 o 36

Piped :.\lcr in.\'i_t]c (mmg n 13,6 17,6 - 61,2 -

Poverty and access to transport

As a result of apartheid policies regarding the spatial segregation of the various racial groups, and
the lack of an adequate public transport system, transport has become a major constraint for the
poorer population. Consequently, the working poor spend a large amount of time and money on
transportation (lable 2.16). This reduces their take-home carnings and increases their cost of

||\'|ng.

TABLLE 2.16

Ivpe of transport Ultra-poor Poor Non-poor All

Bus 10.4 1.9 12,0 1,8
Taxi 80 119 20,1 19,0
Car/motoreycle 3.3 34 30,2 N 27,7—
Fant - 68,2 60.9 25,1 01
Othed o0 120 12,6 124
Toul 1000 100,0 100,0 1000

IES & OHS, SSA 1995,

" Other' is largely comprised of peaple who live on their work premises

and thus do not reuire any form ol transport, It also includes those who

ll'&l\’(‘] l)_\ train o

Conclusion

P()IiC)'—|11ake|'s in South Africa regard poverty reduction as one of the most important goals of

r l)iq cle.

development policy. However, it is only recently that researchers have begun to look at the issues

around collecting suitable data and developing definitions of poverty that will allow for the

Nl



fighting Poverty — Labour Markets and Inequality in South Africa

12

measurement of poverty, its (le\fcl()pnwnt over time, intergroup comparisons of poverty, and the

identification of poor households or individuals for targeted po\'(-‘rt)-'-alle\'iati(m programmes.

In this chapter, we have highlighted the dramatic ditferences in the poverty levels of the
different race groups and different geographical arcas. The poor are more likely to be African
and to live in rural areas. In addition to these poverty dimensions, we have shown the importance
of other cross-cutting correlates. The poor also have low levels of education, lack access to wage
employment and are likelv to be found in female-headed houscholds. The poor also lack access
to basic services and to transport. Given all of the above, it is not surprising that the poor are
more vulnerable to illness and to stunted growth. Such physical and human capital deprivations
arc important in perpetuating the cycle of poverty.

Recent international literature has viclded a number of usetul methodological developments
in terms of the measurement of poverty. This chapter has attempted to provide a poverty profile
that extends the available South African literature by drawing on these recent developments and
by explicitly spelling out the assumptions that have to be made in constructing any poverty
profile. The key finding of our work is that the defining features of South African poverty are so
pronounced that the profile of poverty is robust to changes in the underlving measurement
assumptions. This is important because it adds a measure of support 1o the poverty-measure-
ment exercises that have been used as the basis for policy decisions in recent vears. Even though
this support is ex post, such an assessment has not been undertaken before.

However, within this broadly supportive outcome, we have shown that specific poverty rank-
ings and poverty shares are sensitive to assumptions concerning houschold structure, the deri-
vation of the povertyline and the choice of aggregate poverty index. For example, in South Africa
the assessment of provincial poverty burdens is an important constituent element in (lt‘ri\ing
necds-based rules for provincial budgets. Our analysis has shown that provincial poverty rankings
and shares can change as one makes very reasonable changes in the way poverty is measured. In
turn, it is evident that there is still plenty of room for the reassessment of the use of poverty

information in the South African policy-making process.

Notes

1. We thank Servaas van der Berg and an anonymous AERC referee for helpful comments. We also thank
y ]

Chris Woolard for technical assistance in the estimation of the cquivalcnc e scales.

2. Anand (1983:113) suggests that the popularity of this particular figure has its origins in Robert McNa-
mara’s 1972 exhortation that special policies be initiated to increase the incomes of the lowest 40%
in dctvel()ping countries.

3. To create a poverty line per adult equivalent from the *dollar a day’ per capita line, we assumed that

the average household consists of two adults and three children.
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4. The higher the value of &, the more sensitive the measure is to the wellbeing of the poorest person.
As o approaches infinity, the measure reflects only the poverty of the poorest person.

5. h is the specific poverty value function, such as the head-count ratio.

6. Capital income refers to income from sources such as dividends, interest and imputed rent. Imputed
rent is the price attached to the benefit of owning the dwelling in which the household resides. The

houschold is, in effect, renting the (l\\'clling from itself. Thus, imputed rent is regarded as both an

income and an expenditure.
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CORRELATES OF VULNERABILITY
IN THE SOUTH AFRICAN
LABOUR MARKET

The purpose of this chapter is to proy ide an empirical overview ol the South African labour
market using the OHS {995 survey data. The focus will be on measuring the nawre and extent
of low carnings and vulnerability amongst participants in the labour market. We table a descrip-
tive analysis of the level of earnings in the different scements of the labour market. In addition,
the various hurdles in the labour participation chain will be presented, in order to better under-
stand the processes through which labour market participants are drawn out of the pool of
economically active individuals and, then, how individuals are sclected into emplovment from
this pool of labour market participants. The final scction concentrates on illustrating and meas-
uring the extent and distribution of low earnings in the labour market. In this scction we draw
on existing poverty methodologies, which have thus far been applicd predominantly to the anal-
ysis of poverty at the household level rather than to individuals in the labour market. The con-
clusion then draws out some of the implications for more formal, cconometric work on the

labour market, which are examined in Chapter 4.

An overview of labour market poverty

Itis very important, yet uncommon in the South African literature, to be clear about the extent
to which a description of the labour market is driven by the limitations of available data rather
than by judgement calls about its operation. Our selection of individuals in the labour market,
and their subsequent categorisation, was constrained in a number of ways l)_\f the design of the
questionnaire for OHS 95. The first part of this chapter continues this description of the selec-
tion process. We then go on to explore earnings and participation in the labour market, using a

set of different covariates to facilitate this overview:
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The limitations imposed by labour market data

The individuals who formed part of the labour market as a whole were between the ages of 16
and 65, and reported themselves to be working full time, part time or on sick leave at the time
of the interview: In addition, those adults claiming to be unemployed, and those not working but
looking for a job, were together captured as part of the unemployed. This selection process was
quite intricate and caretul, given the design of the questionnaire, and the final segmentation was
of a labour force made up of employees, self-employed workers, hybrid workers (simultancously
employees and selt-emploved) and the unemploved. We will briefly describe the derivation of
cach of these scgnu‘nts.'

In attempting to provide a full analysis of the vulnerable in the labour market, a major con-
straint is the lack of decent information on the informal sector: The construction of the OHS
survey was such that the only entry point into the less formal sections of the labour market
comes through the subsct of workers who were reported as self-emploved and owned the busi-
ness they were operating. It is possible to divide such selt-employed into those who registered
their business and those who did not, and whether or not the business paid value-added tax. The
um‘cgislcrul, non-tax-paving, selt-emploved could m‘gual)l_\ then be rvgar(lt‘(l as part of the
informal sector, Howaver, as the unrc'gistcre(l svll'-vlnl)l()_\'v(l dcarly constitute ()nly one portion
of the informal sector in South Africa, it would be unwise to refer to this group as “the informal
sector’. For example, the survey did not capture information on individuals who were the
employees of the unregistered s<'|ll(‘l11|)l())'('(l.2 Theretore, in the rest of this chapter we speak
directly of the unregistered self-cmployed and do not use the term ‘informal sector” at all.

Another constraint imposed by the survey comes in the analysis of those individuals who listed
their status as both formal sector workers and sell'—cmpl()_\_'ed, thus earning income from two
sources. Such persons were included in the sample as a separate category. As these ‘hybrid” work-
ers are potentially vulnerable labour market participants, we therefore give them explicit attention
(see separate box). However, there was no satisﬂ\ct()r}' way of (|c'(‘i(|ing on their primary labour
market activity, and they were therefore not included in any further tables or analysis.

To estimate the number of unemployed, we made use of a set of criteria that included an
individual’s willingness to take a job it one was available, and an important ‘cleaning’ question in
which the respondent had to show that he/she had no job for reasons related primarily to the
inability to find a job or the lack of adequate skills or qualifications. This allowed for the exclu-
sion of those, for example, who were housewives or students, yet may have regarded themselves
as unemployed at the beginning of the questionnaire. In the data set, the latter — who were
omitted as unemployed as a result of this question using the weighted sample — numbered 286
293 individuals, or 6,9% of those initially designated as un«:mpl()ycd.3

In the light of all of these data considerations, Table 3.1 presents a broad snapshot of the

South African labour market. The total population of working age is about 23,9 million, with
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The ‘hybrid’ worker: an overview

According to the OHS 95 survey, formal and
unregistered employment totalled 10,3 million
individuals, which includes the 148 020 workers
who held two types of employment: firstly, as an
employee working tor a formal sector firm, and
secondly as a so“lcmpl()ycd individual. These
workers drew an income from two sources, and
their inclusion in carnings analysis based on the dif-

ferentlabour market subgroups would have clicited

biased results. The data shows that about 54% of

these workers are African and appr()xim.\tcl\_- 349%
arc white. The African share is below that in the
formal sector, while a larger share of whites is found

in this cohort. The gcnder distribution is similar to

tormal employment, with approximately 69% of

the sample being male.

Given that the hybrid worker is carning an
income from two sources, it is vxpcctc(l that
median incomes should be higher than in the for-
mal sector. The table below confirms this, as the
median values, by race, are all greater than the cor-
r(-rsp()n(ling formal sector incomes. The OHS 95
reports these incomes as monthly totals by individ-
uals, and hence it is not possible to decompose
them by source. The high standard deviations for
whites, and Africans in particular, shows the high
(Iisp(‘rsi()n in carnings amongst these workers.

The gap between African and white carnings
amongst these workers is marginally higher, as the
median earnings of Africans are 33% of white

earnings, compared to 36% in the formal sector.

The sectoral distribution of these workers shows
that, as with the formal and unregistered sectors,
the majority (33%) are cemployed in community
services, followed by wholesale and retail trade
(219) and then manufacturing (189%). The largest
share within community services is civil servants
(employees coded as central, provincial or local
government employces) and public servants work-
ing in both education and health. Government
employees therefore are a relatively large compo-
nent of this hybrid worker category. In wholesale
and retail trade, the largest component is those
workers in the retail trade. The largest occupa-
tional category is labourers, at 28 218 or 19%, sig-
nalling that it is predominantly workers who are
supplcmcnting their formal income with income
from self-cmployment. The next two dominant
occupations are  labourers (23 488) craft and
clerks (17 479). The clerks pick up those employ-
ces in the various tiers of government. The shares
of the highest two occupations, managers and pro-
fessionals, vield figures above those in the formal
scctor.

Relative to the formal scector, therefore, these
hybrid workers are disproportionately composed of
emplovees in the mid- to upper levels ol the occu-
pational ladder. It could thus be argued that hyvbrid
workers are formal sector workers with steady
long-term employment contracts who are generat-
ing additional income through sclf-emplovment

activitics.

Median and standard deviation, momh[y income (rands)

African Coloured Asian White
Median 2 146 2736 3300 5510
Mean 3515 5547 5249 10 557
Standard deviation 4582 9 847 4919 : 16993
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more females than males in every race group, except for whites. By race, it is clear that a greater
share of white (78%) than African (47%) male workers is in employment. It is also evident that,
across all race groups, formal employment (designated as ‘employee’) dominates as the main
form of work activity. The share of African males in unemployment is 18%, much higher than the
2% of white male workers without jobs. Coloured male workers are not far below the figure for
African males, with 13% of these workers in unemployment. The figures for those out of the
labour force are telling. Amongst males across all race groups, the primary reason tor being eco-
nomically inactive is given as enrolment in education. The figure for African males of 24%, how-

ever, is exceptionally high, and in part reflects long pcrio(ls spent within the education system.

TABLE 3.1
Ifli)p/Q)'l)1errf status (jadu/m b)f race and (qender

Male Female
Employment status African  White Colourer; :\sian African— White Coloured :\s_ia_n Total
Total number 8424476 1796299 1098972 343145 9016475 1748 318 1 161714 352004 23941403
- . .  Employed% o : N
Employee T 63 T B E T P TR T
Selt-emploved : :
Business registered 0 i Ps 0 3 01 l
Business not segistered ] ; ) ; 8 2 8 2 ;
Both Chybrid” emplovee) 0 I o 0 0 0 0 0 0
|§u\i_l!\-\> r\gl\t('n'd | | 0 i} 8! () () 0 0
Business not registered | I I | | 0 0 |
Total 47 ™ e 1 % 31 M d#3

Unemployed %

Searching for work Y 2 10 6 9 ) 9 5 8

Not scarching for work 9 0 4 i 1 6 K- s
Toul I8 2 1 I T 6

Qut of labour force %

|ilTru|lcd in @luiation » 10 Il N il 2) 9 9 ? 2()_
_Kcoping house o 0 ()_ 0 0 13 o 2] _1(1 3_4 8
Retired B 8 % a 5 8 A 4 4
-D_isahlcd : 3 3 o 7 : ) 2_ ]— 4 3 3
Other B R 3 PN TR T 7
Toal % 2 24 053 45 T Y
_Fncmplo_\'mcnl rate 26 Py}
Broad 3 t 17 9 % 6 16 8 B
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The gender difterences in the labour market are stark. Hence, while 43% ot all African male
workers are in formal employment, only 17% of Atrican female workers are in the same position.
This can be explained in three difterent ways. Firstly, there are more African females in non-
registered businesses than African males. This picks up the large number of domestic workers
amongst African female workers, a point we develop further in the chapter. Secondly, the share
of African females in unemployment is also higher. Thirdly, a larger proportion of African females
are out of the labour force, with the majority being enrolled in education or involved in house-
hold duties. It is interesting to note that the education figures are almost replicated across the
genders, indicating that this variable is more difterentiated according to race than gen(lcr.4 How-
ever, there are also difterences amongst temale workers. While only 17% of African females are
in formal employment, 45% of white females and 36% of coloured females have tormal jobs.

Note also that 8% ot coloured women are also in unregistered sclt-employment, again
reflecting their involvement in domestic services. The upshot is that African women are the least
likely amongst temale, and indeed male, workers of all races to have employment.

The unemployment rates in Table 3.1 are presented according to both the strict and
expanded definitions. However, it is important to elucidate how these two concepts were derived
from the survey. Table 3.2 reflects the results of a specific question in the survey, which was used
as the decision rule for whether individuals reported themselves as unemploved according to the
narrow or strict delinition. ‘Table 3.2 shows that the uncmployml number ,1|)[)1'()\iman'l_\'
3,9 million, and of these the majority reported they were doing nothing to find work, but still
had the desire to find a job (Code 1). The second-largest category of scarch was that of the
unemploved who had made enquiries at different workplaces for work. This suggests a relativels
informal search method, compared to, for example, Codes 3 and 5. Note also that these formal
mechanisms of search only account for under 10% of all search behaviour.

The decision rule that ultimately derived the unemployment rates in ‘lable 3.1 was to con-
sider those individuals who were unemployed — according to the narrow definition — as those
captured in Codes 2 through 9% This captures only individuals who have actively searched tor a
job in the last four weeks. These unemployed number about 1,9 million, or just under half of
the total sample of unemployed. The expanded detinition, in trying to capture the discouraged
work-seeker as well, therefore includes all individuals coded from 1 thmug'h 9. Those workers
who have not looked for work in the last four weeks, but who would like to work, are thus
included as unemployed. As these numbers suggest, the unemployment rates derived are very
sensitive to the choice of definition.® Hence, Table 3.1 shows that the total unemployment rate
based on the expanded definition is 27%, while it is 13% using the narrow detinition.

Examining these unemployment rates more closely, it is evident that African unemployment
rates are higher than all other race groups. By the broad definition, the African male unemploy-

ment rate is 28%, compared with 3% for whites. The coloured broad unemployment rate is
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TABLE 3.2
Method of search in previous 4 weeks

Code Search method Number %

I Nothing, but still wants work 2012592 51,97
_2 _Nolhi_ng: wants \\'nrk_l)ul already has job to start at a definite (ljnc in the future 119 502 3,09
_3 ;\hﬁul/rcgistcml at employment agency/trade union - 279379 17,21

4 Iinquirch\\()rkl)lacc.s" farms, I'a('toricsn_rca“cd on other possible employers 1215389 31,38

5 Placed/answered advertisement(s) 72 930 1,88
: 6 Sought assistance omni_\cs oﬁricn(ls - 132916 : 3,4_3_

7 Looked for land, building, cquipment or applied lor permit to start own business or farming 9532 0,25

e g()ugTUumlcr\\'(;u training 7593 0,20

9 Other - 2874 059

Total - 3872707 100,00

fairly high as well, at 17%. The gender effect, though, is very strong: the African female broad
unemployment rate is 45%, and for coloured females 26%. N()ticfcal)l}; Asian and white female
unemplovment rates are double those of their male counterparts, at 18% and 6%, respectively.
We therefore reach the familiar labour market outcome: that race and gender are very important
determinants of unemployment in the society:

The unemplovment rates here, based on the OHS 95, are different to those that have been
derived from the SALDRU data. From the analysis here, the narrow rate is higher and the broad
rate lower than the SALDRU estimates of 12,3% and. 29,8%, respectively (SALDRU 1994). The
OHS 94 results, in turn, report a narrow rate of 20,3%, and an expanded rate of 32,6% (SSA
1994). The lower broad llll(‘llll)l()}'l])(‘l]l rate reached in the analysis here is in all ])r()l)dl)ilit)' a
function of the carcful screening that occurred when questioning those individuals who regarded
themselves as unemployed. Relative to the unemployment questions in the previous surveys, it

is probably fair to regard the OHS 95 unemployment rates as the closest to the true values.

Earnings and participation in the labour market

The earnings data presented here is all in standard monthly figures. The figures were thus not
adjusted to derive carnings per month controlled for by hours worked. The reasons for this were
that, I‘ll'sll}; 92% of the cmploved worked 35 hours or more in the week preceding the interview.’
Hence the overwhelming majority of the sample did in fact work full time. In addition, of those
individuals who worked part time or less than 35 hours, the median hours worked was 25 per
week. This means that, even for those employed on a part-time basis, the number of hours
worked was quite high. Not surprisingly, the data showed that it was those in the labourer cate-

gories who predominated amongst the part-timers. Yet, even here, the median hours worked was
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high, at 21 hours per week. Therefore, given the overwhelming predominance of tull-time work
amongst the employed, the decision was to present all earnings data as monthly, without
recourse to their hourly equivalents.

Tables 3.2 and 3.4 consider the carnings of employees and the selt-employed by occupation.
The occupational categorics are those based on the SSA definitions. Further divisions of this data
by gender are provided in the Appendix (lable A-6 and "Table A-7). The tables present the value
of median carnings in 1995 rands, by location and also in relation to a predetermined low-
carnings line. The line used here is R293 per month, which corresponds to a single adult.equiv-
alent income used in deriving 1995 houschold poverty lines.® There can be very little contention
that this is indeed a low labour market income. The fact that R293 per month is so much lower

than any of the median incomes certainly illustrates this point.

It is evident that there is a fairly standard differentiation in earnings by occupation, with

managers, for example, earning more than clerks, and the latter in turn being better remuner-
9 . . 1 .

ated than labourers. Amongst labourers, the worst paid are agrlcullural labourers, with a median

income of R428 per month. Hence, the median wage gap between the highest and lowest paid

occupation is about 80%. Alter farm labourers, the worst paid are mining labourers and

TABLE 3.3

Earnings pn)ﬁle by occupation, all employees (1995 rands)

Location Overall Urban Rural

- H lndex— : _l-; mc‘\ H Index
Occupation Median (%) Median (%) Median (%)
Armed forces 2177 0 2663 0 na na
Managers 50 0 5 566 0 3250 |
Professionals 4670 0 4670 0 3349 0
“Technicians 3138 0 3379 0 BT (0
Clerks . w000 | 2000 0 10 1
Service and shop workers 400 3 [ 500 2 [ 071 5
Skilled agricultural workers 1115 1 [ 346 10 {40 12
Craft workers ) L6002 1 800 I 1200 .|
Machine operators 1 300 2 1 500 0 875 6
Domestic helpers 942 6 1000 5 754 10
Agricultural labourers 428 26 - _5007 BTN 410 28
Mining/construcli_on |ai)_0urers 900 3 908 3 LER] 4 .
Manufacturing labourers | 4 1115 2 628 9
Transport labourers 1 115 3 —_l 115 T 3 B
Other labourers | 143 3 | 250 I 900 g
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TABLE 3.4

Earnings profile by occupation, se!f—employed (1995 rands)

Overall Urban Rural

I Index H Index H Index

Location Median (%) Median (%) Median (%)
Registered activities
Managers 9 0 11 000 0 13000 2
Professionals 16000 0 16 535 0 na na
lechnicians 8000 0 8 000 0 o om o
Service and shop workers 2 800 0 3000 0 na na
“Skilled agriculural workers 9 364 0 5000 0 19 0
Craft workers ) 5000 0 5 000 0 290 0
Othee hbousers: 378 2 32 ) i na ‘
Various ‘informal” occupations 3784 2 3300 3 4392 0_ o
Unregistered activities

T\l.m.\gcrs ) 4 167 § 4649 i o | ﬂ) T—
Technicians ) s 5 2000 § 1098 5
Serviceand shop workers I 500 0 1770 m -
Skilled agricultural workers Looo 21 na Mo 1000 3 .
Craft workers : oo 6 [ 200 P 9 10
Domestic workers R B0 3w 46
Other libourers 990 Y [ 083 9 750 I3
Various “informal” occupations 2000 4 2500 p/ 1500 3

domestic helpers. Domestic helpers, in the language of the survey, refer to domestic helpers and
cleaners, helpers and deaners in offices, hotels and other establishments and hand launderers
and pressers. In other words, domestic helpers do not encapsulate domestic workers in private
houscholds, as these individuals are coded elsewhere in the questionnaire. This would explain
the relatively high overall median incomes for domestic helpers. Despite this fact, note that 10%
of domestic helpers in rural areas live in poverty. Agricultural labourers are the most poverty-
stricken amongst cn’nployet‘s, as over one quarter nationally carn less than R293 per month.
Categorics of labourers outside domestic helpers and those in agriculture all contain fewer work-

ino -
lnb l)()()l.

A category that does not seem to make much sense, in the light of the results obtained, is
that of skilled agricultural workers. Here, the median income is below that of a machine opera-
tor, and 11% of these individuals live below the low-carnings line, despite the suggestion that

these individuals are not in an unskilled occupation. The reason would seem to be in the
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classitication of this occupation. Individuals involved in subsistence agriculture and fishing were
included, in addition to gardeners and crop growers and hunters and trappers. The inclusion of
these workers would clearly lower the median earnings in this occupation. More detailed exam-
ination of the data suggests that the biggest contributor to high poverty levels in this occupation
comes from market gardeners and crop growers. Excluding this sub-occupation leads to a fall in
poverty incidence from 11 to 2,5%, meaning that the contribution of poverty in the group of
gardeners and crop growers is about 8,2%. ‘1o avoid erroneous assumptions about occupational
earnings, then, it would seem that the label of ‘independent farm and fishery workers’ would be
more apt in describing this occupation.

We turn now to the description of earnings amongst the self-employed, broken down by
those involved in registered businesses and those in unregistered enterprises. Again, the data by
gender is provided in the Appendix. Table 3.4 confirms that registration status is an important
income discriminator. Hence, for those self-employed individuals with a registered business, all
except two categories earn a li\'ing above the l()w-carnings line. Even for these two occupation
groups — other labourers and various informal occupations — the median monthly wage is
R3 784." For those self-empl()ycd in unregistered businesses, poverty incidence is higher, par-
ticularly in the case of domestic workers and skilled agricultural workers. ‘Domestic workers’
here refers primarily to domestic workers in private houscholds. For these workers, the median
wage is R387 per month, placing 38% ol these workers below the low-carnings line. For those
in rural areas, 46% work below this line. While the median wage for skilled agricultural workers
is higher at R1 000, 21% of these workers earn less than R293 per month.,

It is interesting to note that the manager category, in both registered and unregistered activ-
ities, yields very different income levels. For the latter, median carnings are just over a third of
the income earned by managers in registered enterprises. Clearly the segmentation ol the labour
market along registration status has a direct impact on understanding the income differentials
amongst the self-employed.

Table 3.5 represents the results of segmenting the labour market on the basis of a wider set
of covariates, such as years of schooling, location, occupation and sector. The data is presented
by labour force, and then for the employed only. We have chosen to segment the sample in this
way, and not according to informal and formal sector participants, given the difficulties in the
survey of dividing the sample in this manner. These survey problems are highlighted in the box
on page 86. All shares are within-group estimates. The gender shares within the labour force
show again that males dominate across all race groups. However, the ratios for the employed
show a larger share of males, indicating that unemployed temales are disproportionately repre-
sented in the labour force.

The location distributions are fairly constant when comparing the labour force with the

employed. Urbanisation rates for Africans, though, are much lower than for the other three
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groups. Hence, while close to 80% or more of non-Africans live in urban areas, the correspond-
ing figure for Africans is just over 50%. Clearly, rural labour markets are far more important for
the African workforce compared with the other race groups. It must be remembered that, in
these rural labour markets, not only is labour demand lower in terms of quantity and quality, but
mobility is also severely restricted given existing indigence amongst individuals and their linkages
to already poor households.

The dominance of rural labour markets for Africans is replicated somewhat in the sectoral
shares for the employed, as 15% of African employees work in agriculture, compared to less than
5% ftor Asians and whites.

Note, however, that the figure for coloureds is also high. The finance sector presents an
interesting contrast, as the figures show that while the share of coloureds and Africans is relatively
small, it is considerably higher for Asians and whites. Within finance, the mean skill levels are
considerably higher than those found in agriculture. This sectoral-cum-skills division between
the two sets of race groups points to a very different labour market for Asians and whites on the
one hand, and for Africans and coloureds on the other. This is borne out further in the occupa-
tional divisions, where only about 2% of Africans and coloureds are managers, while the figure
for Asians and whites is over 10%. The labourer category shows a reversal in these shares, with
17% or more of all Africans and coloureds working in clementary occupations. Amongst labour-
ers, the two most indigent groups are farm workers and houschold domestic workers. Here, the
difterent labour market shares of the two race groups are much more pronounced, and strongly
display the difterential between those at the top end and those at the bottom end ol the internal
labour market.

The median carnings data by race again point to the difference in the quality of employvment
between the two race groups. Amongst the employed, the median monthly carnings for Africans
and coloureds are about R1 000, while tor Asians the figure is over R2 000 and for whites
R4 000. Even th()ugh white median earnings are twice those of Asians, it is clear that for these
two racial cohorts the returns to labour are considerable greater than for coloureds and Africans.
Notice that when examining these figures for the labour force as a whole, the much higher
unemployment rates in this cohort show up as a large reduction in the median income. Corre-
spondingly, the Asian and white incomes fall only marginally.

The cducation splines presented in the table broadly contirm the trend observed above,
namely that, by race, two separate labour market processes seem to be at work. We see that while
between 35 and 42% of Africans and coloureds have primary schooling or less, the figures for
whites and Asians are only between 0,38 and 7%. Though the incomplete secondary schooling
rates for Asians are similar to those of coloureds and Africans, the completed secondary school-
ing variable yields the familiar pattern. Completed secondary education, as will be shown later,

is a key schooling attainment in terms of improved labour market opportunities. What is inter-



Correlates of Vulnerability in the South African Labour Market

esting to note, though, albeit on the basis of descriptive statistics, is that the share of the lower
cducation categories is not much larger for the labour force as a whole than for the employed
onlyv. This suggests that education is more important in determining the income from employ-
ment, rather than whether an individual gets a job or not.

Given the focus on ditfering labour participation processes, it is necessary to grasp in more
detail the nature of the decision-making sequence for individuals in the labour market. Table 3.6
attempts to do this by dividing the labour participation decision into three broad categories,
namely: to participate or not; then, for those who do participate, whether they are employed or
unemployed; and, finally, it they are employed, what form of employment is taken up. Beginning
with the last row,; it is evident that a larger portion of adult females in rural areas are out of the
labour force compared to those in urban areas. However, it is also true that a smaller share of
rural females is in the labour force than for urban temales. Of those rural females in the labour
force, only 53% will have a job, with the remainder unemployed, compared to about 70% ot
urban females with a job. Note that amongst those with a job, the level of unregistered businesses
is high for both rural and urban areas. This reflects the high share of domestic workers in private
houscholds, as su&gvstc(l in the box on the informal sector and the OHS 95. Indeed, these high
figures for unrcgislcrc(l business are repeated thr()ugh()ul the table, for all the different covari-
ates chosen. In comparison for adult males, for whom the figures are produced in the Appendix
(Table A-8 ), the level of unregistered business activity is much lower. This is important because
it implies that all unregistered businesses are dominated by females. In terms of the location
results for males, Table A-8 in the Appendix shows that there are ldrgvr shares of males in both
urban and rural areas who are in the labour torce. In addition, shares of those emploved in both
locations are greater for males than females.

Table 3.6 shows that there is a positive relationship between vears ol potential experience
and the share of those in the labour force, as well as the share of those in emplovment. Potential

experience is caleulated as the age ol the individual subtracted trom their vears of education and

six vears. Hence, as individuals accumulate more experience, so their likelihood increases of

being in the labour force and in employment.
The age distribution of labour supply decisions is very interesting. It shows that 719% of females
younger than 25 are out of the labour force. These individuals are more than likely to be students.

However, note that a greater share of females (80%) over the age of 55 are out of the labour force. This

would represent females who are likely to be involved in regular houschold dutics. Of the 29% of

under-25 women in the labour force, however, over halt are unemployed, unlike the over-55 cohort,
in which only 12% are withoutjobs. Interestingly tor the over-55 age group, more temales than in any
other age cohort are in unregistered enterprises. This suggests that the age distribution of domestic
workers is predominantly composed of older individuals. Note, however, that for the emploved, wage

employment represents the largcst share — a trend observed across all covariates in the table.
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The misnomer of the ‘informal sector’ in the OHS 95

As a starting point to capturing individuals in the informal
sector, the survey asks a question about the employment
status of the worker, providing three options for the
respondent, namely are they:

* Working for somebody clse?

® Working for themselves?

® Working for themselves and somcebody clse?

Those individuals coded as | are automatically captured
as part ol the formal sector. This means that the employ-
ces of those in the informal sector cannot be explicitly
identified in the survey: By adopting this approach in the
survey questionnaire, the first problem therefore is that
a significant part of the informal sector is lost. We are
unable to provide an accurate and direct estimate of the
informal sector using this data set. A second-best solu-
tion would be to impute the size of the informal sector
through another question in the survey, although this is

of course not ideal.

The individuals who code themselves as 2 can, ol

course, be cither in the formal or informal sector. Looscly
put, both doctors and street sellers would belong in the
group. Hence, the manner in which the survey ditferenti-
ates between these two sectors, is to ask these individuals
two (|uesli0ns:

¢ Is/was the business registered?

* Do vou have a VAT number?

Specifically, each of the individuals coded as 2 is asked

whether the business they own is registered, and then

lurthermore whether they are registered 1o pay VAT I

individuals answer *yes’ (*no’) 1o both questions, they are
regarded as part of the formal (informal) sector. On the
face of'it, the only problem is that the size of the informal
sector is not explicitly defined and measured. It appears

that the categorisation of informal sector individuals

through a registration and VAT question is tenable, and
not at oddswith approaches elsewhere. The problem with
this approach, or with the actual survey design, is evident,
though, when deriving data for the informal sector. The
baseline data is provided below, and it shows that there are
about 1,2 million individuals in this sector, ot whom close
to 80% are Africans.

This data is scemingly congruent with previous esti-
mates, such as the SALDRU 1993 houschold survey. in
which the estimate was about 1,1 million (Bhorat & l.¢ib-
brandt 1998). However, closer inspection of the data
illustrates a gross bias. Occupational data on this sample
of individuals illustrate that the overwhelming majority
arc houschold domestic workers. As the table below
illustrates, the overwhelming majority of African and col-
oured workers who are coded as part of the informal see-
tor are actually employed as domestic workers

While the shares for whites and Asians are ol course
much smaller, the large absolute numbers for Africans and
coloureds ensures a distorted aggregate picture of the sce
tor. Hence, the national ﬁgurcs show that of the 1,2 mil
lion in the informal scctor, over half are in tact Jomesti
workers. Now, given that these workers cannot be rca(lll}
conceived of as part of the informal sector, we are leftwith
a grossly inadequate deseription of this sector. Indeed, i
we exclude domestic workers, the surves suggests that the
informal sector is made up of about 569 000 participants.
This figure, it would appear, is a signiticant underestimate
of the number of informally employed.

The upshot of the above is that, for analytical
purposes, we cannot use this data set to make a credible
distinction between the formal and informal sectors.
More broadly, this problem adds to the South African
dilemma that very poor data exists on a part ol the labour
market that is essential to a thorough understanding of

poverty and inequality

Informal sector individuals, by race

African Coloured Asian White Total
Number 1014822 121427 27 846 126 908 1291003
Share 78,61 9,41 216 985 100
Informal sector individuals who are domestic workers, by race
African Coloured Asian White Total
Number 633756 85 897 437 1 866 721 957
Share 62,45 70,74 1,57 1,47 55,92

86



Correlates of Vulnerability in the South African Labour Market

TABLIE: 3.6
The participation patterns of female adults
Participation | In labour force | Employed | Self-employed Hybrid
L |
Education
None ) 0 60 |5 15 30 M L8 | o0
mmtv (E)rc than § ycars) ) 48 52 57 18 25 57 0 46 0 |
mnnplct_cscwmlary (8-10 vears) 39 61 57 21 22 83 ] 19 0 !
Matriculated (I(_) vears) T 6l 39 FO 17 B I_3 _‘)3_ 3 T 0 _I
l)iplnma (11-12 years) 74 26 92 3 3 94 3 2 0 )
Degree (more than 12 years) 0 3|8 4 71 | 8 7 a1 11 2
Presence of young children
_.\lmn number of voung chil(lrcn_ | 0,68 —,7I \'0.5() .85 _0,91 I 0,33 _:_0,29 0,64 | 033 0,51
| e ms e yc.m— | 49 ; 56 20 24 I 73 + I 27 0 I
9 s |7 w 6| m | 2 n o

Age of individual
16-25 [ o [#s 3 | & [ 1 15| o
25-55 s u|@a w | 3 | 2 13 ; R

— - i L ; -
15-H3 | 20 80 88 | b (i § 35 0 |
Potential experience
5 or less vears 17 83 53 27 20 96 2 1 0 |
6-10 vears B |53 M4 J[ 92 5 b8 | 0
11220 years i L 68 32 |6l 19 2 4} 83 T
20+ years s o2 o e |2 oo
Location
Urban Sl s [ 8 2 !
= e e n W w w1,

The number of dependants in the form of young children that an individual has, scems to

have no influence on whether temales remain in or out of the labour force. Flowever, those

females with no children younger than six to care for are more likely to be employed than those

with one or more young children. For males, the experience effect is much stronger in the

[1-20 years and 20+ vears categories, as a substantially larger (smaller) share of males com-

pared to females are in (out) of the labour force. In the age distribution, across all cohorts, more
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males are in the labour force, with the overwhelming majority of those younger than 55 being
wage employees.

The education data is also extremely interesting. Firstly, the percentage of females in the
labour force is related closely to the level of education achieved. Hence, females with no educa-
tion, less than cight years ol schooling or those with some secondary schooling, are all more
likely to be out of the labour force. This suggests that a dominant share of females between the
ages of 16 and 65 in these education categories are cither furthering their schooling or have
remained as housewives. The first labour market snapshot above would tend to corroborate this
claim. The attainment of a matric certificate or more, though, tends to result in a greater share
of females in the labour force than out of it. Secondly, once in the labour force females with
higher levels of education are more likely to be employed. Hence there is also a negative corre-
lation between the share of unemploved temales in the labour force and the level of education.
Thirdly, of the females who are employed, those with no education are predominantly in unreg-
istered businesses, again picking up the domestic services effect. Of those with primary school-
ing, close to 50% are self-employed in unregistered businesses. Finally, we again pick up an
indirect registration status and income link, where as the vears of education falls, the number of
females with unrvgistere(l businesses increases. For males, once again the shares in the labour
force across all education categories are greater. One interesting dilterence here is that while
matric attainment resulted in a larger share of women in the labour force than out, for males the

share in the labour force is greater for all education categories.

An application of a class of poverty measures to the labour market

The following section focuses on providing a richer description of the distribution of carnings in
the labour market. We pay particular attention to identifying the working poor within the labour
market. To do so, we apply the tools and framework of poverty dominance analysis to individuals
in the labour market. These tools are usually applied at the household level but, given the specific
focus of our work here, it is wholly appropriate to use these tools to focus on individuals in the
formal and unregistered self-employed sectors as well as the unemployed where applicable. A
major strength of the methodology is the fact that it is capable of integrating the unemployed
into the analysis. The aim of this section is to derive cumulative distribution functions b,". prede-
fined labour market categories, in order that we may better understand earnings, segmentation
and the nature of job allocation decisions in the labour market. By specitying a low-earnings line,
we are also able to highlight the incidence of working poor in ditferent subgroups within the
labour market and to derive the shares of working poor within these subgroups. The design of
the multivariate modelling of labour market earnings in Chapter 4 will flow from the picture of

the labour market that we distil in this section.



Correlates of Vulnerability in the South African Labour Market

The FGT poverty approach
The most widely used approach that captures both the depth and severity of poverty is the
generic class of measures found in Foster, Greer and Thorbecke (1984). This FGT class of pov-
erty measures can be expressed in general form as:

7 \’ o

Po(z) = [(1——)" f(Y)dY (1)

0 4
where o is a non-negative parameter. It is cléar from (2) that when oo = 0, a head-count index
(H or Py) is calculated. The depth of poverty — measured as the poverty gap index (PG) — is

= P . . L. — .

calculated when oo = 1.7 The severity of poverty, a measure that is sensitive to the distribution
of income among the poor, is found when o = 2.

The choice of a poverty line is open to much debate, and is probably the most contentious
issue surrounding the measurement of poverty. In recent literature, considerable progress has
been made in overcoming the restrictions implicit in basing a poverty analvsis on one poverty

g | SN | 3
line. The FGT nu‘th()(l()l()gv has been extended to a graphical consideration of the widest possi-
ble range of poverty lines, from 0 to 2™ (Ravallion 1994:126). The values taken by this cumu-
lative distribution function over the defined interval will vield the Poverty Incidence Curve.
Given that the distribution function is F(Y), it is also true that the poverty deficit curve can be

traced as tollows:

D(z) = [E(Y)dY (2)

]

Hence the arca under the Poverty Incidence Curve represents the poverty deficit function.

max
)

The tormer traces the values of the head-count index (P) for all poverty lines (2) from 0 to z

nax

while the fatter traces the measure for the poverty gap (P)) for all 2 from 0 to 2", The poverty

severity curve is derived in turn, from the deficit function as follows:

JLLTEES

S(z)=/ [D(Y)dY (3)

4]

and points on S(z) represent the results for Py, at any poverty line between 0 and 2™

Given the fact that these three functions are nested within each other, the interlinkages elicit
important poverty comparisons (Ravallion 1994:129). Should F,(z) lic above Fy(z) for all z, then
this is true for both distributions on D(z) and S(z). The opposite, th()ugln is not true. Hence,
should S, (z) lie above Sy(2) for all z, it would not necessarily be true that Dy(z) > Dy(2) for all
z. These are the axioms of dominance testing, which make it possible to do useful poverty com-
parisons and rankings, based on the magnitude, depth and severity of poverty for different dis-

tributions and subgroups in the population.
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The extension of the graphical representations of dominance testing to the description of
individual earnings in the labour market is especially useful and illuminating. Using predeter-
mined labour market categories — for example, of all formal sector workers defined by their
sector — it is possible to construct a set of curves which will fully describe the distribution of
individual carnings within any gi\'vn sector of the cconomy. Dominance testing theretore
becomes a crucial tool in understanding the difference in carnings status amongst individuals in
the labour market. It allows us to provide powertul and very useful information about the mag-
nitude, depth and severity of low earnings amongst individuals in the labour force. In providing
such an analysis, we extend our analysis of carnings bevond the somewhat crude median incomes

provided inTable 3.1 above.

Cumulative distribution functions for the South African labour market
The cumulative distribution functions (CDFs) that follow are derived for all three major labour
market segments, namcl}' the il)l'l11all> mnplo_\'cd, unrcgislcrul xk‘ll%lﬂpl()}ﬂl and uncmplu) e,
The intention is to derive different cumulative distributions by a set of relevant markers of low
earnings in the labour market. These include race, gvn(lcr, location and education. In addition,
certain other markers were included, namely union status, sector and occupation. It should be
clear from the preceding analysis that some of these variables will be relevant predictors of the
earnings profile ol workers. Therefore, the distribution functions will be important, not only in
providing graphical representations of poverty in the labour market, but also in informing any
carnings cquation estimation. Hence, a crucial input of the functions is to inform how individ-
uals are selected into different segments of the labour market, and what the important set of
determinants of participation and carnings are. Dealing correctly and exhaustively with this
sclection process will go a long way towards increasing the robustness of any carnings equation
results.

The difficulty in constructing the distribution functions lies in the choice of cuts to make on
the data. The one clear trend is that strong first-order dominance holds almost across all of our
selected cuts. Almost no second-order dominance testing was required. The functions that fol-

low are an overview of the most important results tound for labour market participants,

Figures 3.1 and 3.2 present the labour force as a whole, and include all emplovees, the
registered and unregistered self-employed and the unemployed. The vertical axis cumulates indi-
viduals in the sample and varies from 0 to | as the sample increases. 1o avoid graphical interfer-
ence from outliers in the sample, income was kept at a maximum of R5 000 per month for all
the CDFs presented here. The values on the vertical axis will contirm the percentage ol the
sample captured in cach case. The positive value of the intercepts in Figures 3.1 and 3.2 repre-
sent the share of unemployed individuals in the selected subsamples. Hence, the higher-value

intercept for the African worktorce simply indicates a larger pool of unemploved compared to
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white workers. The figures below illustrate that for any chosen poverty line between 0and 5 000
rands, the fraction of all African workers in poverty is significantly greater than the fraction of
African emploved in poverty, and the share of this sample in poverty is in turn larger than that of
the white employed or white workers.

The inclusion of zero-earners, therctore, gencerates a greater fraction of individuals li\’ing in
poverty when compared with the sample of employed only. It is clear, though, that race is a
crucial predictor of zero and low labour market earnings, with the dominance of Africans over
whites being quite stark.

FIGURE 3.1
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Another and equally important wayv to interrogate the data presented here is, of course, to
determine a poverty line and then estimate the share of individuals falling below that line — the
head-count index (H). The individual poverty line calculated is R293 per month.'? Hence
Figure 3.1, for example, shows that at the poverty line the preportion of the white labour force
in poverty is only 4,2%, while the H for the African labour force stands at 41,69 — almost
thirteen times greater. This is a vivid illustration of the ditfering poverty status amongst African
and white labour market participants. When the uncmpl()ycd are excluded, the P values drop
considerably for Africans to 10,19%, while the decline for white workers is to 0,2%. Labour
market poverty in the aggregate, then, is very different for the white workforce compared to that
experienced by African workers — in large part a function of the very high unemployment num-
bers amongst African workers.

Having examined the labour market as a whole, it is interesting to analyse the gender and
race distribution of earnings tor the employed only, thus excluding unemployed individuals.
Figure 3.3 attempts to do this. Note that because the unemployed have been excluded, the inter-
cepts are zero for all the functions. There is clearly both a race and a gender cffect in terms of
earnings.

Figure 3.3 illustrates that the lowest proportion of carners living in poverty, at any chosen
poverty line, are white male emplovees in the formal sector or white male selt-cmployed infor-
mal sector workers, followed l)_\' white females in the same two forms of emplovment. There is
robust first-order carnings dominance between whites and Africans, and this dominance also
holds tor all low-carnings lines when comparing male and female African workers. The higher
degree of poverty amongst African temales is illustrated also in the H index, where their H value
is 16,6%, while tor Atrican males it is only 6,2%. What is interesting is that while the male and
temale CDFs are closer together tor Atricans, for white workers the vertical difterences are, on
average, much greater between the genders.

The education-related earnings distributions for all the emploved are shown in | igure 3.4,
Again, the strong level of first-order dominance is evident. The emploved with the lowest frac-
tion of individuals in poverty are those with tertim‘_\'—lc\'el cducation, while those with no educa-
tion or primary schooling only have the largest proportion of poverty carners.

Figure 3.4 also makes it clear that secondary, rather than primary, education has a signiticant
impact on the poverty status of the t‘mplo_\'cd. The attainment of |)rinmry cducation for an
employed person is unlikely to reduce the probability of earning more than the low-carnings
line, relative to an employed individual with no schooling. At the poverty line, though, the value
for H is 23,1% for individuals with no education, and 16,7% for those with primary schooling.
A second-order dominance test would determine whether this poverty information is robust for
all income levels, and it would also provide additional information on the comparative depths of

poverty between these two groups. The value of H for the employed with no education is about
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this result is not surprising. It is evident that in terms of the earnings of labour market individ-
uals, the five education categories chosen, together with the three location variables, are very

clear predictors of the earnings status of cmpl()ye(l individuals in the labour market.

The following three distribution functions refer to those employed individuals by a prese-
lected subset of sectors and occupations. The survey contains a far larger number of sectors and
()c(‘ul_)ali()n:~‘.,M and it is convenient to aggregate these into categorics that may yield interesting
comparative information about labour-market poverty. Figure 3.5, theretore, examines those

3 “ 15 "
(’l'l(‘Ulllll'(‘ an(l [inance. :\'hnmg was

individuals in four sectors, namely mining, manufacturing, ag

chosen because of its obvious historical importance in output and employment terms to the
cconomy, while manulhcluring remains the largesl contributor to GDP Agricuhurc, t()golhcr
with mining, represents an industry in decline, with relatively high lal)our—capiml ratios, while
the finance sector, as the core of the new services industry, is the fastest-growing in the economy.
It is evident from the distribution functions that individuals in these sectors also have (liﬂ'cring
earnings profiles. Hence the largest and smallest fraction of individuals below any chosen low-
carnings line are those in agriculture and finance, respectively. The latter is indicative of a high-
skill, capital-intensive sector, while individuals in farming are disproportionately labourers with
low skill levels.

Applving our low-carnings line reveals that the value of H for workers in agriculture in pov-
erty is about 23%, while for finance it is 0,4%. The close association between the cmploved in
manufacturing and mining is a result of the high level of unionisation in these two sectors, com-
bined with similar mean skill levels. Tt would appear, though, that the <hare of manutacturing
workers in poverty is higher (FH = 1,46%) than the fraction of mining workers (I = 0,45%),
for any poverty line. The percentage ol unionised mamnf.u'luring workers is lower (42,1%) than
the share of mining workers who are union members (67,79%), and this may be an explanation
tor the first-order dominance. The distributions for union and non-union members, which are
not shown here, yield first-order dominance of non-union workers over union workers that is
robust for any poverty line.

Figure 3.6 and Figure 3.7 derive earnings distributions by sclected occupations. Figure 3.6
compares three broad occupations that span the entire job ladder, from managers to those in
elementary occupations. We have chosen managers, craft and ‘trade workers and labourers in
agriculture to represent this distribution across the job ladder. It is evident that first-order dom-
inance holds, irrespective of the poverty line. Given the relative wages found in most societies,
this distribution is not unexpected. Itis clear, though, that the level of individual poverty amongst
labourers in agriculture is extremely high. For example, a poverty line of R650 would place over
72% of these workers in poverty, while the comparative figure for craft and trade workers and

. . . [T s S )
managers would be 13,6% and 4,5%, rcspectlvcly. ’ Using the study’s individual poverty line, the
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contributions of these covariates to earnings and poverty status will be generated through the

carnings function analysis in the next chapter.

Table 3.5 alluded very strongly to the earnings ditferences between formal participants and
the unregistered selt-emploved. Within this, it was also noted that African and coloured females
represented the lowest earners and the most marginalised within the unregistered self-employed
group. By way of further contrast between the formal and unregistered self-employed sectors,
Figure 3.8 shows that first-order dominance holds across all income levels. This is indicative of
the difterence in quality of employvment between the two labour markets. Clearly the dominance
—in pure numerical terms — of domestic workers within the unregistered self-employed dictates

this outcome.

FIGURI: 3.8
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Shares of the working poor in the South African labour market

The second part of this chapter presented a diagrammatic understanding of poverty in the labour
market, as embedded in the CDFs. These diagrams are very useful and user-friendly, and are a
powertul way in which to present carnings dominance over the entire income range. Of course,
the CDFs can impart information about the actual values for the head-count index, and these
were also illustrated. We used the head-count index to derive the percentage of labour force
participants and/or emploved workers in different subgroups of the labour market who carn less

than a poverty line of R293 per month.

As discussed in our earlier review of the I'GT measures, the head-count is only one of the
three poverty measures. We restricted the discussion to the head-count as it offered the most

intuitive picture of the incidence of W()rking poor within any subgroup. However, we have

9
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derived specific values tor all three poverty measures: Py, P, and P,. This is done in order to
utilise one of the key advantages of the FGT measures: namely, in cach instance total measured
poverty can be fully and consistently distributed between the chosen subgroups. In short, total

poverty can be decomposed into poverty shares."”

More precisely, we split the labour market population into a relevant set of m subgroups with

each subpopulation of n, so that the total population is simply:

m

n=xn, (4)

We then derive intragroup FGT measures tor ditlerent subgroups in the population. The

intragroup IFGT measure is best captured as tollows:
1 ).
- J
by =— 31— 5

where Y,’ is the income of the jth houschold or individual in subgroup i. Finally, we derive the
tormula for calculating weighted shares of subgroup poverty as:
(= < L= v
m
P on
[CHIRay
i=1 (6)

n

1

a

Thus, the decomposable properties of the FGT class of measures allow us to measure the
share of all low-carners across key subgroups in the labour market. “Table 3.6 and “lable 3.8
present the results of this share decomposition across race, gender, education, location, sector,
occupation and union status. In all but the last three of these cases, the poverty shares are com-
puted for the full labour torce and also for the employed. In calculating these shares, it is worth-
while to do the calculation for all three poverty measures. The changes in the shares as one moves
from P, to P, and then P, provide us with a sense of how the poverty shares change as we use
measures that give greater weight to the depth of poverty and the poorest ol the working poor.

Before discussing the results, there is one tinal sensitivity issue that we need to address. This
is the choice of low-carnings line. Up to this point, we have made use of a R293 per month low-
earnings line. The strong first-order dominance illustrated by the CDFs carlier in this chapter
imply that the poverty rankings will not change as we change the low-carnings line. However,
although the CDFs do not cross, their slopes and relative positions do change, and the actual
poverty shares will change based on the actual low-carnings line that is selected.

As stated at the beginning of this chapter, the justilication for the R293 line is that this is the
monthly adult equivalent income that underlies our household poverty line. However, there is

no doubt that this is an extremely low labour market income. For one thing, an adult earning
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Selecting a low-earnings line: defining the working poor

R293 per month and R3 516 per year

[ ] Dage ¢ H ATy M - wigr] -
Per capita expenditure level: R594 per month and R7 128 per year

* The wage required to mecet the houschold poverty R814 per month and RY 768 per year
line, given the mean number of employed workers in ’
a household:

® The wage rcquircd to meet the household poverty R650 per month and R7 800 per year
line, given the mean number of employed plus ’
luwn'lpl()\'cd workers in a houschold:

* The 40th pereentile of all wages ()('cmplnyul R1 200 per month and R14 400 per year
workers:

® T'he 25th percentile of all wages ()I'Ompl()ycd R800 per month and R9 600 per year
\\()l‘k('l's: ’

* The 40th percentile ol all workers, presuming a zero R800 per month and RY 600 per vear
wage for the lll]t‘l]\l)ll)}'(‘(ll

o () i g L LI i o sl
50% of the mean wage of those (111|)|())((|. R1 107 per month and R13 287 per year

such an income would be povertv-ncutral in the houschold in the sense that they pay their own
wav but make no additional contribution to lifting that household out of poverty.

Ultimately; there is really no rigorous way to choose a low-earnings line. The best that can
be done is to be transparent and to explore sensitivity to the chosen line. The box below presents
the annual and monthly values for a number of possibilities. We selected the fourth option (R650
per month) for the sensitivity analysis, and Table 3.8 repeats all the share (Ivt'()mp()sili()ns at this
wage. The amount would enable a household of average size with the average numbers of
emploved and unemploved to carn the relevant houschold poverty income. Thus, there is a
positive household contribution built into this wage, but it is still clearly a low income. For
example, it is well below the RBOO mark that is the 25th percentile of actual wages or the 40th
percentile of wages if we include the unemploved as zero-carners.

The total figures (shown in bold) in “lables 3.7 and-3.8 offer a good starting point for dis-
cussing the results. Obviously, the total labour force (13,8 million workers) and the total number
of emploved workers (9,9 million) are the same in both tables. Of these, 45,6% of the labour
force and 25% of the employed are poor when the low-carnings line is set at R650 per month.
The respective figures fall to 32,56 96 and 7,25% when the line is set at R293 per month. Thus,
at this lower line most of the poor are unemploved. In terms of a straight head-count, 86,03%
are um‘mpl()v\"ul. This same number of uncnnploy&wl participants only form 619% of the working
poor at the higher line. As these uncmpl()ycd are, by definition, the poorest of all the partici-
pants, it is no surprise that the poverty share of the uncmployul rises sh.lrl)ly in both tables when

P, and P, are used as bases tor the shares calculation.
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TABLE 3.8 (CONTINUED . . .)

Vuriable/measure Number/share P, P, P, P,
Tertiary 12,77 10,08 282 3,03 3,37
Urban 61,73 12,6 44,05 51,26 52,02
Svmi—_urhdn 1,91 : 498 289 2,01 2,01
Rural 36,22 67,48 53,06 16,73 15,97

Employed
Total 9947208 2501 100,00 100,00 100,00
Alrican 61.79 13,36 82,42 83,55 84,48
Coowred 1197 30,41 1456 1344 12,53
Asian YY) 5,69 0.83 0,64 0,56
White ST Y T 2,37 243
Male 61,60 20,64 50,85 16,34 16,17
Feapls 38,40 32,01 T 5257 53,83
Alrican male 38,53  27.60 12,61 40,67 40,26
\_Iri«.m female 73..’(» N _4_’.81 - 3‘):] o :‘.88 11,22
No education 8,15 399 19,53 19,73 21,27
Primary education 131 51,21 43,09 46.12 o 47.39—_
Secondary : 30,37 oo 2686 2575 23,90
Grade 8 22,74 6,39 381 5,63 194
fertiars 6,43 3.2 S0 205 207
Uirban 63,81 12,74 33,66 3315 33,50
Semi-urhan 1,90 §I.IH_ _2.3() ) 3,50_ 2_,53
Rural - IEIRY 19,58 6391 6277 64,15
\griculture 12,73 327 36,78 31,58 31,62
Manbcuring 15.05 1237 74 593 595
Mining 406 191 14 087 0.87
Finance _(3.47 - 4,88 1,26 0,93 0,94
‘Wholessleand retil 1740 20,06 13.95 (10 11.20
Community 32,88 25 81 33,94 38,05 38,15
Other 08 1180 5,14 1154 11,57
Manager 5,74 o 103 0,98 1,08
Craftand trade 12,18 13,62 6,63 5,10 5,38
T\gricul(um] labourer 9,50 81,33 30,88 27,50 27,03
Banoticworker 707 81,25 23,29 25,69 2971
Union 29,02 6,71 7,79 5.25 5. 14
Non-union : _72.-68 319 ‘_)2,4_4 94,75 94.86
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Individuals in rural areas constitute close a third of the total labour force and the employed.
Yet, half of the poverty in the labour market and 73% of the poverty amongst the emploved is
rural. Thus rural areas are greatly overrepresented. Despite this, there are two aspects to lables
3.7 and 3.8 that caution against an exclusive focus on the rural dimensions of labour market
vulnerability. First, the rural share (by head-count) falls when the poverty line increases to R650
per month. Second, even at the lower poverty line, the rural shares fall signiticantly as the basis
is changed trom Py to P, and then to P,. This indicates that there are significant pockets of urban
unemployed and low-earners. These low-carners are the unregistered self-employed who were
highlighted in the earlier CDF analysis.

The last three blocks ot both tables offer further cross-sections on vulnerability within the
emploved. From the preceding discussion we know that these blocks are predominantly intra-
group insights about the determinants of vulnerability amongst poorly educated Africans. We
also know that this analysis still spans both males and females and rural and urban arcas. The
sectoral and occupational analyses complement each other. A full 85% of the low-carners work
in the agricultural and community service sectors. The occupational distribution shows that this
result is largely due to the shares of low carners that are agricultural labourers and domestic
workers (35% and 38%, re.s‘pcrti\-cl_\').'x As both of these occupations and sectors, as well as the
third major vulnerable sector (wholesale and retail), are non-unionised it is hardly surprising to
find that unions have a closce to zero share of low-carners at the low poverty line, This rises to an
8% head-count share at the higher line, corresponding to the increasing share of manufacturing

workers within the working poor.

Conclusion

This chapter has sought to show that important, useful and indecd graphically powerful infor-
mation can be gleaned by using the tools of poverty analysis to describe individual carnings in
the labour market. Rather than rely on median or, worse still, mean income levels, this Jn‘lll\'sis
has sought to understand more rig()r()usly the distribution of carnings and the extent and inci-
dence of low carnings in the labour market. While a choice of poverty line could have dictated
this analysis from the outset, the preferred option was to begin by using the tools of dominance
testing to understand the poverty-sensitive segmentations in the labour market. Thereatter, we
specified a poverty line in order to discuss the incidence of poverty in the labour market. We
then used two poverty lines to calculate poverty shares across difterent groups within the labour
market.

One of the key results here is that domestic workers and farm workers together are the two
most vulnerable groups in the labour market. Itis the importance ol these groups that correlates

with the total dominance of African and coloured race groups and the signiticance of women
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among the most vulnerable. The picture presented in this chapter has important implications for
the modelling of carnings. It strongly suggests that there are a number of ditterent labour mar-
kets in South Alrica. It seems clear that, for Africans and coloureds, unregistered self-
employment is qualitatively difterent from the formal sector. In addition, there are important
differences between men and women in the labour market. We have flagged the fact that the
processes determining labour force participation and selection into employment ditferby gen-
der. This is also true of the allocation into selt-employment and into occupations. We have also
flagged the potential importance of ditterences between urban and rural labour markets. The
importance of education, in turn, was powerfully displayed through the distribution functions.
[t appears, 1h()ugh, that education is more important in determining earnings than whether an
individual gets a job or not.

We have ensured that all labour market participants are extensively discussed in our analysis
by exploiting a particular strength of the FGT poverty framework: namely, its ability to integrate
the unemploved into the analysis of carnings vulnerability. This was fully reflected in our CDF
anal'\six and in the share (IL'('()IHI)()Sili()HS. However, in conclusion, it is iml)()rtant to r(‘cognisc
that this framework has not been broad enough to incorporate those who are not participating
in the labour market. It is clear from the discussion in the first part of this chapter that the
participation fault linc is a key aspect of vulnerability that should not be torgotten. We showed
that South Africa’s labour participation rates are extremely low. Moreover, the key correlates of
low participation are seen to be the same as those associated with carnings vulnerability. Thus,
in almost Cvery case, the analvsis of earnings is an understatement of \'ulnm'al)i!it_\', as it ignores

the (lcsl)cmlion ol those on the fringes of the labour market.

Notes

1. A more detailed discussion of our selection procedure for the employed and uncmpk)_\'c‘(l in the OIS

95 will be provided by the authors upon request.

N~

- At best, we can impute the size of this group from the questionnaire.

3. The largest subeategory here were those individuals who, upon saying that they wanted a job, reported
themselves as housewives who preferred not to seck work. These people numbered 113 729,
.1p|)roxim.\lc|_\ 2.7% of all those previously coded as un('mplu_\'c(l.

4. Unfm'luxmlcl_\; the OHS 95 does not break down the code for ‘Other’ in the questionnaire, which

would have been useful, given its fairly high share for African females in particular.

(V4]

- Some have argued that codes 7 and 8 should not be included when defining the unemployed. Both
codes, though, represent those individuals who, at the time of interview, still did not have a job. In
addition, code 8 also includes those who may have pr(‘\'i()usly undertaken training, a tact that would
not exclude them from being part of the unemployed. Uhinmtely though, the numbers of individuals
involved in these two codes is small enough to make little difference to the overall unemployment

rates derived.
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6.

9.

16.

18.

Statistics South Alrica has recently opted to publish the narrow definition as the official
unemployment rate. The evidence makes it plain that such a choice should not lessen the appreciation
ol the very low rate of labour absorption in the cconomy, in an environment of very poor olficial

uncmpl()\-mcnl insurance,

. The 35-hour weck is used as the cut-ofl” period between full-time and part-time work in the

(lm-slinnnairc.

. Given this, we use the terminology ol *low earners’™ and *working poor” and *low-carnings line® and

‘poverty-carnings line' interchangeably
¢ £ § )
The OHS 95 has a broad category for workers in elementary occupations, and the approach here has

been to extract those labourer categories deemed to be of interest in earnings analysis.

. Various informal occupations’ refers to individuals coded as general managers in enterprises such as

shebeens, taverns, spaza shops, butcheries, and so on.

. The PG is therefore calculated as P, = J'“’ (1 = Y/2) ()Y

. The choice of this Io\\'-carnings line is discussed later in this chapter. All the head-count results that

are discussed in here are taken from lable 3.7 (page 101).

. Given that three discrete distribution functions were generated, it was decided, ex post, to maintain

the three locational definitions of Statistics South Alvica, rather than opting for only a rural—urban

split.

. There are 50 subsectors within 9 major sector divisions and approximately 150 occupations withm

9 nmjnr ()('Clll)dl.l()n-ll gr()ups.
S

. The complete coverage of these sectors is mining and quarrying, manufacturing, agriculture, hunting,

~

[

li)l'csll"\ and l‘l.\'hing and, l‘ln‘l”'\‘ Nnancial intermediation, insurance, real estate and business services.
The number for managers would be biased downwards, in that we would include emploved persons
who are unregistered self-emploved and, thercfore, would not conform o the dlassic conception of
managers employ ed in the formal sector. Across all race groups, this class of managers number about

101 000 individuals.

. In all these calculations, national frequency \\~'cights were assumed and missing values for monthly

income were all omitted. The ()l‘iginal intragroup measures are available from the authors, as are the
actual weighted measures.

Note that the sample by occupation is incomplete in both tables, excluding individuals in other job
grades. An ‘other’ category, however, in representing skill levels across the job ladder, would have had

little meaning and was thus omitted.



MODELLING VULNERABILITY AND
LOW EARNINGS IN THE
SOUTH AFRICAN LABOUR MARKET

HAROON BHORAT
MURRAY LEIBBRANDT

Chapter 3 provided a detailed overview of the correlates of vulnerability in the South African
labour market using the methodologies found primarily in houschold poverty studies. One of the
key results of the chapter was to show that, in terms of the race and gender covariates, Africans
and females sere particularly disadvantaged in the labour market. In addition, Chapter 3 high-
lighted the importance of rural-versus-urban labour markets in explaining access to emploviment
and the quality of emplovment. The importance of education was powertully displayed through
the use of cumulative distribution functions (CDEs). It appeared, though, that education was
more important in determining carnings than whether an individual gets a job or not. Hercin
lies the limitation of this descriptive approach; it is incapable of comprehensively and simulta-
neously highlighting the different determinants and factors impinging on labour market selection
and carnings processes, The next step in such an analysis, therefore, is to combine these diftering
covariates, which we identily as important, into an econometric model. Such a model would
determine the relative importance of these covariates in explaining cach stage of the labour

market process, namely participation, cmpl()\ ment and earnings.

The modelling work in this chapter therefore flows directly from the descriptive discussion
of Chapter 3 in the sense that we use this analysis to formulate and specify our modelling work.
Given the large number of previous studies that model earnings in South Africa, it is also useful
to anchor our approach relative to this recent econometric work. Hence, the intention of this
chapter is twolold. Firstly, we undertake a comparative analysis of all the South African carnings
function literature, with a focus on the specification ot the models and their dittering treatments
of sample selection issues. Secondly, we propose and estimate a model of our own which

attempts to highlight the full dimensions ot vulnerability in the South Alvican labour market.
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Previous earnings function models in South Africa

The 1990s have produced a wealth of work on earnings function (sece Moll 1998; Mwabu &
Schultz 1996a, 1996b & 1998; Fallon and Lucas 1998; Winter 1998; Hotmeyr 1999; Lucas &
Hofmeyr 1998). This new literature has been spawned largely by the fact that a number of
reliable national sample surveys were conducted during the 1990s. The availability of these data
sets has for the first time encouraged the application of rigorous and econometrically sophisti-
cated analysis of South African labour market issues.

We have selected tour of these studies from this literature for turther discussion, as we feel
this is adequate to illustrate the type of choices that need to be made when modelling the South
African labour market. The selection also allows us to illustrate how our approach compares to
the existing literature. We summarise the methodology and the results of these studies in the box

on page 109.

To the uninitiated, it is hard to read across this literature and make comparisons. The major
rcason for this is the be\\'il(lcring array of differences in specification, conceptualisation, estima-
tion techniques and data. These differences are rarely discussed or justified. The four studics
presented in the box all use ordinary least-squares estimation techniques in estimating the carn-
ings tunction, and all but one use the 1993 South Atrican Living Standards Measurement Survey
(LSMS) data. Thus, to alarge measure we control for the differences due to data and techniques.
This allows us to focus on issues relating to specitication and conceptualisation.

In terms of specification issues, cach study makes different choices about whether to deal
with race, gender and location via dummy variables or via separate equations. Then there are
differences in how education, age and experience effects are captured. Some studies use a set of
dummy variables and interactive dummy variables for all of these explanatory variables. On the
other hand, education effects are also assessed through the use of splines.

For us, the choices are largely defined by the descriptive analysis in Chapter 3. This picture
revealed that the vulnerable are almost exclusively found within the African and coloured racial
groups, with the African group accounting for close to 90% of all low-carners and no-carners.
In our modelling we therefore confine our attention exclusively to African individuals. We also
know that within the African group females carry a larger than proportionate burden of low
participation, high unemployment and low earnings. In addition, low-carning African females
tend to be found in different sections of the labour market to males. Given these factors, there
is a strong likelihood that estimates based on aggregate African models are likely to throw up
average parameters that are not useful representations of either male or female groups. In addi-
tion, we explicitly want to compare African female and male models. Thus, in all instances we

run separate estimations tor African males and females.
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On the basis of this descriptive support, we are prepared to impose these restrictions. Such
restrictions are also in line with the more careful econometric work represented in the box. We are
contident, therefore, that they will improve the quality and usefulness of the resultant estimates.

Besides the racial and gender dimensions of vulnerability, the descriptive analysis in Chapter
3 also revealed strong rural and urban differences within both African male and female groups.
[t is important for our policy conclusions that we explore these difterences. Initially, we do so l)}'
estimating models for all Alrican women and all African men in which we include a rural and
urban dummy variable. We then go on to estimate scparate models for rural and urban arcas so
that we can compare the coefficients and statistically test for significance between these coeffi-
cients. Thus, in assessing rural and urban ditterences, we do not impose separate spcciﬁcali()ns
from the outset. Rather we assess the specilications as part of the estimation process.

These are the major choices that we make regarding our carnings cquations. As we explain
later, we estimate labour participation and emplovment equations along with our carnings equa-
tion. Each of these three equations includes certain explanatory variables that clearly pertain to
that equation and not to the others. However, our carlier descriptive analvsis makes it clear that
there are age, education and provincial aspects to labour market vulnerability at cach of these
three levels. All three equations will include a set of dummy variables capturing age and provin-
cial effects and a set of three educational splines that capture the returns to schooling at primary,
sccondary and tertiary level.

On the conceptual level, hardly any of the South African work spells out even a rudimentary
model of the South Alrican labour market as the context for estimation. Earnings function work
()nly makes sense against such a context, and part of the difference between the models must lie
in the fact that the earnings functions are set up, often only implicitly, in difterently defined
labour market contexts. We tease out this point through a close examination of the sample
selection equations that are used in each of the studies. Lach rescarcher chooses a sample selec-
tion equation based on a demarcation of the relevant sample (labour market) of the study as well
as the relationship between the subsample of carners and this broader sample. Thus, inspection
ot the interface between the earnings equation and the sample selection equation reveals much
about the overall labour market context within which the earnings function work is located.

We illustrate with reference to the four studies presented in the box. The most important
columns are the two reflecting the coverage of the carnings function and labour market sample
selection.

The Mwabu and Schultz (1996) stud)' is the most careful of all four studies in terms of’ testing
for the adequacy of different specifications for the carnings function. However, the focus of the
carnings function — formal sector earnings — is assumed from the outset and not derived. The
selection equation begins with all potential labour market participants. It includes an extensive

array of agricultural asset variables that are the hallmarks of a participation equation in a conven-
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tional developing country. However, the resultant selection term is insignificant in all but one of
the earnings tunctions and it is therefore omitted for the final set of earnings tunction estima-
tions. Indeed, as Mwabu and Schultz point out, these variables are jointly insignificant even in
the participation equation, thus raising some problems for the identification of the two-equation

model.

1o us, this insignificance is hardly surprising for two reasons. First, one of the legacies of
(= - (= (=

apartheid has been the decimation of any smallholder and subsistence l‘hrming classes (Lipton et
al. 1996). Thus, it is hard to conceptualise any clear relationship between these agricultural
assets and labour market participation. Second, the earnings equation is narrowly tocused on
formal sector carnings. This leaves participation in the labour market, sclection into employ-
ment and participation in the informal sector to be dealt with by the participation equation. We
would expect such a diversity of torms of participation and selections to be inadequately cap-
tured by a single participation equation. Lven assuming that all unemployment in South Atrica
is voluntary, and therefore indistinguishable from the decision regarding whether or not to par-
ticipate in the labour market, the participation equation also has to deal with the awkward issue
of participation in the informal sector versus the formal sector.

The Fallon and Lucas (1997) slud_\' covers a far broader section of the labour market in the
earnings function itsell: Formal sector emplovees, the self=emploved and part-time workers are
all included as carners. The sclection equation then selects from the chosen sample of all labour
market participants into this reduced sample of earners. The selection equation therefore covers
the selection from a pool of participants into carnings; that is, an emplovment—unemplovment
cquation. OF course, this makes the selection cquation coherent and inlcrcsting in its own righl.
However, this coherence is achieved at the cost of ignoring the issuce of participation in the labour
market and therefore using a narrower sample than the other studies. The employment probit
includes a set of variables defining *other houschold income’. These variables would usually be
thought of as factors influencing participation rather than tactors influencing employment. The
exception would be if unemployment were viewed as voluntarv. Fallon and Lucas clearly do not
believe this to be the case. However, this then leaves the participation—unemployment nexus
hanging in the air.

Winter (1998) offers a full analysis of participation in the South African labour market.
Indeed, it was her clear documentation of the importance of South Africa’s very low participa-
tion rates and the gender and racial biases in these participation rates that informed our insist-
ence in this study that participation is one of the aspects of labour market vulnerability in South
Africa. Having provided this exhaustive analysis of participation, Winter uses her earnings func-
tion work to document the importance of earnings discrimination by gender in the South African
labour market. The focus of this carnings analysis is on formal sector workers. In estimating

carnings functions by gcndor. she does not include a sample selection term. Indeed, she could
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not, as she has provided extensive coverage of participation but no coverage of unemployment.
She has left the selection into employment unexplored and theretore has a missing subsample in

her labour market.

Like Fallon and Lucas, Hofmeyr (1999) attempts to capture all carners within the ambit of
the earnings function estimations. l—I()fme/vr uses the same carnings categories as Fallon and
Lucas, but goes further by splitting formal sector workers into unionised and non-unionised
sections. However, Hotmeyr differs from all previous studies in his approach to selection. He
sets up a full sample of potential labour market participants and presumes that they are allocated
into one of his four categories of carners or into unpaid houschold help (helping another house-
hold member who is self-employed) or into no employment. This selection is done simultane-
ously in a multinomial logit allocation equation in which ‘no employment’ is defined as the
default category. It is interesting to see how the characteristics of those allocated into the carn-
ings scgments differ from those without employment. However, it needs to be stressed that *no
employment” covers non-participants and unemploved. Thus, the model cannot provide useful

information on either |).‘|rlic'i|)ati()n or on uncmplm'mcm.

The original rationale for such a multinomial logit model is an occupational choice model
(Rov 1951). Holmeyr is well aware of the fact that the South African labour market offers an
uncomfortable context for such a choice-theoretic view of the allocation process. He wants the
model to cover both supply and demand elements and therefore choice and constraints from the
individual point of view: It is not clear that the model is up to such a task, as is evidenced by the
fact that the model allocates many individuals to incorrect segments ol the labour market.

Hopetully this review of four recent cconometric studies will provide a relevant and usctul
context tor the presentation of our approach to modelling. Our special focus is on the valnerable
in the labour market. Preceding empirical work in this book has made it quite clear that vulner-
ability needs to be defined in such a way that it encompasses labour market participation and
selection into employment, as well as the determinants of earnings. The biggest conceptual issue
that we face with regard to the formulation of our modelling is to give detailed attention to all

three of these stages in the labour market.

The model set-up

Our model structure deals with these stages sequentially. First, we begin with a tull sample of
potential labour market participants and estimate a participation probability model. Then, for
the reduced sample of labour market participants we estimate an employment probability
model. Finally, we estimate an earnings function using the sample of employed Africans. Such a
sequential model can be loosely justified by the assumption that labour market participation and

employment are first-choice activities of all potential labour market participants and that we are
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theretore modelling a rationing process. The participation equation attempts to throw light on
the key factors selecting participants. Once the participants are determined, the second stage
models the employment allocation process. The final stage models earnings of those who suc-
ceed in obtaining employment.

This is certainly a plausible South African scenario, particularly for the employment—unem-
ployment step between participation and earnings. We argued above that other econometric stud-
ies of the South African labour market have tended to blur the distinction between participation
and unemployment in their selection equation. While this is not particularly important if the pur-
pose of the exercise is to cleanse the earnings equation of sample selection problems, it is of no
use it the purpose of the analysis is to examine the determinants of participation and employment.

Such analysis is particularly important in the South African context because of the debates
that exist over usage of the narrow versus the expanded definition of unemployment (1ILO 1996;
Nattrass & Scekings 1998)." In discussions over the two unemployment definitions, insutticient
attention has been given to the fact that a movement from a broad to a narrow definition of
unemployment involves an assertion that discouraged workers are not participating in the labour
force.” Thus, the subsample of unemploved shrinks to the narrow definition and the subsample
of participants expands to take in the discouraged work-seckers. By distinguishing between par-
ticipation and unemployment, we can assess the difference that the changv in definition makes
to both participation and unemplovment.

Related to the narrow-versus-broad unemplovment issue is the question of voluntary versus
involuntary unemplovment. All analysts recognise that unemplovment is predominantly invol-
untary in South Africa. Even more important is the tact that the unemployment questions in all
recent surveys are designed to select from the sample ol potential labour market participants
those who want jobs but do not have them. Thus, the survevs themselves are structured to
capture the involuntarily unemploved. Yet, as pointed out earlier, the earnings tunction literature
in South Africa has tended to present a messy interface between participation and unemploy-
ment in their selection equations. Indeed, given that most selection equations are starkly framed
in terms of participation versus non-participation in the labour market, it is only by assuming
that unemployment is voluntary that the specilied selection equations can be made tenable. By
including both participation and employment equations in our work, we are clearly (leﬁning
unemployment as a state that occurs despite a decision to participate in the labour market. It is
theretore clearly involuntary.

Our estimation starts out with a full sample of potential labour market participants. It then
shrinks the sample to cover actual labour market participants, and then shrinks the sample tur-
ther to cover earners. It is now well established in the labour economics literature that the
estimates derived in the employment model and in the earnings model may be biased because

of the fact that they are both based on non-random, reduced versions of the original sample of
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potentially employable Africans (Heckman 1979). Thus, in all versions of our modelling we
control for the possibility of sample selection problems. We use a probit maodel to estimate our
participation equation. Then we use another probit model to derive employment probability
estimates conditional on the characteristics of all labour market participants and conditional on
the fact that these are the actual participants taken from a full sample of all potential participants. Then we
derive estimated earnings coetlicients conditional on the individual characteristics of the earners
and conditional on the fact that these carners are a subsample of all lubour market participants and an even
smaller subsample of potential participants.

In cach instance, we use the Heckman two-step approach to cope with the sample selection
issue (Greene 1993; Breen 1996). Having estimated the participation probit, we use these esti-
mates to derive our estimate for the inverse Mills ratio (lambda) for inclusion in employment
probit. It is the inclusion of this lambda that allows us to make the employment probit condi-
tional on positive participation. We then use the estimates from the employment probit to derive
a new estimated Mills ratio, reflecting selection into earnings. The inclusion of this second
lambda in the ecarnings equation makes the carnings equation conditional on participation and
selection into emplovment. It seems plausible to argue that the selection into employment and
the determination of carnings tor those employed are simultancous processes rather than
sequential ones. We also allow for this possibility by deriving another set of estimates for the
employment probability model and the earnings function based on a single, integrated maxi-
mum-likelihood model.

One of the strcngths of a clear delimitation of the participation, emplovment and carnings
stages in the labour market is that it facilitates the selection ol a coherent set of variables for cach
cquation. For examplc. as mentioned earlier in the discussion of Fallon and Lucas (1997), it is
l}‘nirl_v common to sce houschold variables in an ¢ mployment—unemplovment probit. However,
such variables would normally relate to a participation process rather than an emplovment proc-
ess. Thus, our participation equation includes a full sctof houschold composition variables by
age as well as variable reflecting income from other household members (and the square of this
variable to allow for non-linearities). In terms ol the two-stage selection model, these houschold

variables identify the lambda that is included in the employment probit.

The employment equation therefore only contains information about the personal charac-
teristic of cach job-seeker (age, education and location). As these variables are all also plausible
explanatory factors in the carnings function, this raises a tricky identification issue in terms of
the sclection lambda that is derived from the employment probit for inclusion in the carnings
equation. There are two factors that lead us to suspect that this is not a problem in our estima-
tions. First, age would seem to be important in the employment—unemplovment equation,

whereas potential experience (and potential experience squared) would appear to be the more

relevant age-related variable for the carnings lunction. Thus, age elfects are specified differently
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in the two cquations. Second, the lambda carried through into the earnings equation incorpo-
rates the first lambda from the participation equation as an identitying explanatory variable. This

lambda is an additional variable in the emplo\'mcnt equation.

Data issues

Thus, there seems to be a comforting degree of agreement between tidy econometric practice
and the type of labour market that we estimate in order to capture the key aspects of labour
market vulnerability in South Africa. However, it would be disingenuous of us not to conclude
this section by clearly spelling out the constraints that the data have imposed on our modelling.
One key limitation is the inability to use the survey data to demarcate clearly an informal and a
formal sector. Models ol segmentation in developing countries give explicit attention to these
carnings scgmentations (Glick & Sahn 1997, Heckman & Hotz 1986 and Andersson, undated).
We cannot do this.’

Yot (lcs('ripli\c analysis highlights the fact that, tor Africans, scli'—cmpl()_\-mcnt clearly ofters
inferior carnings. However, further analysis showed that it was African female domestic workers
who dominated thicsself-employment category (Bhorat 1999). As we are estimating separate
carnings cquations by gender with full sets of sectoral and occupational dummy variables and an
explanatory variable tor hours worked, this s«-lf—vmpl())mcnt cttect will be .1(lvqualcl_\' captured
in the female carnings equations.

Our participation equation is also far from perfect. Itis common to detine potential labour
market participants by age (16-65). This is the definition used in carlier descriptive analyses in
this book. THowever, if we tollow through with this definition here, then the non-participant
subsample is dominated by young adults who are still in education. It might be the case that some
young adults are staving in school because of poor employment prospects in the labour market.
However, given South Africa’s high repetition rates and educational backlogs, the routine school-
leaving age is also well above sixteen years. Such people are not potential labour market partici-
pants. That said, it would be distortionary to deal with this issue by raising the age of labour
market participants as not all young adults are in school. Indeed, this same age cohort represents
a high youth unemployment problem that is a key facet of the modelling work. Thus, our solu-
tion is to remove all people who are in education from the sample.

This significantly reduces the subsample of non-participants. As Table 4.1 illustrates, the
number of participants enrolled in education is just over four million, accounting tor close to
one-quarter ol all potential African labour market participants. In our derivation of labour mar-
ket participants, then, we firstly exclude those in the last three categories, being either retired,
permanently disabled or unclassified.

For African temales, there remain a largc number of n()n—participants who are engagt‘(l in

home production, but there ave very few males in this category. The structure of the
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When we adopt the narrow definition of unemployment, male non-participants are domi-
nated by discouraged workers and female non-participants are a mix of discouraged workers

and women engaged in home production.
LR -

There is one final data difticulty in the participation equation. It is not possible to attribute
children to specific parents. We include a variable capturing the number of children in the
houschold, but this is certainly onlv a loose proxy for the influence of own children on partici-

])ati()n.

Model results

Tables 4.2 to 4.4 present the influence of the different covariates on the probability of participa-
tion and emplovment, as well as on the level of earnings of the cmplove(l. For the covariates
which are dummies, the following are the referent variables:

[ocation:Urban
Age:16-24
Province:Western Cape
Scctor:Agriculture

<

Occupation:Farm worker

Llnion status:Union member

As explained above, the cquations are all run for African individuals only. In addition, separate
male and female equations are estimated for both the expanded and strict definitions of unem-
plovment. The kc)' results for participation, employment and carnings, respectively, arc pre-
sented in Tlables 4.2, 4.3 and 4.4, “Table A-9 through Table A-14 in the Appendix represent the

output when all of these models are re-estimated separately tor rural and urban areas.

Participation equation

Table 4.2 presents the results from the participation decision in the labour market. The urban
dummy variable is significant for females, but not for males, across both the narrow and
expanded definitions of unemployment. Hence, for temales, living in an urban area increases the
probability of participating in the labour market, while for males location has no bearing on their
participation decision. Further evidence in this regard comes from the Table A-8 and Table A-9
in the Appendix. These tables present results for male and female participation equations in
urban and rural arcas. The coefticients in the male equations in both urban and rural areas are
very similar to each other and to the coefficients in the aggregate model. It would seem that there
are no notmvorthy difterences in male participation in urban and rural areas. However, this is
not al\\ra'\,'s the case with African temales, and we will highlight these differences in our discussion

below:
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The education splines suggest that schooling is an important variable in determining whether
or not individuals participate in the labour market. For African males, according to the expanded
definition, both primary schooling and secondary schooling have a positive bearing on the par-

ticipation decision. Surprisingly, having tertiary education does not appear to influence the deci-

g
sion to participate or not. This insignificance could be due to the relatively small share of African
males with tertiary education (6,5%), coupled with the fact that this level of education will not
determine a decision of whether to enter the labour market or not. However, with a switch to
the narrow definition of unemplovment and the consequent reclassification of the discouraged
workers as non-participants, all three splines become significant. The signil‘imnl tertiary variable
here implies that tertiary education greatly increases the probability of being emploved or of
being an active job seeker relative to being one of the discouraged work-seckers who now dom-
inate the non-participants.

For females, the education splines are slightly different. Only secondary education is signif-
icant tor the expanded definition, while tor the narrow definition, secondary and tertiary
schooling is significant. As with males, a small percentage of females have tertiary cducation.
Remembering that the non-participants here include discouraged work-seekers, the data shows
that of the female non-participants by the narrow definition, only 19% have tertiary cducation
compared to 11% for participants. Again, the possession of svc()n(l.n"\ or tertiary education does
distinguish females who are emploved or actively searching tor employment from those who do
not participate.

The above suggests that education is important in determining whether an individual partic-
ipates or not. However, its significance scems to increase when using the narrow definition of
unemplovment. This is manifested in much better educational qualifications amongst partici-
pants relative to non-participants when non-participants are dominated by discouraged work-
seckers.

The age dummy variables are all signiticant, barring the case of females 46—=55 under the
expanded definition. In addition, all significant coefficients have the same positive sign, Imrring
the case of temales 56—65 under the expanded definition. In other words, the age dummies
suggest that the probability of participation increases tor all age cohorts relative to the youngest
cohort, namely 16-25 years. This is not a surprising result, as those adults who are older are
more likely to have a job or to be seeking a job, irrespective of the definition of unemployment
used. Flowever, the fact that this age effect strengthens with a move to the narrow definition of
unemployment is alarming, as it suggests that a signiticant proportion of the youth cohort are
discouraged work-seckers.

While not presented in ‘Table 4.2, the equation also included a full set of provincial dummy
variables. These dummies generally had similar results across the gcn(lers and definitions. Prov-

inces  with significant results were the Northern  Cape, KwaZulu-Natal, North  West,
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With the exception of adults older than 60 in the female expanded equation, the ‘number
of adults’ variables are all significant. What is interesting, though, is that in most cases the coel-
ficients are negative. This indicates that the presence of a greater number of adults in the house-
hold acts as a deterrent to participation in the labour market. For females, though, the signs are
positive when considering the number of female adults aged 16-59 in the home. In other words,
by both definitions of unemployment, females are more likely to participate in the labour market
the larger the number of working-age women in the home. This fact may be picking up those
women involved in home production, who, because they will not be participating, cause other
temales to participate in the labour market. The more working-age males in the home, though,

the less likely are women to participate.

While the larger the number of aged in the home causes the probability of participation to
fall for males l)}«' both definitions, this is not true for females. For females, the expanded defini-
tion estimate is insignificant, while the narrow definition is signil'icant. These results in gcncral
suggest that for males and females, the presence of an aged person (in all likelihood, a pensioner)

acts as a deterrent to participation in the labour market.

Finally, the houschold income variables are both significant across genders and definitions,
with the same negative sign. It is evident that the greater the value of other houschold income
available to an individual, male or female, in a household, the more likelv it is to reduce the
probability of their participation in the labour market. In other words, access to income within
a household is an important determinant in an individual's decision to participate. However, the
small but positive values for the houschold income squared coefficients suggest that eftect is

(lampcncd as income increases.

‘lable A-9 and Table A-12 in the Appendix show that, in a lew key areas, the aggregate female
participation patterns that we have discussed above have blurred important rural—urban difter-
ences. We highlight two cases. First, the education results for urban females are stronger than
for the whole sample of females. Thus, for urban women under the expanded definition, only
primary schooling is significant in increasing the probability of participation. For the narrow
detinition, all three educational splines are signiﬁcanl. This would suggest that, for urban
women, their educational qualiﬁcations are a more important determinant of their decision to
participate, when compared with the sample of all females. Second, for urban women, the pres-
ence of children between the ages of cight and fifteen is not significant in determining partici-

L= L= L= L=
pation, across either definitions of unemployment. This would suggest that in urban labour mar-
kets, women are less likely to give up a job or stop searching tor a job due to older children being
in the home. It may also reflect a work life-cycle phenomenon, in which women re-enter the
labour market after rearing the children at home. Noticeably, this is a purely urban characteristic,

as this variable is negative and significant for rural females.
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Employment equation

Having considered the determinants of participation, we retain the sample of those individuals
who decide to participate, and in turn estimate the probability that these participants will find a
job. The results from the employment probit are presented in “lable 4.3. Maintaining consistency
with the participation models, we also estimated separate employment equations for urban and
rural areas. These estimations are reported in Table A-10 and “lable A-13, respectively, of the
Appendix. Note that there were too tew narrowly unemployed females in urban areas for the
urban, female emplovment equation to generate a set of estimated coetficients.

Many of the variables in the employment equation are the same as those included in the
participation equation. However, we do not include household structure or household income
variables in the employment equation. As discussed earlier in this chapter, the employment equa-
tion is set up to capture the rationing process through which jobs are allocated to some of those
who are seeking work. The household variables are seen to influence the decision to seek work
but not the process of finding cmplovment.

We begin with the last variable first. The coefticients tor lambda are significant tor males and
females for the narrow definition, but under the expanded definition, ()ﬂ])' for males. Lambda
represents the inverse Mills ratio, and is a measure of the selectivity bias in the sample. The
signiticant results suggest that sampling bias did exist in the sample and needed to be corrected
for through the inclusion of lambda. Labour market participants do not look like a random
sample chosen from all of the economically active population. This difterence is particularly
acute when participants are defined based on the narrow definition of unemployment.

The location results show that, for African males across both definitions, living in an urban
arca reduces the probability of being emploved. For females, the result also holds tor the narrow
definition of unemployment. Given that employment opportunitics present themselves over-
whelmingly in urban areas, the negative coetficients would seem to be surprising. Table A-10 and
Table A-13 in the Appendix allow us to unpack this a little further. These tables contain figures
for the actual and estimated probabilities of employment in urban and rural areas, respectively.
It can be seen that both ol these probabilities are very close for urban and rural arcas. The
predicted probabilities of employment are based on an average set of characteristics tor urban or
rural work-seckers, respectively. The mean values for all variables shown in Table A-10 and Table
A-13 indicate that the average rural work-secker is not as well-educated or as well-located as the
average urban work-secker. The marginal ettect of the urban—rural dummy variable in Table 4.3
is based on an average set of characteristics tor the combined urban and rural sample. Thus, it
assesses the probability of employment for an average worker who has characteristics that lie in
between those reflected in the separate urban and rural estimations. This worker has less favour-
able attributes than the average urban worker does and, for such a person, rural areas offer a higher

probability of employment.
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The education splines firstly show that, across both genders and detinitions, the possession
of primary schooling or less reduces the probability of finding employment. Indeed, for females
by the narrow definition, this negative coefficient holds for secondary schooling as well. In con-
trast, the coeflicient for tertiary education is positive across both genders and definitions. Col-
lectively, the education splines indicate that individuals with lower levels of education have less
of a chance of getting a job than those with high-level, and specitically tertiary, education. This
analysis conlirms time-series labour demand analysis done elsewhere on the South Alrican
labour market. Such studies indicate that labour demand patterns reflect a growing demand for
highvr—skilk'(l labour, and stagnant or (|0('|ining demand tor less skilled workers (Bhorat & H()(lg(‘

1998).

The age variables, as with the previous equation, are not surprising, as they show an increased
probability of emplovment in older age cohorts relative to those in the 16-25 group. This
reflects the large number of vouth who are unemploved. The insignilicant results for all except
one age cohort for males by the narrow definition may be picking up the large number of dis-
couraged work-seckers who are fairlv evenly distributed across these age groups. The provincial
results are mixed. Some of the provinees, such as the Northern Cape and KwaZulu-Natal, vield
mosthy insignificant results. However, Afvican males in Gauteng have a greater probability ol
finding emploviment than their counterparts in the Western Cape. The parallel coetticients tor
lemales, (huugh. are inaignil'imnl. The Northern Provinee, one of the poorest provinees in the
country, )'it‘l(l_s positive cocllicients except lor females l)) the expanded definition. One factor
that may b inllucming these results is the largo coloured labour force in the Western Cape,
which means a much lower share ol African employment in the province relative to the rest of
the country. Indeed, while the Western Cape accounts for 14% of total emplovment in the

country, the province accounts for only 3% of African emplnymc nt.

We have already relerred to the separate urban and rural employment estimations that are
presented in lable A-10 and Table A-13 in the Appendix. We conclude this section by noting
further interesting results from these tables, For males, tor example, secondary education is seen

g I

to be important in predicting emplovment in urban labour markets. The insigniﬁcancc of sce-

ondary education in the aggregate male employment equations therefore reflects the lack of

significance of secondary education in rural arcas. Contrary to these mived results for secondary
sclmoling, across all tour equations in both urban and rural arcas, tertiary education is crucial
in predicting cmpl()'\'mc‘nl. N()licmhl_\; the etfect ()I'l)rim‘u"\ sch()()ling or less is weaker in rural
arcas. The location cuts also show more consistent results for the provincial dummices. Along
with Gauteng, the Western Cape is seen to be the most favourable location for rural work-
seckers. However, this is not as clear-cut tfor urban work-seekers, especially when discouraged

unemployed are not included as labour market participants.
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The earnings function

Table 4.4 presents the earnings function for all those employed, by gender and again by the two
detinitions of unemployment. The move from narrow to expanded detinition of unemployment
does notattect the classitication of earners but only the sample sclection variable (lambda) in the
carnings tunction. Thus, the results of the estimations do not and would not be expected to
differ much by the choice of narrow versus expanded unemployment. However, as employment
and earnings were estimated together in one maximum-likelihood process, we continue to
report the two sets of carnings estimates. Once again, we report disaggregated urban—rural
equations in Table A-11 and Table A-14 of the Appendix. In all estimations, carnings are meas-
ured by the log of the monthly total wage earned by individuals, which is the manner in which
the survey reporfcd total pay.

From the results, it is clear that being in an urban arca increases the carnings of the
emploved. Itis an effect that holds true for males and temales and for both definitions of unem-
plovment. The education splines are particularly interesting. They show that, for African males
and females, cach vear of primary schooling and secondary schooling is important in increasing
earnings, but that cach year of tertiary education is not. Table A- 11 and Table A- 14 in the Appen-
dix show that the insignificant impact of tertiary education holds true for the disaggregated
urban and rural estimates as well. Hence, while tertiary education has been shown to be crucial
in determining whether an Alrican individual gains vmpl()_\'nu-nl, it is not relevant in ]n'v(liating
the level of carnings. Notice that the rates of return 10 secondary schooling are in cach case
higher than the returns to primary schooling or less. Hence the return to carnings of one addi-
tional year of secondary schooling ranges from 8,1 to 10,9%, while in the primary schooling
case, the figures are 3,5% and 5, 1%. Furthermore, the returns to males on secondary education
arc higher than for females, but lower than females in the case of primary education. Males also
get highcr returns to education in urban areas than in rural arcas, but the returns to females do
not appear to ditter in this way.

The provincial dummics show that African individuals in the Eastern Cape, Northern Cape
and Free State, in all cases, are likely to carn less than their counterparts in the Western Cape.
The differential ranges from about 1% tor males in the Eastern Cape to 56% for females in the
Free State. The coelticients for both males and females appear to be relatively insensitive to the
two unemployment definitions. The Northern Province is the only other province where the
results are all significant. However, in this case, the coefticients are all positive. This seems con-
trary to poverty estimates of the province which place it far below the Western Cape. However,
what this may suggest is that for the African employed, the Northern Province offers better
earnings potential than the Western Cape. Indeed the mean wage in the Western Cape is only
about half that of employees in the Northern Province. The urban—rural estimates add needed

detail to this picture. It is not the Northern Province as a whole that offers better carnings but
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urban employment in the Northern Provinee. Indeed, for rural Northern Provinee and all other
provinces, average earnings are signiﬁmnlly lower than in the Western Capc.

The sectoral dummies show a strong and clear pattern: relative to agriculture, all the African
emploved carn more on average. This result holds true for both males and females and according
to both definitions. For males, the ranking of the largest wage diflerentials does not alter by
unemployment definition. The sector which pavs the most relative to agriculture is electricity,
where individuals earn about 88% more than those in farming. This is followed by transport,
community and social services and finance. The l'clali\'cly low ranking of finance, given that it is
nali()nall_\' the highcsl—pa)'ing sector, is duce to the low representation of African workers here.
For lemales, lh()ugh, finance does rank highcr. nllh()ugh the differential = at about 47% — is
lower. The ranking change lor femalesis due to the low ranking of community services, where
females carn only about 36% more than women in agriculture. This can be explained by the large
number of female basic service workers, |)Jl'li(‘ll|dl'l} domestic workers, in this sector. Note that
for the two large emplovers in the ¢conomy, mining and manufacturing, male workers will tend
to carn 60% or more than those in tarming, while for females the ditterential is much smaller,
at about 25%.

The results by occupation show that for the skilled occupations (managers, professionals and
technicians), these individuals are likely to carn between 47 and 76% more than agricultural
labourers. As we move to the semi-skilled occupations (clerks, service and sales, skilled agricul-
ture, craft workers and machine operators), the differentials are smaller. Henee, for these occu-
pations, individuals of identical characteristics carn between 15 and 22% more than farm work-
ers. In the unskilled category, though, the results are slightly different and, in some cases,
surprising. For temales, houschold domestic workers carn about 36% less than farm workers.
The coefficient tor male labourers in manufacturing, though, is surprising. Male labourers in
manufhcluring are seen to carn about 6% less than male farm labourers. For temales, 1h()ugh‘
mmul(h('luring labourers carn more. Hence, it would seem that the often perceived higher wage
for unskilled workers in manufacturing industry is driven by the wage differential between
women, and not men, in these two sectors. One can see these same forces and a similar logic
operating in the case of domestic helpers. The negative mining labourer coefticient for males
(expanded definition) may reflect the fact that the mining industry’s average skill levels have
been increasing in the last decade. Hence those at the bottom have found their wages lagging in
preference to those higher up in the internal labour market. Indeed many of the workers in the
mining industry would be in the semi-skilled categories.

The union-wage cl.!'cct is shown here to be about 209% for males and m.n'ginall}' higlu‘r, at
21%, lor lemales. This is substantially lower than the cross-section estimate of Fallon and Lucas
(1998), where the ditferential was over 50%. However, their time-series analysis delivered an

estimate in the range of 25 to 35%, which is more in agreement with the number here. It cannot
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be doubted, though, that union membership is associated with significantly higher earnings for
African workers. “lable A-11 and “Table A-14 in the Appendix reveal that there is a particularly
strong union effect in rural arcas. The union premium is about 23% tor males and 30% for
females.

The experience variable indicates that an additional year of experience generates a return to
carnings of about 3% for African males. For African females, the return is lower, at about 2%.
The log of hours worked is signifticant for both genders and definitions. The cocetficients suggest
that an increase in the percentage of hours worked will increase carnings by between 10 and
12%. This is quite important as it indicates that an important determinant of earnings is the
hours that the African employed are working. “Table A-1'1 in the Appendix suggests that, in urban
arcas in particular, the returns could be quite l\igh should males or females opt to work more.
This finding is particularly noteworthy, as the previous chapter has shown that nearly all of the
carners in the sample are working close to a 40-hour week. Thus, this finding is not contingent
on the presence in the sample of a significant number of part-time and infrequent workers.

Finally, as with the emplovment equation, the Mills ratio is shown to be significant and neg-
ative for all cases. There was therefore a sample selection bias, which was corrected for. The
samiple of carners is not a random selection of people drawn from the pool of participants. The

significance of fambda once again vindicates the selection procedure utilised here.

Conclusion

This study has tried o be as meticulous and transparent as possible in modelling the labour
market. The short review of other models highlighted their strengths and drawbacks, while also
offering the reasoning for the methodological approach taken here. Perhaps the strongest point
to emerge from the methodological section was the insistence on a very carctully managed,
three-phase labour market selection procedure, from participation to employment and then to
earnings.

The participation equation showed that discouraged workers are statistically closer to the
non-participants than to the narrowly unemployed. This strongly suggests that those scarching
for emplovment are more likely to get a job than those no longer scarching, and therefore hints
at the importance of structural unemployment in understanding the participation decision.
What makes this finding so bleak is the tact that many of the youth are already in this non-
searching category. Our employment analysis showed that the rural and urban unemployed have
different characteristics but similar probabilities of getting employment. What is important
about this is that it highlights an asymmetry. Urban work-seckers could take rural jobs but, on
average, rural work-scekers do not have the characteristics to compete in the urban job market.

Rural work-seekers should thus be l()()king for work in rural arcas. This suggests also that spatial

7
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rigidities are essential to understanding employment creation in the domestic economy. The
significance of the sample selection terms in the earnings functions also make it clear that those
who get employment are ditferent from those who try and do not. The key differences seem to
be age and education.

Across the equations, the age and education variables are important determinants. The age
results for the participation and employment equation reflect in difterent ways the importance
of vouth unemployment. In the participation equation, the older age cohorts all have a higher
probability of participating than do the youth. In turn, the stronger etfect in the narrow defini-
tion case points to the significant proportion of the youth who are discouraged job-seckers — a
fact which has important policy ramifications. The employment probit again suggested that the
vouth were the least likely to gain emplovment relative to those in the older age cohorts. The
operation of the labour market appears to be stacked against new entrants, and the only wav to
counteract this is for new entrants to embody characteristics that are significantly better than the
average worker already in employment.

The education results showed very interesting variation across the three cquations. Hence,
while the non-tertiary education splines tend to be significant and positive in the participation
cquati(m, the non-tertiary splint‘s are negative in the cmplnynwnl estimation. This suggests that
while non-tertiary education levels tend to increase the probability of participation, these levels
are not sufficient to ensure employment. This is a result that matches well with the cconomy’s
current and, in all likelihood, future labour demand patterns, where lirms® specitications are
directed primarily toward highly skilled workers in the economy. However, it is clear that for
those who already have a job, the returns to schooling operate as expected, with secondary
schooling vielding a higher rate of return than primary schooling. The fact that we have concen-
trated so heavily on the vulnerable was shown l))_' the insignificant tertiarv coetlicient, indicating
very low levels of schooling amongst the African workforce. Essentially, though, the results across
the equations show that education levels operate ditferentially at each phase of the labour market
process.

Through our use of a three-phase model and concentration on the most vulnerable in the
labour market, this chapter has added value to the burgeoning carnings tfunction literature on
the South African labour market. In addition, the results obtained, particularly in the case of
covariates such as location and education, ofter some¢ important background information ftor
|)()li('}'-x11i1k01's interested in the problems of and solutions to long-term sustainable emplovment

tor the domestic economy.

Notes

L. The formal distinction between these two categories is extensively discussed in Chaprer 3.
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2. The 1.0 (1996) argues that there are so many discouraged workers that they must be doing some-
thing. In other words, the ‘discouraged worker® category is an artifact of inaccurate survey work. This
is a plausible argument for some survey data sets. However, as argued in Chapter 3 and in Bhorat
(1999), the OHS 95 gives scrious attention to these issues and we would therefore argue that the
patterns are robust vn()ugh to accept. It is interesting to restate the central conclusion of our carlier
review ol the unemployment issue. In OHS 95, the ‘discouraged worker” category is notably smaller
than previous estimates but_the narrow unemployment category is larger. This suggests that part of
the inaccuracy of earlier survey work may have involved an inaccurate capturing of search activity.

3. Our review of Fallon and Lucas (1997) and Hofmeyr (1998) showed that the LSMS data is similarly
flawed when it comes to an analysis of the informal sector. It would appear therefore that there is no
data set that can be used to explore formal sector/informal sector interactions in South Africa. The
problem of uncovering the informal sector in the OHS 95 data set is taken up in Chapter 3 and Bhorat
(1999).
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HOUSEHOLD INCOMES, POVERTY
AND INEQUALITY IN A
RULTIVARIATE FRAMEWORK

MUFRRAY LEIBBRANDT
INGRID WQOLARD

In previous chapters, we have provided detailed descriptions of South Atrican poverty and ine-
quality, and used established poverty and inequality decomposition technigues to further the
analysis. Wherever possible, we have tied our analysis to the role ol the labour market. What
remains is to provide a sense of the importance of the key correlates of poverty and inequality
relative to one another. Is the provincial impact more important than the rural—urban divide in
terms of location factors? 1s it possible to compare the impact of state welfare assistance relative
to educational interventions? Which education interventions scem to provide the best return?
How large is the burden of unemplovment on houscholds? What contribution will emplovment

creation make to houschold poverty and inequality?

All of these questions are important policy issues in South Africa, and this chapter provides
a framework to address them. Such an exercise requires an integrated houschold earnings gen-
eration model which includes all of the key correlates and indicates the relative importance of
cach one. This necessitates a multivariate approach based on a model of the determinants of

household income.

Such an approach is common in the labour cconomics field, where an carnings function
serves as the basis for much of the empirical work that is done on the relative importance of
various factors influencing individual carnings and carnings incquality (Willis 1987). Flow-
ever, we apply this approach to houschold incomes rather than individual earnings. There are
far tewer precedents for such work (Glewwe 1991 and Ravallion 1996). The best-developed
literature in this spirit uses binary dependent variable models to look at the factors deter-
mining w hether households lie above or below a poverty line. These poverty regressions have

been a standard part ()f'an)' World Bank country poverty profile for the last ten vears. How-
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ever, such regressions form only part of what we need to do here. We are interested in four

the determinants ol houschold income:
whether these relationships are stable across deciles:
the determinants of household poverty status (the poverty regression issue); and

the contribution ()f(‘.\:planal()r\r factors to houschold income inequality.

Econometric issues

Estimation issues

Ihe sequencing of these questions ties in well with the methodological appr()achcs raised in

previous chapters. We derived poverty and inequality indices and decompositions from a frame-

work that started by focusing on the full distribution of houschold income, either in the form of

a cumulative distribution function (poverty) or a Lorenz curve (inequality). Here, we start with
houschold income before looking more closely at poverty and inequality. The estimation of the
first three models requires the use of techniques that are well established in the literature and
can therelore be brictly dealt with here. The fourth technigue is new and will be discussed in

more detail.

We mativate for the use of per capita income as the appropriate dependent variable. Having
decided on this, we estimate the pereentage contribution to per capita houschold income of our
explanatory factors by regressing the log of houschold per capita income on these factors.? This
is a houschold analogue to the literature on individual carnings functions. The estimates are
presented in “lable 5.1, Houschold incomes are definitely not normally distributed in South
Africa, but are closer to being log-normal. This provides one justification tor the use of a logged
form of the dependent variable (Willis 1996). However, the ordinary least squares procedure
gives heavy weighting to the mean values of the dependent and explanatory variables in estimat-
ing coclficients. Again, the fact that the distribution of income is generally skewed and that our
particular interest is in understanding factors operating in the bottom of the distribution make

this \\-eighling problematic.

Quantile regressions provide estimates that tell us whether relationships are stable across
deciles. In doing so, they provide a check on the ordinary least squares estimates. Quantile

regressions estimate a conditional quantile. That is, given a set of explanatory factors and a

position in the error distribution, what is the prv(lictml income? Thus, median regression, the

most common quantile regression, gives the best estimate of the relation between x and y for

S

houscholds at the median of the conditional error distribution. The 10% quantile regression
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gives the best estimate of the relation between x and y tor houscholds at the tenth percentile of

the conditional error distribution, and so on (Roussecuw & Leroy 1987 and StataCorp 1997).}
The third arca focuses more explicitly on the contribution of our explanatory factors to
allocating houscholds above and below the poverty line. This is the standard poverty regression
issue. We estimate a series of probit models here.' The coefficients from these models are diffi-
cult to interpret, and we therefore always report a set of marginal effect estimates for cach coef-
ticient. These marginal effects are estimated holding all other variables at their mean value.

Technically speaking, the fourth area is the most challenging. There is some international
work in this area that has made use of sets of surveys conducted over time.” These data have
enabled rescarchers to throw light on factors driving household income inequality by tocusing
on the changes to static decomposition results over time. Unfortunately, we do not have a set of
reliable surveys over time in South Africa, and so we will stick to the use of the 1995 October
Houschold Survey and its accompanying Income and Expenditure Survey. Fortunately, there
have been two major advances in recent vears. At the moment, these are only reflected in unpub-
lished work (Fields 1998 and Bourguignon et of. 1998). Both of these approaches are much more
promising than anv preceding methods. In this slll(l); we will focus on the Fields approach.

Fields frames his work in terms of two questions: the levels question and the differences
question. The levels question seeks a precise method of attributing shares of income inequality
to the chosen set of explanatory factors. The differences question secks to pin down the contri-
bution of ecach explanatory factor to changes in inequality between groups.

In the present context, the levels question estimates the contribution of a range of explana-
tory factors to the inequality of houschold per capita income in models covering all South Afri-
can houscholds (Table 5.5), white houscholds and African houscholds (Table 5.6) and African
urban and rural households (Table 5.7). A summary presentation of incquality shares in all
houscholds is given in Table 5.4. The differences question goes on to examine the role of these
explanatory factors in explaining the differences in the income inequality patterns between white
and African houscholds (Table 5.6) and African urban and rural houscholds (‘Table 5.7).

In addressing the levels question, we start with the standard ordinary least squares model of
houschold income generation that we estimated in answering the first question. Ficlds shows
that such a model can be used to carry out an exact decomposition of the contribution of all the
variables in the model to the variance of |0g per capita income. In our model, Y, is household per
capita income. We use the same set of explanatory factors, x; . . . X, a8 we have in ad(lrcssing the
first three areas. Using ordinary least squares regression, we estimate the coefficients, aj. The
value of these cocthicients reflects the percentage contribution that each factor makes to house-

hold per capitaincome. Clearly, this still tocuses on the determinants of income and not income
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incquality. However, the heart of the Fields technique is to prove that an inequality share for cach

of the factors can be derived from the following formula:
covla Z ,InY
_covlaZ ,InY]
T
d G (InY)

g, X O'(Z,) X cor|Z.,InY|

o(InY)

Strictly interpreted, this provide. sus with the share of factor 7, in explaining inequality, as
measured by the log variance. The clements of this formula are intuitive, showing that a factor

may play a large role in explaining income inequality if:
. v < = .
it has a largv d; that is, it is an important factor in explaining carnings;
it has a large standard deviation, G(Z,); that is, it is a variable that is highly unequal itself; or

it is highlv correlated with the log of income, cor|Z ,nY].
< - < )

The presence ol the standard deviation of InY, a(InY), in the denominator ensures that all of these
cftects are interpreted relative to the magnitude of the inequality in InY.

lnuking at Tables 5.4—5.7. we can see that, in some cases, the contribution of individual
variables to incquality is represented, whereas in other cases the contribution of a block of vari-
ables o inequality is represented. Block contributions are simply derived by aggregating individ-
ual contributions.

The role of the residual requires some discussion. One strength of this regression-based
methodology is the fact that the regression model generates a residual, which is treated as one
of the lactors contributing to inequality in InY. In telling us what portion of the inequality in InY
is explained by the residual, we are implicitly being told what portion of inequality is left unex-

plninc(l by our explanatory factors.

l‘it].\ll}, allhough log—\m'iancc- is a recognised inequality measure, it is not one that enjoys
routine usage. This is not a cause for concern, th()ugh, as Fields shows that the estimated shares
that are derived using the log-variance are those that would be derived tor a broad class of the
most popular income distribution measures. Thus, the decomposition is very robust.

The differences question goes on to examine the role of these factors in explaining the dif-
ferences in the income inequality patterns between two groups. Untfortunately, Fields shows that
the ditterences question cannot be addressed in such a way that the answer is independent of the
choice of inequality measure. For any chosen inequality measure I(.), the contribution ofthejth
factor (including the residual) to the change in a particular inequality measure between country/

group/time | and c()Uﬂtry/group/timc T c‘xprcssv(l as follows:
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This variable list is not exhaustive. There are two major omissions. First, a potentially
important labour market eftect that is not explicitly captured in the models is the type of
(‘I]]I)l()}’l]](‘l)t. International literature sometimes attributes sectoral and ()C(?ul)ati()nal varia-
bles to households (Huppi & Ravallion 1991). This allocation of individual labour market
characteristics to households is usually based on the labour market participation of the head
ol the household or the major earner in the household. Given that the survival strategies of
South African households generally involve participation in a diverse array of activities, it is
difficult 1o justify this practice here. Rather, one of our specitications estimates separate
equations for rural and urban houscholds. The major o priori reason \\'h)’ (‘n]plo}'nu‘nl,
unemplovment and education coetficients would difter across these two estimations is
because the labour markets differ by sector and occupation in urban and rural areas.

Second, aside trom human capital, there is not a block of variables reflecting assets and
wealth. The 1995 OHS and IES data do not contain very rich information on assets, and are
particularly weak on the agricultural assets that are usually fully specified in developing coun-
tries. One variable that is contained in the data is the valuation ol the place of residence.
When this variable is included in the models, it makes a very small contribution and has no
impact on the values of the other coefficients. However, it needs to be acknowledged that
the inclusion of this variable is only a limited exploration of possible interactions between

assets and income gcneration.

Specification issues
In estimating our models, two speciﬁc cconometric (and L'()nccptual) issues arise. First, there are
a range of possible interactions between houschold size and household composition and the
other right-han(l-si(lc variables. Second, there are endogeneity issues that require attention,

We confront the first problem in a number of wavs. First, we use per capita income as the
left-hand-side variable in preference to total houschold income. We could have used income per
aclult Cquivalenl instead of per capita income. However, we do not want to include the intluence
of household composition on the left-hand-side variable because we have included a full set of
houschold composition factors on the right-hand side of all models. Finally, as observed when
we defined our variables, we specify all models using numbers of household members as well as
shares ol the houschold.

Estimates are very sensitive to these choices between various household size and composi-
tion blocks and between the use of numbers versus shares in detining education, labour market

and weltare variables. The specification that is most successful in untangllng the relationships
between houschold composition, education, pensions and the labour market is one that retains
a full household composition block as numbers and then uses shares for education and labour

market and pensions blocks. We report these results in the discussion below:”
l |
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The second major econometric issue involves endogencity on the right-hand side of the
equation. Aside from race, none of the explanatory variables are truly independent. South
Africa’s history is such that race is certainly partly responsible for the movement in nearly all of
the other ri

ght-hand-side variables. For example, in simple regressions of race on the education

and labour market variables, the race dummies are always significant.
We acknowledge this problem by estimating our models for all households and then sepa-
rately for African and white houscholds. The estimations by race are interesting in their own

right, as they provide useful information on the within-race determinants of income, poverty
and inequality. Inspection of Table 5.1 reveals that the estimated coetficients for the ‘all house-

holds’ regression lie close to the African estimates and within the range implied by appropriate
weighting of the separate African and white estimates. While this is not a rigorous control for the
intluence of race, dramatic clmng('s that took the estimated coefficients outside of this range
would certainly have implied a major endogeneity problem with race that is not adequately dealt

with by the inclusion of race dummies.

Besides the racial factor, there are other vn(lngcn('il} issues that require attention. An impor-
tant labour market possibility is the fact that the labour marketand education blocks may operate
differently in urban and rural arcas if urban and rural labour markets are very different. It is true
that the estimated cocetficients for all households and for African households change appreciably
il the models are estimated without the urban—=rural (lumm)' variable. Thus, we al\\‘a)'s include
this dummy variable or estimate separate equations for urban and rural arcas. In order to ensure
that this spatial cltect is not wrapped up with the racial eftects, we limit these rural-urban
estimations to African houscholds. Thus, in all models, the flow is from national households to

African houscholds and then to urban or rural Alrican households.

The final endogencity issue that we address concerns the influence of education on the
labour market variables. It is not easy to think of an explicit control at the houschold level. The
usual labour market procedure would be to handle the indirect impact of education on occupa-
tional attainment (for example) through a multinomial logit estimation of education on occupa-
tions. However, the labour market variables are not categorical, as the relevant variables are
shares of adult houschold members that are employed or unemployed or remitters. A roughly
analogous procedure to the multinomial logit is o regress all of the educational variables on each
of the three labour market variables. This was done, and while some of the educational coefti-
cients were significant, the R-squared coeticients tor these models were very low indeed. An
additional piece of evidence in support of this is derived by inspection of the last two columns
of Table 5.1. These show that the impact of education on African houschold per capita income
is very sensitive to separate rural-urban divisions, but that the labour market variables retain

their consistency despite this.
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In sum then, this section has laid out the case for a fairly simple, lincar s])eciﬁcation of our
chosen variables as the basis for all of our mo(lelling. We now proceed to address the four issues
that we tabled at the I)eginning of this chapter with the hclp of four models that all use this

spcciﬁcation.

Estimation, results and discussion: the important determinants of household income, poverty and
inequality

Before we move on to a variable-by-variable discussion, there are a fb\\'gcncral points to be made
about the four models. When looking over Tables 5.1 and 5.2, it is noticeable that the median-
based quantile estimates — based on the median of the error distribution — are generally quite
close to the mean-dominated estimates derived by OLS. However, this is not true of the bottom-
decile quantile case. The coeflicients for this regression are usually lower than at the median or
at the top decile. In African houscholds, it is only the share of remitters and old age pensioners
that offers an exception. Lower ‘returns’ to factors at the bottom of the error distribution hint
at the fact that factors play a larger role where income is more widely dispersed. The factors
therefore appear to be positively correlated with houschold income inequality. We will have more
to say later on about such contributions to inequality.

L he first thing to note about the poverty results of Table 5.3 is that the white model does not
work well at all. This is a reflection of the fact that there are not enough poor white houscholds
in many of the categories to estimate the coefficients. On the other hand, the African model
shows that, gcncrall)', the factors that are a positive influence on incomes are also positive influ-
ences on the probability of not being poor. Some factors show themselves to be more important
in the poverty regression than in the full income models. Old age pensions in African houscholds

are an example of this.

For both African and white inequality models, there are substantial amounts of residual
(unexplained) inequality (449% and 639%, respectively). As in the case of the poverty regressions,
for white households in particular, we are left with the strong impression that we have not come
to grips with the key factors driving inequality. It might well be that a focus on wealth and asset
variables would be necessary to explain white inequality. While this is speculative, there is no
denying the fact that that the within-race equations leave far more residual inequality than the
‘all households® model (30% residual inequality) that explicitly deals with race through the racial
dummy variables. This is also true of the African urban and African rural equations in which a
largc amount of the inequality (42,1% and 55,7%, respectively) is left unexplained. Thus, we
seem to have a better model of all household income inequality in South Africa than within-race

group incquality or African urban—rural incquality.
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TABLE 5.2

The determinants of household earnings at different quantiles of the error distribution ( shares)"

Quantile regression

All households African White

Median (0,1) (0,9) Median (0,1) (0,9)  Median  (0,1) (0,9)
Head:
Femres 72026 <026 -032  -024  -0,24 030 029 =021  -039
Femabs 0,17 ~0,13 -0,24 0,16 -0,12 -0,24 -0,14 001 -0,23
Maleabs 0,15 0,24 0,09 0,15 0,20 0,12 0.10 0,20 0.03
Composition:
Kid7 018 0,17 0,16 -06  -0,6 0,14 031 029  -029
Kid15 0,17 0,17 0.6 -0,16 017  -015 =022  -023  -020
FI6 39 2007 -008  -006  -007  -0,10  -0,06  -009 006 041
M6 59 0,05 -006 0,05  -006 008 004 001 006 005
Ade0 0,02 02 —00? 0,02 0,04 -0.02 015 018 0.1
Province:
Eastern Cape 004 006  =0,06 0,11 ~0,17 —0.12 0,07 007 0,17
Northern € ape -0.19 -0,28 -0,11 -0.16 -0.35 -0,26 -0,19 -0,22 -0.16
Free State 034 035 -020  -0,32  -037 025  -0,23  -0l0 017
KwaZulu-Natal 0,10 006 0,16 0,17 0,10 011 004 0,14 0.04
North West —0,03 007 0,08 000 -004 002 0,11 0,10 0,09
Gauteng 017 0,16 0.8 0,19 0.1 0,00 009 044 00
Mpumalangs 004 -0,18 0,07 002 0,18 007 0,01 hoy 027
Northern Province 0,09 042 038 0,12 0,13 037 -0,06 0,03 0,013
Urban 0,25 0,24 0.19 0,27 0,24 026 0,14 000 077
Race:
Coloured 0,07 0.6 0,15 - R
Asian 043 0,50 0,55
White 0,79 0,88 0,94 . - o
Education:
Shno_cd : 003 006 0,00 0,03 003 0.0 086 1,84 0,04
Shprim 007 0,2 0,08 0,07 0.1 0,07 045 05! 0,08
Shsee 0,37 0,30 0,41 0,29 0,28 0.34 0.17 050 02
Shmatric 0,43 0,29 0,54 053 038 061 029 0,20 0,40
Shtert 0,54 0,50 0.57 0,62 0,41 0,59 0,35 0.42 0,46
Labour market:
Shwork 0,68 0,71 0,62 0,79 0,68 074 051 068 027
Shunemp 0,35  -038  -020  -028  -035 045  -0,3%4 -051  -007
Shiig 0,19 017 0,4 0,18 022 01l 019 018 009
Welfare:
Shoap 0,15 0,00 0,05 0,40 0,45 0,18 052 028 054
Cons 8,05 7,35 8,80 7,03 7,38 8,74 9,45 799 11,31

N= 28383 28583 28583 18481 IS481 18481 524 524 51

=
l

0,41 0,44 0,36 0,00 0,27 0,33 0,22 0,25 0,17

a

Bold coelficients are significant at the 196 level using unweighted sample data.
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TABLE 5.5
The contribution of explanatory fuctors to household income inequality for South Mrican households of ull ruces”

All hauseholds — {Gini 0,52) {log-variance |,455)
aflnY) = 1,206
Logper cupite | Standard deviatien | Correlation of factor | Contribution to
income{OLS) of factor with LY inequality
(a) o(Z ) CorfZ,InY] {By 2.u)
Heail: .
Femires =0,2701
Femabs ~0,1709 0,016
Mileshs O 003%
Compuosition: — -
Rl i), 1655 1004 4,360 [ 11,5150 _
| Kid13 ~0,1380 Wi | <y | el [
Fli 39 10,0640 1053 ), 207 I
Mis 34 00485 1,980 gite | i
Lidin Toamerr | DAt 20, b3 | Wi
Province: )
R [ hieis I
Korhern Capre I -0.2101
I State 1 —D.iﬂ_l:t |
K Lulu-Natal j_ﬂ_.lj‘)l § ‘ T
Mirth Wi 10414
Gaug e | |
-"||.F|1||:|1.1|i||ga ‘ -“.“ﬁﬁ .I |
Northern Priwirice { 00921 |
leban . 0.2356 | 0,445 T [ S
Race: —
I: Colaresl. 0, 1653
Agtan 04501 (TR
White 05450 |
Edueatiion:
Shuio_ed ' hoirs | (126} I g T in,ﬁn—-‘
Shyprim (74 ' i, 2 1,345 i {), itk
Shses 0.3642 0,400 1,303 ' 0,061 |
Shpe 05073 | wite 134T I sy
Shtert 04203 | 0,357 1200 1138
Labour marker: =
Shwok 0,6813 0,574 0,471 T gm |
Shumemp 03260 0,20 I 441 b2
Sh 01737 01,198 [ hew [ G
Wellare:
shuap (0748 11,142 (L0357 43,0
Clgry o K, 0678 B N |
Residual 1,001 1,656 1,544 029 |

* Bolel coetficionts are significans ot thie 1% level using the unmﬂghh'd ﬁamplu clara.
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TABLE 5.6
The contribution of explanatory fuctors to houschold income inequality for African and white houscholds and

the contribution of explanatory fuctors to th'[ferences in Aﬁivan and white income inequulity"

Contrib. to
differences between
African households (Gini 0,55) White households (Gini 0,47) African/white
| (log-variance 0, 98) O‘(InY) = 0,990 (log-variance 0,65) o(InY) = 0,81 inequality
| < —
3 SO |8 | ot -
o £2 3. 5 Frio| - g
3§ i |33 58 |§F| & | §
I | oy -~ .3 Ll O o .2 = -
@) | o) | : | (By )
Head:
:i}Em-\ [ -o,zml o _T -0,3053 - o
|. l'emabs -() 1611 11 0,026 | -0.1742 4
i\l!'l‘lh\ | 00644 | 00767
| (nmpmllmn l
[ Kid7 00501 | 172 | <0336 | 0055 | ~0.2724 | 0645 | -0.103 003 | 23 | 1|
Kidis 01480 | 1175 l (1,339 0060 | -0.2232 i 060 | 0432 | o | | 17|
b0 50 | 00686 | 1128 I 0aes | 0o | -0.09%5 | 0, omT 0.003 T oo |3 | 6
Min 59 200494 1036 T 0003 | 00433 | 0,690 009 | 0004y 4 | 1
| Adao 00123 | 0.ls | el | 0001 | -0,1528 | uF;m| EHE 009 | -6 +. -6
Provincesz
I Cape -0.01121 | [ ers ] o O R
N Cape r-u 78 | -0,1729 |
f State -0,2847 -0,1825
| KZ-Naul - 01710 | | | on 00250 ' ' . ' . )
[N Wt 00075 | ' iozu_] ‘ '
| Gauteny 0.2092 { | 0,119 ] |
Mplnga {4100911 @ | | —0.1133_|I ’
N. Provinee 0.1553 | | | 0,0586 | I
Urban: | 02764 | 0490 | 0343 0047 | -0,2052 | 0277 0,083 [ 006 | X7 13
Education:
[Shno_ed | 00072 ] 029 | 0207 | oo00 | o696 [ 0031 003 | 0001 1 o 1 0
Shprim 0, 0791 IHT—UHS_ I (m ‘ _0_.231_0 ().0? _ES_S—__ BOFI 3__ _3
Shsec 03188 | 0395 | 0321 | 0041 | 04393 [ 0087 0,119 0,006 23 ¥
| Smaruic 03069 | 0296 | 039 | 0060 | 04111 | 0406 0392 | 08I 55 2
[ hier If 05269 [ 0,96 | 083 | 003 | 03252 | 0384|0316 | 009 T !
| Labour market:
Shwork | 0,7060 | 0518 | 0147 0362 | 0082 49 27
Shunemp ——-0,293) - N 0,265 B ‘T()Zl_ _—().ll3 0.005 10 5
Shniig 00644 | 079 | 0007 | 0032 | 0,001 1 2
Welfare:
Shoap ] 0345 [ 0033 [ 005 0065 | —0.090 1 0021 T A
Cons 7,9384 1 ) : '___ w__—#_
Residual: 100 0,659 0666 | 043 | 1,00 | 0641 0.79 | 0,633 58 7

* Bold coetlicients are significant at the 1%

level using the unweighted sample data.
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TARBLLE 5.7

The contribution ofe.\'p/amzmrr ﬁ’zcwrs to household income inequality for African urban and rural households
and the contribution of'e.\'plunuwr)f ﬁlcwrs to difﬁ’rcnces in African urban and rural income ixze(]ztaligy"’

Contrib. to
differences between
African rural households (Gini 0,53) African urban/
(log-variance 0,80) o(In¥) = 0,897 l rural inequality
W = | | T
25 | 5
o |
S N
s |33
SE |88
o : . G(/f) ! [
Head:
Femres 1 -0,204 0,294 ‘ :
Femabs 0055 | 0023 | -0.231 0,031 71 =
Maleabs 0,177 | -0,156
| Composition:
TKid7 —0.069 T 0038 [ -0285 [ 0047 | -0,043 | Lin 0,328 0,006 [
Kid13 0,184 T.m?;f_-_u._m_T 0062 | <0,34 [ 1091 | -0 0059 | 17 8
Fl6_39 20071 | LI6 | 03N |00 | 0062 1129 0.238 0018 | i 7|
MI6 54 [ 0,039 | 1om | 0,090 | 0004 |00 ;_I.U-H 0048 o0y | - |
Adot 0031 | 0357 | 0213 | 0004 | 0034 | 0650 | -0.088 0002 | =5 -
Province:
ECape | 00519 1 -0,4852 | | | |
N. Cape —0),1298 | -0,6358 ‘
Free Sate | —0,1610 -0,6839 |
K7-Natal 0,1881 -0,1776 | _
e 0,046 1.023 -19% | 13
North West 0,0422 -0,3501
Gauteng | 0,2341 -0,2290
Mplnga -0,1569 -0,2903
N, Province 0,2308 { =0,2050
Education:
Shno_ed 10105 T 0226] 0065 [ 0004 | 0039 [ 0315] 0,137 + 0002 | ™ +| 3
Shprim 0125 | 02551 0198 0006 | 0062 | 0341 0154 | 0,004 T |2
Shsed 0,310 | 0378 0,978 0035 | 0,306 | 0380 027 | 008 | { 7
- -—— = ——— = = + ,# —=
Smartic 0,509 0.350 0),405 0.074 0,459 0,238 0,294 [ 0,030 3
= — e R T . = = + + s
Shtert 0455 | 0202 ] 0341 0038 | 0665 | 0154 0277 | 0,032 | 7
Labour market:
Shwork 0831 | 0.35% | 0576 0074 | 0736 | 0361 [ 0432 0028 | 381 [ a2
Shunemp 0,384 | 0266 | 0,356 0037 | 0,229 | 0263 0243 0ote | -175 |15
sl i O W L ol (i I . i J
Shmig 0,175 | 0,266 | 0,204 0010 | o020 | 0199 0,138 | 0004 | 5 4
Welfare:
Shoap 0,288 | 0,125 -0,079 -0003 | 0378 | 0,33 0,035 000 [ 8 3
Cons - =
’ = = e ——
Residual: 1000 | 0,635 0,649 0420 [ 1,000 | 0,669 0,746 | -9

" Bold coclticients are significant at the 196 level using the unweighted sample data,
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Conventional wisdom in South Alrica has it that Gauteng and Western Cape are the two most
well-oft provinces in South Africa. The Western Cape is the omitted dummy in the provincial
(lummy variable block, and our models therefore allow for an assessment of this claim in the
multivariate context. For example, it is interesting to note that the Free State is revealed to be
the least well-off provinee across all models, and that the Northern Province appears to be one
ol the better-oft provinces. Both of these results are strongly contra the conventional provincial
poverty rankings.

More gencrally, the results reveal a lairly complex situation that ditfers strongly along rural
and urban dimensions. For ‘all houscholds’ and for Alrican houscholds, the results suggest that
Gauteng and also KwaZulu-Natal and the Northern Province have higher mean and median
incomes than the Western Cape after controlling for all other factors. They also have relatively
lower average probabilities of being poor. The African urban—rural results show that this aggre-
gate outcome is the result of two contrasting processes. In urban arcas, the g(‘numl trend tabled
above is strongly observed. Tlowe ver,in rural arcas all provinces are strongly disadvantaged rel-
ative to the Western Cape both in terms of mean income and in terms of the probability of being
poor. "This rural result is due to the fact that the Western Cape did not absorb any of the pre-
dominantly rural and very poor homeland arcas in 1994, whereas many other provinces did.

fable 5.4 shows that the aggregate provincial contribution to *all houschold® inequality is 3%.

Chisis lower than expected. However, the provineial block is competing witly the

dummy variable in this model as both are components of the contribution of spatial factors.
incquality contribution rises to a high of close to 5% for urban African inequality. In this case,
the provincial contribution is picking up the fact that, for some provinees, “urban' implies large
metropolitan cities whereas in other provinees it implies very much smaller secondary cities.

The estimation of urban—rural differences in houschold per capita incomes reveals smaller
than expected coefficients in all the OLS and quantile models. The models even suggest that,
holding all other variables constant, mean and median household incomes are higher in rural
white houscholds than urban white houscholds with similar characteristics. Moreover, the con-
tribution to inequality in ‘all houscholds™ and in Alrican households is just short of 5% in both
cases. This is (‘t'l'l.lil]l)’ a lesser share than cxpcctul. However, the estimated poverty nmrginal
effects indicate large and significant increases in the probability of being poor associated with
rural houscholds — particularly for African households. In any event, our provincial discussion
above has flagged the fact that the separate urban and rural equations for African houscholds
allow for a much fuller assessment of the influence of urban—rural dimension on all explanatory
factors. This is clearly a more important dimension than is indicated by estimating an
urban—rural dummy variable in ‘lables 5.1-5.6.

‘The analvsis of the contribution of the explanatory factors to ditferences in urban and rural

incquality |)r()\'i(l<‘s a uselul tool for direct comparison of the urban and rural cquations. The
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linal two columns of Table 5.7 present the results of the differences decomposition using two
inequality measures: the Gini coefficient and the log-variance. The urban and rural Gini coetti-
cients are almost exactly the same (0,52 and 0,53, respectively). Therefore, there is very little
difterence to explain by a large number of factors. This is what lies behind the unstable results
for the Gini coefficient decomposition in Table 5.7. In the log-variance case, African urban ine-
quality (0,96) is about 20% higher than African rural inequality (0,80). This is a substantial
difference, and it is hardly surprising that the log-variance is far more successful in decomposing
the tull extent of this difterence (100%) in a stable way. Table 5.7 reveals that 42% of the wider
urban distribution can be attributed to Shwork, 27% to the share of adults with matric, 17% to
the provincial block and 15% to the share of unemployed. Education and labour market factors
are therefore seen to play the largest role in driving the differences betwveen the African urban
and rural equations and, more specifically, in explaining the greater urban incquality.

As with the urban—rural situation, the influence of race is captured both as a dummy variable
setand in equations that are scpamt('f_\' specitied by race. Flowever, unlike the urban—rural case,
the racial dummies are strikingly large in their own right. Relative to Alrican incomes, there are
large premiums associated with coloured, Asian and especially white incomes. The quantile
regressions suggest that the 84% mean difterence between Alrican and white houscholds with
the same characteristics mav underestimate the difference, as both the bottom-decile and top-
decile estimates are higher. Table 5.3 reveals that racial differences in the probabilities of being
poor are also very large.

In addition, it can be seen from TTable 5.4 that the most important of the block contributions
to inequality is the one due to race. In the “all households™ maodels, race accounts for 17,3% of
total inequality. Even il the inequality contributions of individual tactors are aggregated into
group shares, the contribution of race remains the largest of any of the variable groups. In the
multivariate context, these ﬁn(lings are particularly startling as this racial contribution does not
include racial biases in education or the labour market. As such, it is a lower-bound inequality
estimate that starkly confirms the continuing importance of race in South Africa. When race is
included as a single explanatory factor in this model, it accounts tor 39% of the total incquality.
This upper-bound estimate is very much in line with the between-race contributions that we
derived in Chapter 1 using the Theil and Atkinson measures.

The final two columns of “Table 5.6 present the results for the decomposition of the difter-
ence between African and white inequality using two inequality measures: the Gini coelticient
and the log-variance. Both measures suggest that the inequality within white households is lower
than the inequality within Atrican houscholds. The difference that needs to be explained is 4%
in terms of the Gini coctlicient and 39% in terms of the log-variance. Thus, as with the
urban—rural case earlier, the two measures seek to explain markedly varying inequality ditter-

ences.
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Given this situation, it is hardly surprising that the log-variance is more successtul in decom-
posing the full extent of the ditterence (100%) in a stable way. Both measures suggest that the
old age pension and residual factor go against the trend and contribute to a situation in which
white households are more uneven than African — when everything else is held constant. All the
other factors work in the direction of the measured total difterence, in that they explain a move
to a wider Alrican distribution. For both the Gini coefficient and the log-variance, Shwork,
Urban, Kid7 and Kid15 and Shsec are seen to be the major lactors responsible for the greater
African incquality.

Shwork is by far the largest contributor. In this case, as the standard deviations of the African
and white Shwork variables are very similar, this difference is largely attributable to differences
in the income coeflicients and in the correlations between Shwork and log per capita income.
Indeed, the Shwork income coetticient (76,6%) and correlation coetticient (0,518) are both the
largest of any variables in the African model.

The second largest contributor to the dilterence is the urban—rural factor. This is due to the
fact that both the income coetficient and the correlation coelticient are positive in the Alrican
model and negative in the white model. The shift from urban to rural widens the distribution of
income in both models, but it corresponds to a shift down the distribution in the African case
and a slight shift up the distribution in the white case. Thus, the difference is quite marked.

The impacts ol the two children variables (Kid7 and Kid 15) and the Shmatric education
factor are very similar in size and in underlying explanation. In all cases, the standard deviations
and the income correlations of the factors are much larger in African houscholds. white house-
holds of all income levels rarely have large numbers of children and almost all adults have some
secondary education. Thus, these three factors are not major drivers of white inequality. In Afri-
can houscholds, there is a lar l)iggvr range of numbers of children in the houschold and shares
ot adults with secondary education. In addition, houscholds with large numbers of children tend
to be found in the lower hall of the African distribution and houscholds with higher shares of
adults with sccondary schooling tend to be found in the upper half of the African distribution.
These three factors are theretore much more important contributors to African household ine-
quality than to white inequality.

The education block tollows the race block in “lables 5.1=5.7. However, in order to make
sense of the education results it is necessary to talk about the labour market. Thus, we discuss
the labour market results before we discuss the education results.

Indeed, the contribution of an increased share of working adults in the household is the highest
of'any single continuous variable in all income, poverty and inequality models. In the “all house-
holds® model, cach additional worker makes a large contribution to houschold per capitaincome
(68%), to the probability of avoiding poverty (28%) and to inequality (109%). The contributions

are even higher for African households — at 77%, 449% and 14,7%, respectively. In addition, the
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high income benelits are robust across quantiles. While income and poverty contributions stay
high when urban and rural Atrican houscholds are examined separately, there is an interesting
reversal in the estimated coeflicients. For household per capita income, urban benelits are
greater than rural — at 83% and 74%, respectively. For the probability of poverty avoidance,
urban benefits are less than rural — at 33% and 46%, respectively. A plausible explanation of this
reversal would be the fact that better-remunerated employment is available in urban areas com-
pared to rural arcas, thus raising the income benelits ol increases in the share ol employed adults

to urban houscholds above those to rural houscholds. However, given the scarcity of employ-
ment in rural arcas relative to urban arcas and the absence of viable alternative activities for rural
houscholds, increased access to any employment makes a larger contribution to lilting a house-
hold out of poverty in rural arcas than in urban.

We have already extensively discussed the dominant role of the share ol working adults in
explaining the ditferences in inequality between African and white houscholds and between Afri-
can urban and rural houscholds. 'To some extent, this has prc-mnptcd a discussion of the direat

contribution of Shwork to inequalityv. Across all inequality models, this contribution is attribut-

able to:

The size of the income cocfticient. A unit increase in the share of working adults raises per
capita houschold income by 76%.

The large standard deviations for this variable. There are large differences across houscholds
in the shares of cconomically active adults that are emploved.

The high correlation of this variable with /.

Uncmp/qwncnl makes a |argc ncgali\’c contribution to income and P()\'(‘I'l'\. [How cVer, the magni—
tude of this influence is never more than halt that of the comparable emplovment coefficient in
all models. Thus, there is not an opposite-but-cqual symmetry between the impacts of unem-
ployment and emplovment. In a trivial sense, this is to be expected because the income contri-
bution made by working members to their houscholds depends on the quality of employment,
whereas the direct income contribution of the unemployved is alwavs zero. There is another
plausible explanation tor this result. It unemployed houschold members have weaker labour
market characteristics than those members of the houschold that are already employed, then the
lost potential carnings of the unemployed would be lower than the actual carnings ol the
emploved.

Itis important to note that this analysis of the relative contributions of the emploved and the
unemploved does not imply that the costs to houscholds of unemployment are lower than
expected. Inan absolute sense, a rising share of unemploved members takes a heavy income toll
on houscholds. Moreover, the quantile regression results in “lable 5.2 show that this toll is higher

when the estimate is anchored around the bottom decile than when it is anchored around the
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median or the top decile. This is particularly true for Atrican households. Thus, the absolute cost
of unemployment is higher for those at the bottom of the distribution.

From ‘lable 5.4, it can be seen that the contribution of unemployment to inequality is low in
all models. Particularly unexpected is the fact that the contribution to African rural inequality
(1,6%) is less than the contribution to African urban inequality (3,7%). This is a retlection of the
fact that the negative income coefficient is less in rural areas (0,23 compared to —0,38) and
that the negative income correlation is also weaker in rural areas (0,243 compared to —0,356).
Both of these findings require careful interpretation. The lower income coefficient for unem-
ployment is most likely a reflection of the poorer earnings possibilities in rural areas. The lower
(negative) correlation coefficient reveals that a houschold with a high share ()I‘unvmploye(l adults

is likely to be closer to the bottom of the urban distribution than the rural. Thus, rather than

S

the endemic nature of the unemployment problem in rural areas. The unemploved are tound in
all rural houscholds including those in the middle of the income distribution. Therefore, unem-
ployment is not strongly correlated with those houscholds at the bottom end of the distribution.

Uhe impact of migrant remittances on income, poverty and inequality is small. Rather surpris-
ingly, this is the case even for African rural houscholds. Thus, this is the one labour market factor
that does not throw up any interesting results in the multivariate context.

The education variables show very strong ‘returns’ (in terms of income and poverty avoid-
ance) to houscholds in which a large share of adult members have secondary education and
higher. The significance of completed secondary education (matric), as distinct from some sec-
ondary education, is also clear. There are so tew adults in white houscholds with no education
or only primary education that these cocflicients are always statistically insignificant when esti-
mated with unweighted sample data. We will therefore ignore these coefficients. Focusing only
on the sc('()n(lar_\', matric and tertiary levels, it can still be seen that there are important differ-
ences across races in terms of the household returns to education. African returns are higher at
all levels and across all quantiles. This is even more marked in the poverty regressions. Table 5.3
shows that houschold education levels are not an important factor in avoiding poverty tor white
houscholds. In contrast to this, African households get very large poverty avoidance returns from
increasing the shares of adults with higher levels of education.

The income contribution of secondary-schooled adult household members is about 32% for
African households in both urban and rural arcas. However, there are interesting urban—rural
differences at the matric and tertiary levels. For urban areas, matric generates the highest return
(519% compared to 45%). In rural arcas, this is reversed (46% and 66%). All of these returns are
high. However, it would seem that adults with completed secondary education have good oppor-
tunities for income-generation in urban areas, whereas the best rural opportunities require ter-

tiary education. This is plausible. In the 1980s and early 1990s, the best rural income-carning

signalling the unimportance of the unemployment problem in rural areas, this is a retlection of
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opportunities for Africans have generally involved skilled employment in the public sector (Leib-
brandt & Woolard 1995).

When the focus shifts to the poverty regressions, rural returns are mark(‘(lly higher than
urban for secondary schooling (a 21 versus a 12% decrease in the poverty probability) and matric
(a 32 versus a 17% decrease in the poverty probability) and marginally higher for tertiary edu-
cation (15 and 18%, respeclivcl_\').

In the “all houscholds™ and white houscholds inequality models, the education variables make
the largest block contribution to inequality of all variable sets. In all other models, this block is
the second-largest next to the labour market block. Within this education block, Table 5.3 shows
that Shmatric makes the largest contribution to inequality of any education factor in all of the
models. Next to Shwork, it is the second largest contributor to inequality of all of the individual
factors. In the “all houscholds™ and white houscholds models, the Shmatric contribution is only
marginally smaller than Shwork. All of these findings clearly establish the importance of educa-
tional factors in inequality. Larlier, we flagged the importance of Shmatric in differences between
rural and urban inequality and the importance of Shsec in explaining differences between Afri-
can and white inequality.

Judging by the “all houscholds® equations, pensioners appear to have a small impact on average
houschold carnings. However, this is an instance ol the tall houscholds® situation representinga
bad av crage of two disparate African and white trends. In the case of white houscholds, a rising
share of pensioners in the houschold makes a negative contribution to income and a positive
contribution to inequality. In all African models, a rising share of pensioners makes a positive
contribution to income. This is especially notable in rural arcas. In addition, the impact on
poverty is very strong. Earlier, we addressed the role of pensions in poverty alleviation. The
multivariate work now affirms our carlier contention that pensions are well targeted in terms ol
their welfare objectives.

Old-age pensions also vield some interesting inequality results. For African houscholds, they
make a negative but very small contribution to inequality. This is a consequence of the fact that
pensions make a positive contribution to income but houscholds with pensioners in them are in

the lower-income groups. This variable is therefore negatively correlated with /nY. This is some-

S

what surprising, as it is well known that pensions play an important role in the social safety net
for African rural houscholds. However, the correlation coetficient is very close to zero, implving

that households with pension incomes are not the poorest of the African poor. Indeed, in African

rural houscholds the correlation is slighll\f positive, giving this factor a small positive role in

inequality.
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Conclusion

There is a large body of work, including our own in carlier chapters of this book, that teases out
and describes the key dimensions of poverty and incquality in South Africa. From the policy
point of view; there is a pressing need to provide a sense of the relative importance of these key
dimensions. There is virtually no precedent for such work in South Atrica. In this chapter, we
have taken a first step in this direction. We have estimated and discussed four multivariate mod-
cls of household income determination, houschold poverty and household inequality. Econo-
metric adequacy is clusive in such houschold-level models, but we have endeavoured to be as

carctul as possible in our estimations.

For this study, the major issue at stake is to understand the role of the labour market in
driving income determination, poverty and inequality. Our interpretation of results has been
slanted towards this angle. For example, urban and rural ditferences have been seen to reflect
different types of emplovment and levels of unemployment in rural and urban labour markets.
This labour market angle is justiticd by the results themselves. Employment of adult labour mar-
Ket participants is shown to be the biggest single contributor to houschold per capita income,
houschold poverty avoidance and household inequality. Unemployment of such adults imposes
a high cost on houscholds. The aggregate impact of new job creation is especially significant, as
it involves the removal of the negative unemployment ettect and the addition of the positive
cmployment ctfect. On average, the net impact of this would be very close to a 100% improve-
ment in average per capita houschold income and a 40% reduction in the probability of the
houschold being poor. In addition, the aggregate contribution of these labour market variables

to "all houschold® inequality is 12,3%.

While education is not only a labour market issue, cducation and the labour market are
intimately related at the policy level. This chapter has repeatedly shown the important, positive
contributions made by houschold members who are educated to at least the secondary-school
level. Households get particularly high returns from adult members with completed secondary
schooling and tertiary education. Morcover, the block of education variables is always amongst

the top two contributors to houschold inequalit\‘.

All'in all, then, our models certainly justil‘)' the fact that we give detailed attention to the
labour market and to the role that education plays in determining labour market outcomes. The
discussion in this chapter has not been particularly precise about urban-versus-rural labour mar-
kets or the factors determining unemployment and carnings. The reason tor this is that we
exclude the way in which the labour market operates in South Africa. Within the labour market,
it is individuals that are employed or unemployved, and it is individual characteristics that deter-
mine this, as well as consequent earnings tor the employed. Thus, the labour market analysis

needs to move away from houscholds and focus on individuals.
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There are two additional ﬁmlings trom our m()(lclling that warrant emphasis. First, the pro-
vincial analysis reveals some interesting dimensions. The analysis of provincial poverty shares that
we undertook in an earlier chapter concluded that provincial shares are very sensitive to the
choice of poverty measure. In the multivariate context, the relative income and poverty rankings
appear to be quite different trom the conventional views and quite unstable across ditterent
equations. Thus, the multivariate models certainly provide additional support for our carlier
cautionary note. This is important, because provinces are institutional intermediaries in the
social service delivery process in South Africa and, to some extent, provincial budget allocations
are based on measurement of need across provinces. The policy question that arises is: what are the
currently used needs rankings and how are they derived? The multivariate models have also
shown that there are important urban—rural differences in mean income and poverty within
provinces. Appropriate intraprovincial service delivery rules are theretore going to be vital in
ensuring successtul anti-poverty policy — no matter how provincial shares are derived.

Finally, the multivariate models confirm the ongoing importance of race as a fundamental
factor structuring South African poverty and inequality. This is in line with our carlier racial
decomposition work and greatly strengthens this work by showing that race retains its direct
importance even after ('()ntr()lling for its indirect influence on access to education, location and
emplovment opportunitics. This is a daunting indicator of the magnitude of the project South

Africa faces to redress our racial legacy.

Notes

I. We thank Servaas van der Berg, Gary Fields and Haroon Bhorat for their extensive comments on
carlier dralts of this chapter.

2. In order to be consistent with earlier work here, the estimates that we report in the main text are
based on sample data \\'eightcd up to the national population by using the appropriate {requency
weights. However, the reported levels of statistical significance are based on the unweighted sample
data.

3. The quantile regression coefficients are actually fitted by iterative programming. The statistical pack-
age Stata does not allow quantile regressions to use frequency weights 1o boost the sample observa-
tions to population levels, as there will be too many observations to converge to a solution. The
estimates in lable 5.2 are therefore unweighted.

4. Ravallion (1996) provides a thorough and jaundiced review of such probit-based poverty regressions.
We will use the probit approach as a complement to the ordinary least squares and quantile
approaches.

5. See the articles in Fiszbcin and Psacharopoulos (1995) for a good example.

6. The variable set is identical to that used in the poverty proﬁlc prcscnl('(l in Chapter 2.

7. All other estimations are available from the authors.



PUBLIC EXPENDITURE
AND POVERTY ALLEVIATION —
SIMULATIONS FOR SOUTH AFRICA

HAROON BHORAT

here can be no doubt that one of the key dilemmas tacing the South African government is that
ol eradicating, or at least reduc ing, the incidence of poy erty in the society. The Growth, Employ-
ment and Redistribution (GEAR) strategy, while dedicating itself to this broad goal of poverty
calleiation, is also heavily directed by a programme of fiscal austerity. Stringent fiscal deficit tar-
gets have been laid down which have thus far been met, and will continue to be fullilled. Tt is in
this policy milicu that the issue arises of the cost-cttectiveness of current poverty alleviation
schemes funded through the national budget. It has otten been noted that the most cost-clhicient
and indeed simplest poy erty alleviation intervention is that ()l'targcte(l income transters. Indeed,
South Africa’s very own old age pension scheme has long been held up as a model of an eftective
and cfficient welfare transfer scheme. The purpose of this chapter is to note the government’s
current poverty alleviation and social security strategies, but then to abstract from them to allow

for the expenditure simulations to be undertaken.

The specific imtention of undertaking these policy simulations is to determine, in a hvpothet-
ical world, the cost to the state of allc\'iating poverty through an extensive income transter
scheme. What tollows is (lclil)crat(‘l_v general and somewhat gmmlinsc, as the focus is to deliver
bascline estimates of what the potential one-oft costs of difterent income transfer schemes could
be. Different permutations of such a hypothetical income transfer scheme are considered, using
an established methodology drawn from the literature on houschold poverty analysis. These
involve the public expenditure commitment necessary to generate zero poverty in the socicty —
with consideration given to the different household and individual categories in the economy: In
addition, an attempt is made to I)m\'idc some sensitivity analysis, where intermediate v.\'pen(li-
ture outldys are correlated with reduced (but non-zero) poverty levels. This analysis will in turn
provide a comparison and assessment of two alternative types of income grant schemes, namely

the additive versus the multiplicative grant.
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The theoretical approach

The most useful measure for simulating the effects on poverty of various policy interventions is
the poverty gap measure. The poverty gap measure is derived from the general class of poverty
measures developed by Foster, Greer and Thorbecke (1984). The FGT index of poverty meas-

ures can be represented in gcncral form as:

Py =
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where n is the total sample size, z is the chosen poverty line, and y, is the standard of living
indicator of agent i. The parameter o measures the sensitivity of the index to transfers between
the poor units. Note that the index is conditional on the agent’s income, y,, being below the
designated poverty line, z. The poverty gap measure (PG) is generated when o = 1, and there-

fore for a given poverty line z is presented as follows:
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(']mrl}; the PG represents a direct measure ()l'agcnts’ incomes relative to the poverty line. Itis a
money metric of poverty in the group under scrutine A first advantage ol the FGT index s its
additive decomposahility, which allows tor subgroup poverty measures to be summed to form a
SOCiEty-w ide measure without any loss of generality. More importantly here, the PG mcasure, in
being linked to money values, can be utilised to run simulations on the poverty impacts of
income transfers to the poor — for any given reference group in the society. Rcmcmlwring that
P[ is a measure not siml)l} ol how many poor agents there are, but also ol how poor the poor
are, we do arrive at a ll\irly nuanced analysis of the wellare outcomes of poverty alleviation
strategies. .
By using the poverty gap measure, then, itis possible to calculate the minimum financial cost
()f'p()\'crl_\' alleviation. This is done by assuming that the poverty outcome in cach subgroup is for
P, to be zero. Expressed difterently; this means that the income to cach agent in the subgroup or
society (), would at least be equal to the value of the poverty line (z). This value can be deter-

mined from the equation (2) by calculating
- =

2 (z —’_\',.)](/\»'i £z) (3)
i=1
In other words, we sum the value of the resources required to place each agent in the society just
above the poverty line.
A reformulation of this, and one that is easier tor calculation purposes, is nzP,3 which is
derived directly from equation (2). Using the latter as a basis, we can therefore present the

minimum financial cost of alleviating poverty, as measured by P, to the subgroup or society by
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the value associated with nzP, (Kanbur 1987:71). This figure represents the minimum
commitment required of the state, in that it assumes perfect targeting, with zero administrative
and other costs generally associated with welfare transfer schemes. It is also assumed that the
scheme would elicit no behavioural responses from any potential recipients. These responses are
particularly important when individuals’ returns to labour supply fall within the range of the
transfer value. While these assumptions are of course extreme, and are discussed in greater detail
later on, the value of nzP, does provide a very useful first step in trying to gauge the importance

and magnitudc of the problem facing society.

The value of nzP, can be extended to include subdivisions of the total sample. Hence, what
can be determined is a matrix of the minimum financial commitment required to eradicate
poverty amongst ditferent groups at the houschold and individual level in the society. It is also

uschul to determine the poverty impact when committing to expenditure less than the value of

g
nzP (. In this way, we engage in sensitivity analvsis that provides results which correlate interme-
diate expenditure changes to intermediate alterations in the poverty gap. It has to be remem-
bered that these results would also not explicitly take account of the administrative and other
set-up costs associated with an income grant programme. Following from Kanbur (1987), it is
possible to deal with this sensitivity analysis through a methodology that allocates specific income
grants to agents. There are two alternative ways of operationalising such a fiscal intervention.
Oune would be an additive income grant and the other a multiplicative grant. An additive income
transfer would be an absolute transter independent of the income earned by the recipient. For
example, one could think of a R30 increase to old age pensioners or single unemploved mothers
as an additive income transfer with imperfect targeting. A multiplicative transter would be set as
a fraction or percentage of the recipient’s given income, and hence the absolute amount reccived
would differ across agents. An example here would be to lower average tax rates for individuals
whose carnings lall within a certain income range. Simulation of cach of these two types of
transters — additive or multiplicative — will impart relevant information concerning the effect on
poverty in the society or subgroup.

Examining the additive case first, and assuming that we account for the entire income dis-

tribution, an increase in everybody’s income in the society by an absolute amount, A, will mean

that equation (1) takes the following form:

—A A ,_A o .
Py = | % SOy (4)
() 5

Hence cach agent gets a transter in each scheme of A, while the total cost of the scheme would

be A. The caleulations performed below will involve the provision of transfers only to poor

15
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alleviating expenditure are adequately dealt with. This is particularly important, as each approach

offers separate conceptual advantages.

Expenditure for zero poverty

We have noted that the minimum expenditure required to yield zero poverty in the society is
rcprcsm]tc(l l))' nzP . The tables below pro_\'i(le these estimates for different sul)groups in the
society. A tew things need to be noted about the tables. Firstly, the analysis is based on the
October Household Survey of 1995 (OHS 95), which sampled about 30 000 households, drawn
from 10 selected houscholds in each of 3 000 clusters. For the houschold-specitic data, the
accompanying Income and Expenditure Survey (IES) was also utilised, and income rather than
expenditure data manipulated to estimate houschold carnings. Sccondly, tor all the caleulations
that follow; the household poverty line chosen was R903 per month, a scale based on Mav et al.
(1995). The resultant individual poverty line drawn directly trom this measure was R293 per
month, based on the assumption, albeit simplistic, of an average of three individuals in a house-
hold. Given that the expenditure figures below will be presented as annual commitments, the
cquivalent houschold poverty line is R10 836 and the individual annual poverty line, R3 516.

Finally, given the date of the survey, the money values presented are in 1995 prices.

lable 6.1 provides bascline estimates of the minimum financial commitment required to
cradicate poverty at the houschold level. The different subgroups of houscholds are those char-
acterised by the race of the houschold head and the location of the household. The total number
ol dwellings in the society is about 9,5 million, of which about 3 million are poor houscholds.
The national poverty gap measure tor this group is about 0,13. Asa consequence, the minimum
financial commitment necessary to eradicate poverty at the household level in the economy,
using the 1995 data, is approximately R12,9 billion per annum. The state’s total expenditure in
1995, at current prices, was about R154,9 billion. Thus the cost of cradicating houschold pov-
erty in the society constitutes 8,29% of this expenditure.

In terms of the race=houschold distribution of pul)lic expcnditure‘ a disprop()rti()nate share
is allocated to African households. While African houscholds torm about 70% of the total house-
hold population, thvy constitute 95% ot poor homes in the society: As a result, R12,1 billion of
the total expenditure will be allocated to houscholds where the head is African. Coloured house-
holds are marginally underrepresented amongst poor houscholds relative to their share in the
total houschold population. Coloured dwellings thus form 8,3% of the population, and 4,8% of
the poverty eradication expenditure. The commitment from government for these households
is less than 19 of total expenditure outlays. No significant tinancial commitment is required
trom the fiscus to eradicate poverty amongst Asian and white households. For white households,
despite the fact that they form close to 209% of all homes in the society, the commitment from

the state constitutes under 1% of the poverty-eradication expenditure. The location results
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TABLE 6.1

Minimum poverty alleviation espenditure for households*

Number of Number of poor Poverty measure Expenditure per % of total
Subgroup households (n) houscholds (P,) annum expenditure
Total 9 475 165 3010 855 0.1251 12 844 378 281 8.29
African 6625 570 2749295 0,180 12115 400 777 78
Galoursl 783 595 187707 0,0060 616037328 040
Asian ) 249 906 358 00000 10267289 00l
Whie I 816 094 62497 00010 102672888 0,07
“Urban 5122047 831863 00360 369223966 2,39
SEnrieuiban 177 302 52080 0,0020 205345776 013
Rural 1175816 2126911 00871 8942808540 577

" The decomposability properties of the FGT measure are particularly usctul here, and the P mcasures are calculated
| 3 Pro) | ) '

according to the formula
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where the j individualsare summed |>_\ the m -«ubgrnup\ in the \‘.nn])lv and then weighted by the total sample, . 1o
derive the composite PP, value, [tshould be noted that by using this formula, the value for the minimuam linancial
commitment by m subgroups will be equal to
m n P
nz i
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In this table and all that follow, the poverty measure Pporepresents \\‘vi:_'hh'd shares of total poverty.
reveal the importance of rural household poverty in South Africa. lo cradicate poverty amongst
rural households, the state would need to commit to at least an additional R8.9 billion per
annum, constituting 5.8% of the state’s total expenditure in 1995, Notwithstanding the
b A=
expected predominance of rural houschold poverty, 30% of fiscal expenditure on poverty allevi-

ation would still need to be allocated to urban houscholds.

The household poverty alleviation figures may be complemented by a description of the mag-
nitude of commitment required from the state by the different fabour market cohorts in the
society. In a more general vein, this is an analysis of poverty and public expenditure at the individ-
ual rather than the houschold level. Table 6.2 attempts to achieve this division of individual poverty
alleviation expenditure by caleulating the value of nzP, for individuals identified by their labour

market status, where z is now R293 per month, and the unemploved are of course zero-carners.

The data illustrates, tor example, that the state would nced to spend approximately
R15 billion more per annum to keep all individuals in the labour toree out of poverty. This static

tigure constitutes 9,7% of total government spending in 1995, Note that the individual expend-



Public Expenditure and Poverty Alleviation — Simulations for South Africa

iture value is greater than the household ligure above, indicating that the cost of keeping a house-
hold out of poverty involves economies of scale not realised when dissecting the sample by indi-
viduals only. The racial division for the labour force again shows the dominance of African
individuals. While the state would need to spend about R485 million per year on white workers
in order to keep them out of poverty, the corresponding figure tor Atricans is exactly 27 times
greater. The racial disparities are also evident in that Africans form 69% of the labour force but
88% of all poor individuals in the labour force, while the corresponding figures lor whites are
17% and 2,2%.

The second set of ligures for the labour market concentrates on employed individuals, by
race, gcn(lcr, location, sector and occupation. It is imnwdiatcly apparent that the resources
required from the fiscus decline sharply when only employed individuals are included. The
expenditure required falls by over R14 billion, suggesting that the large numbers of unemployed
would capture a substantial portion (93%) of the state’s poverty cradication expenditure. Hence,
a labour market-tocused poverty eradication programme would be overwhelmingly targeted at
the unemployed. It is tempting, then, to describe the fault line of poverty in the labour market
as running between the emploved and the anemployed. However, as the following discussion
will illuminate, pockets ol poverty exist amongst specilic categories of the emploved as well,
which may require maodilication of this strict division.

Expenditure on the employed by race, once again, yields over-expenditure on Africans rela-
tive to their share in the population. The financial resources required for the emploved according
to gender show that greater spending is required for women than men. Despite the fact that
women form only 38% of the workforce, the state needs to spend twice as much on poor
vll’npl())tt(l lemales, compared to males, in order to end poverty in this cohort. Female expendi-
ture constituted 0,45% of total government cxpemlitm'c in 1995.

It is the sector and occupation cohorts, though, that provide tor an interesting analysis of
labour market poverty. At the sectoral level, the two poorest sets of individuals are those in
agriculture and community and social services. These two sectors account tor 85% of all the
poverty amongst emploved individuals in the labour market. Community and social services has
marginally more poor individuals than agriculture. These two sectors account for close to 90%
of all the required expenditure on the cmployc(l poor. More specitically, the state would need to
spend about R349,7 million in agriculture and R575,1 million in community and saocial services
every vear to cradicate poverty in these sectors. This sectoral picture of poverty is mirrored in
the poverty results by occupation. The two poorest occupations are domestic workers and agri-
cultural labourers. These two occupations account for 72% of all the employed poor in the
labour market. Note that there are more poor individuals who are domestic workers than are
larm labourers. As a result, the state would need to spend R454,7 million per annum on domes-

tic services versus about R280 million on farm workers, in order to eliminate poverty in these
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TABLE 6.2

Minimum poverty alleviation expenditure for labour market individuals®

Number of Number of poor Poverty Expenditure % of total
Subgroup individuals (n)  individuals (q)  measure (P,) per annum expenditure
Labour force
Total 13817522 1499617 0,3100 15 060 546 279 9,72
Alrican 9550 773 3971 141 0,2700 13 117 249 985 847
Coloured 1509 564 379 631 0,0300 1457472 221 0.9+
“Asian 414511 19675 0,0000 0 000
White 1342674 99170 0,010 185 824 074 03
Urban - 8 528 908 2100 535 0.1600 7773 185 176 502
Semi-urban 263 791 81463 00200 9TL 648 147 063
Rural - 5004 374 2301 880 0,1300 6315712956 408
Emploved
Total 9947 208 006 003 L 049 231 300 0.68
Alrican o 0 146 340 622 4992 0.03 FO49 230500 (.68
Coloured 1191 020 84200 0,00 0 o0
Asian 364 780 1932 0,00 h - 0 0,00
Whire - 2244 868 12495 .00 0 0.00
Male o B 127 107 169078 0.0l 149 743 813 0.23
Female $820 10 452547 0.2 6599 487 667 0,43
Urban 6 346 947 182 836 0.01 19 78 833 0,23
Setti-urban 189 013 10 (36 0,00 U T
Rural 1207 966 328 733 TR - n99 48T b7 043
:\gri(ullurt'_ 12060 183 188 91N 0,1 {49 743 833 0.3
Mining 163713 2083 noo I 0.00
Manubcturing 1497 292 U830 0 0.00
“Construction - 92 470 101 386 1,00 0 0,110
Utilities 472 457 370 0,00 ] o0
Wholesale rade 1 730 487 b8 001 0 0 0.00
Trawsport 310099 4081 0,00 - 0 000
Finance h43 354 236 0,00 - T 000
Community services 3171123 323425 0,02 375 063 423 037
Mamager 570923 7201 0,001 34974 383 0,02
Professional 351518 347 0,000 ) 0,00
“lechnicians 1137 083 3698 0000 D000
Clerks - 1205 348 10 194 oo 34971 383 0,02
Service 1124 283 30872 0001 34 974 383 0.02
skilled agric. workers 129261 9143 0,000 0 0,00
Cralt workers 1211 344 T 0,002 69 948 767 0.05
Machine operators 1152070 %55 0002 9948767 005
Domestic helpers 379 684 2973 0.001 34974 383 0,02
Agric. labourcrs 944 531 2350 972 0,008 279 795 067 018
“Mining labourers 256 891 895 0,001 34974 383 0,02
Manufacturing labourers 352 742 12770 0.000 0 0,00
Transport labourers 38 307 934 0,000 e 0,00
Domestic workers 713035 07439 0013 434 666 983 0,29

*The lull sample of employed individuals is not included here as 0,04% ol the survey is coded as *missing” in terms

of their reported location.
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cohorts. These two occupations would have accounted for 0,47% of the government’s total
expenditure in 1995.

From Table 6.2, then, it can be argued that the majority of public expenditure would be
committed to the unemployed. However, a strict separation in poverty terms between the
emploved and the unemployed does not exist. This is particularly true in the case of farm work-
ers and domestic workers, who represent the core of the working poor in the labour market.
These two groups of workers would require a substantial public expenditure commitment aimed
at poverty reduction. This suggests that should public expenditure take the form of a labour
market intervention, due consideration should be given to the fact that poverty exists not only
amongst the unemployed but also amongst sections ol the employed. There would remain,
though, the real danger of disincentive effects on the labour supply decision of these two cohorts
of workers from this type of government support.

A perhaps stronger mechanism for displaving this shared poverty amongst the unemployed
and a segment of the emploved is found in Table 6.3. The table presents household level data,
but these are households categorised according to their labour market status. Hence, cach labour
force individual — in this case, domestic workers, farm workers and the unemployed — is linked
back to their respective houscholds. The sul)gr()ups, therefore, are of houscholds characterised
by a labour market status variable. The sample in cach category is mutually exclusive. Thus, the
houscholds that domestic workers are found in refer specitically to those dwellings where
domestuce workers, and no unemploved individuals or farm workers, reside. This is to avoid double-
counting in our poverty measures, which would bias our poverty gap estimates. In addition, the
houscholds wherein combinations of these three labour force types are found are included under
the subgroup ‘combined’. Note that this category represents a minor share of these selected
indigent houschold types. The data illustrates that while these four houschold types account tor
54% ol the total population, they represent 73% ol all poor homes in the society. In terms of
trying to gain a labour market view of houschold poverty, then, it is evident that these four
subgroups of houscholds are a fairly strong representation of how labour market earnings gen-

(o=

crate the obscerved houschold poverty levels in the society,

Number of Number of poor  Poverty measure  Expenditure per % of total
Subgroup households (n) households (r,) annum expenditure
Total 9 475 165 3010 855 0,1251 12 844 378 281 8,29
Domestic workers 407247 185841 0008 s07045002 052
\gricultural workers 662888 44002 0018 1803417208 116
Unemployed 3386180 1370302 0058 5917762505 382
‘Combined’ 698 632 - ?S(J 7-15_ ) ()_‘()H_ - H—3O 318 STZ - ().92_ N
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In terms of public expenditure, the state would need to spend about 77% of its total poverty
eradication budget on these houscholds. Hence, well over two-thirds of fiscal support tor the
poor would need to be targctcd atonly four types ()f(l\\'cllings in the society, accounting for 6,4%
of the government’s total expenditure. The largest share of the additional annual expenditure
would acerue to households with unemployed individuals (R5,9 billion), followed by farm work-
ers (R1,8 billion), combined worker houscholds (R1.4 billion) and domestic worker dwellings
(R807 million). Ultimately, it we were to use a general targeting rule of capturing the most
disadvantaged labour market participants, together with ensuring that their households were the
recipients of public support, this subgroup meets the requirement in a |)()\\'(‘|‘ﬁ||l)' optimal man-
ner. Clearly, public support that takes cognisance of both the individual and household dimen-
sions of poverty can ensure that the effectiveness of the expenditure is maximised.

With regard to farm workers and domestic workers, an interesting sw itch occurs when mox-
ing from the individual level data to houschold data. In"Table 6.2, domestic workers were poorer
than farm workers, and henee required greater expenditure than the latter to place them out of
povert. However, the data on which “lable 6.3 is based make it clear that farm workers come
from poorer houscholds than domestic workers. Not only is the number of farm worker homes
in poverty la rger than those of domestic workers, but the intragroup poverty measure (not shown
in the table) is also higher for farm workers, The houschold head-count measure for domestics
is 45,63, while tor farm workers it is 63,96, The respective Py measures are 0,18 for domestics
and 0.25 for farm workers. A possible reason for this outcome is that farm worker houscholds
are by their very nature found in rural or semi-urban arcas. This location elfect is a strong
predictor for greater household poverty, given the nature of rural labour markets and the returns
provided to labour in these areas. Hence, the data shows that close to 929% of all tarm worker
homes are in rural arcas, while the L'urrvspnnding ﬁguro tor domestic workers is 49%. A second
reason for this outcome was tested: namely that the probability of multiple carners is greater in
domestic worker homes, so increasing the total household income carned. The data illustrates,
however, that this is an unlikcly source of the poverty difterential, as the number of earners per
household type is fairly cqual. Hence farm worker households have on ay crage 1,8 carners, w hile
domestic worker homes have about 2 carners cach.

Another interesting facet of the individual and household ditterences comes from comparing
the unemploved as individuals to the houscholds they live in. Hence, as individuals, they are the
poorest in the labour force because the unvmplo}'ul l)}' definition carn no income. However, at
the houschold level, the dynamic changes. While this sample of dwellings clearly outnumbers
that of any other poor subgroup, the poverty measures tell a slightly different story. The poverty
gap measure tor households with unemployed is lower than that of domestics and farm workers.
The houscehold intragroup P measure (again, not shown in“lable 6.3) amongst the unemployed

houscholds is 0,16, while the head-count index is 40,50 — compared to 0,18 and 45,63 amongst
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domestics, and 0,25 and 63,96 amongst farm workers. Putting this ditterently, while there are
more unemployed households living in poverty — so generating the largest share of overall house-
hold poverty — the extent of poverty within this sample is lower than amongst domestic or farm
worker dwellings. It would appear, then, that farm workers come from the poorest homes in the
society, while the unemploved in fact live in homes that are generally better-oft than the other
two categories.

There are a few lessons for policy prescriptions in the above empirical experiments. Firstly,
the data suggests that, despite the very strict assumptions of zero running and fixed costs in the
income transter, the value of the tinancial commitment asked of the state for both individuals
and houscholds is fairly modest. This is supported by comparisons with the relatively large
expenditure outlays in other functions of government. Secondly, the markers of houschold and
individual poverty, such as race, location and occupation, are important determinants of this
expenditure. An extension here is that labour market poverty should not simply be expressed as
adistinction between the emploved and the unemployed, given that pockets of deep poverty do
prevail amongst the employed. Thirdly, the choice of generie subgroups in the form of individ-
uals or houscholds significantly alters the description of poverty, and therefore the magnitude of
expenditure allocations. Finally, it is evident that should the state opt to target those houscholds
with domestic workers, farm workers or the uncmploycd rcsi(ling in them, a large proportion of
poverty in the society will be captured. As such, this kind of targeted expenditure is a creative

and ettective wav to give credence to both the individual and houschold dimensions of poverty.

Additive and multiplicative income grants

[t may be informarive here to examine the possibility of non-zero poverty outcomes trom public
intervention. Thus, a hypothetical public transfer programme set at an intermediate absolute
value per individual or houschold, independent of their income or as a share of their income,
can be generated with the sample. In so doing, the sensitivity analysis will _\fig‘l(l results that
measure the responsiveness of the poverty gap measure to the stipulated state support. As with
the previous section, this does not take into account all the added costs associated with such a
wellare transier scheme.

Table 6.4 presents the first case of an additive transter to households. It is assumed here that
cach poor houschold in the society is allocated a lump-sum transter from the state valued at
R2 400 per annum, or R200 per month per household. As with “Table 6.1, the household cate-
gories are listed by race and location. The total tigures indicate that an annual subsidy of R2 400
to cach poor home would cost the state an additional R7,2 billion. Expenditure of this value
would in turn cause the poverty gap to fall from 0,125 to 0,063, a 49,5% decline in society-wide
poverty. The value for (=H/z), as explained in equation (5), reflects the marginal decline in pov-

erty associated with a marginal increase in the value of the subsidy, A. Hence, the results show
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that a R1,00 increase in the subsidy to cach agent will cause P to fall by 0,000022 units. An
approximate halving ol national houschold poverty requires the state to commit 4,66% of its
total annual expenditure.

The radial dimensions ol houschold poverty reappear very strongly here, as do the location
effects. Note that given the fact that Asian and white houscholds are likely to be less poor than
coloured and African dwellings, the reduction in the poverty gap is larger for the former groups.
Hence a transter to all the poor will have the greatest impact on those closest to the designated
poverty line. The stronger impact for urban, as opposed to rural, houscholds reflects the same
trend, although the eftect is smaller than for the race-based data.

The above simulation was also carried out on individuals, using a subsidy value ot R50,00 per
month, or R600 per annum. While the results are not tabled here, they show that poverty
amongst the labour force falls by 19%, while for the emploved it declines by 419%. The large
difterence here is due to the zero-carners picked up in the labour force. The added cost to the
fiscus ol reducing poverty to this new level for the labour force would be approximately

gain, lor the

R2.7 billion, while for the emploved the figure would be R433 million. Once ag,

emploved the largest expenditure would be for domestic workers and farm workers. The secto-
ral data reveals that individuals in manulacturing and mining live dosest to the poverty line, as a
R50 monthly transter would cause the poverty gap here to all by over 90%. Clearly; then, even
though a lump-sum transfer means the same cash-in-hand for all the poor, it is those who are
relatively less poor — or closer to the poverty line — who will benefit the most from the expend-
iture.

Table 6.5 presents the results of the R2 400 per annum transier to houscholds containing
domestics, farm workers and the unemployed. Once again, it is evident that a large share of the
total poverty vxpcn('liturv would be captured by this subset ol households. In addition, the value
ol the transfer would appear to have the greatest poverty impact for the combined worker
homes, as their poverty gap measure would fall by over half. The corresponding figure for the
other categories is only marginally lower, though.

Given the uneven distribution of carnings within cach ol these houschold categorices, the
poverty impacts of the transter do not accord entirely with the initial poverty gap measures. It
still remains true, lh()ugh, that equal transiers to houscholds that differ in poverty status w ill have
a differential outcome on cach agent, depending on their position in the overall carnings distri-
bution. It is interesting to note that to decrease poverty by halt amongst domestic worker housce-
holds, the state would need to spend a mere R446 million per annum — amounting to 0,29% of
its total annual expenditure in 1995, The commitment for unemployed dwellings is greater given
their sheer weight of numbers, thus accounting for 45% of all poverty-eradication expenditure.

The case of a multiplicative income grant programme is presented with the same set of

assumptions about perfect targeting and zero running and other costs. However, the very nature
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TABLE 6.6

Poverty impact on selected poor households with multiplicative transfer of 0,357

Marginal dexline

% of totul

Subgroup Old poverty level ~ New poverty level % change in poverty (-H/z) expenditure
Total 0,125 0,073 -41,75 -0,104 4,66
Domestic workers 0.008 (3,005 —_42,21 ) -0.006 0,29 S
Agricultural workers 0.018 0010 o1 0018 066
Unemploved 0,058 0,035 ~39.95 ~0,047 v
*Combined’ 0.014 0.008 -46.09 —0.006 0.36

compared to those higher up in the income distribution. The lesson for policy-makers, then, is
that in order to maximise the impact on poverty alleviation, additive grant schemes are a better
option than the multiplicative programme, which disadvantages those at the lower end of the

income profile.

Drawbacks of income transfer schemes

[t needs to be stressed that despite the apparent care taken in deriving these caleulations, they
contain some stringent assumptions. Rcla_\ing these assumptions in certain cases renders the
results questionable, and also provides some ol the reasoning for reluctance amongst policy-
makers to institute such schemes. What, then, are some ol these assumptions and the problems
they raise?

Firstly, it is clearly not realistic to assume that such a hypothetical fiscal transter scheme
would have no administrative or set-up costs. Conceivably, these costs could considerably inflate
the estimated expenditures derived above. Indeed, the fact that such a fiscal transfer scheme does
not exist at present would entail a massive initial set-up cost, combined with concurrent expend-
iture in maintaining the scheme. Herein lies the second problem with the analysis: it does not
build in the continued cost of the scheme from one year to the ne stand how its value may
fluctuate. Hence higher poverty levels in the society, brought on, for example, by rising unem-
plovment levels, might see a rapid expansion in the scheme that could make it unatfordable very
quicklv

A third, very serious drawback of such a scheme is that does not take labour supply incentives
into account. Simply put, the offer of an income grant to emploved or unemployed individuals
may induce many to stop working or looking for work and live solely on the grant. Studies of
labour demand patterns in the cconomy, though, have argued that in many cases individuals at
the low end of the labour market are not going to be in great demand, and indeed large sections
of the unemployed are unlikely to be emploved anyway (Bhorat & Hodge 1999). In this environ-
ment, an income grant could offer much needed respite from indigence in an economy with very

low job prospects. A final drawback of the analysis is that it assumes perfect targeting. In other
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words, it is assumed that every rand spent on the grant will go to the correct recipient. There

would be no individuals or households getting the grant who are not eligible, and vice versa.
(= (= L=

Clearly this is an unlikely outcome in reality. Hence the spill-out ettects of such a scheme are

serious, and could conceivably mean that the scheme does not eftectively reduce poverty to the

For policy-makers, these are serious considerations which require intensive investigation
betore anv agreement can be reached on implementing such a scheme. Hence it is vital that the
potential capital and operational expenditure estimates of the grant scheme be first calculated
and incorporated into the above estimates. The old-age pension scheme may be used as a guide
to these associated costs. In addition, th()ugh, the potential for expenditure in the scheme to
grow as more recipients gain access to the grant is particularly worryving. Indeed, the incentive
< (= (= - ’ L=

cftects alreadv alluded to could be a significant tactor in cxpan(ling the commitment ot the

g
scheme 1o levels well bevond what the state can attord. Even it the state were to consider redis-
tribution within the l)utlgvt to make tinance available for such a scheme, the potential for it to
expand as a result of a spurt in qualified recipients is a risk the Hiscally constrained state cannot
be expected to take. Furthermore, taking into consideration that a more generalised scheme
such as the above simulations may not be perfectly targeted, government’s reluctance to consider
such a grant scheme is wholly understandable.

[n this regard, we need to remember that the current social safety net, primarily in the form

of the old age pensions scheme and maintenance grants, is already a si

g gnificant anti-poverty fiscal

g
intervention. It is these grants that have cumulativelv contributed to in(ligcnt cohorts at least
hay ing access to some houschold income. In other words, the notion of a national income grant
scheme must take account of the longstanding schemes that are still being delivered to house-

holds.

However, the evidence in other countries and in other studies points uncquivocally to the
fact that transler schemes are an effective and efficient manner in which to alleviate poverty in a
society. Given this fact, is there any way in which to conceive of a grant scheme that would prove
more amenable to the concerns of policy-makers? There would seem to be two immediate alter-
natives in this regard. Firstly, it may be usetul to think of a grant scheme in narrower terms rather
than the general, far-reaching schemes suggested above. In this regard, the union movement’s
Basic Income Grant (BIG) to the unemployed forms a useful point of departure. It is focused,
and mav have more appeal to policy-makers, given the economy’s almost complete inability to
absorb these individuals into long-term tormal emploviment. The scheme could be further nar-
rowed down to include, for example, only those unemployed individuals who lost their jobs
through structural decline in the economy — which would, in essence, mean targeting those who
lost their jobs in the primary sectors. Such a scheme would dovetail well with the current Social

Plan in the mining industry.
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Secondly it is possible to think of the poverty effects of an already existing income grant, such

as the old-age pension scheme, which is up and running, is well targeted and does not have to
= = <

concern itsell with incentive effects. A key issue that could be explored here is the impact on

poverty at the houschold level of increasing the value of the pension. Indeed, in most poor

houscholds, the old age pension is the only regular form of income there is. A more detailed

£¢ Y reg

analysis of the possible poverty effects of raising its value would be an ideal avenue for initiating

policy discussion with the relevant fiscal authorities. While the budgetary constraints are recog-

nised, it may be illustrated, through the use of the above methodology for example, that house-

hold poverty alleviation goals are best met through the old age pension system. In this way,

7 = < = J -

redistribution within the l)u(lgcl towards this grant scheme could be achieved, particularly in the

context of allc\'iating poverty in a cost-cttective and efficient manner.

Conclusion

This chapter offers a numher of important lessons about poverty and public policy, in addition
to some notable pointers for future rescarch. Hence, as a first approximation, the study has
vielded detailed baseline estimates of what, free of all additional costs, is required of the state to
reduce poverty in the society. While these estimates do abstract from the real obstacles facing
such schemes, it is a first step in outlining the expenditure parameters of the poverty problem.
In addition, the results show that a creative combination ol individual- and houschold-level data
can be very informative in the formulation of appropriate p()lic_\ interventions. Relatedly, the
centrality ol the labour market and individual carnings in understanding poverty is displaved. In
combining these two units of analysis, we sce that poverty in South Alrica is readily condensed
into three, labour market-defined, houschold types. The additive and multiplicative grant pro-
grammes show firstly that a low financial commitment would go a long way towards reducing
poverty. Secondly, the comparison of the two programmes ofters the prescription that the addi-
tive scheme is friendlier to those who are relatively worse-off amongst the poor.

In terms of extending this work further, it is evident that estimates would need to account
for the additional costs associated with the schemes. Secondly, it may be usetul to derive a matrix
of the required tinancial commitment [rom the state, over a short-run period of, say, five years.
This would present a more realistic picture of potential expenditure by the state. But perhaps
the most optimal way in which to enhance the analysis here is to apply the above methodology
to more defined transter schemes, such as a grant to the unemployed, or to already existing

weltare interventions such as the ()ld-agc pension scheme.
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SERVAAS VAN DER BERG

Social stability and racial harmony are indeed important components of the social infrastruc-

ture that any society has to offer, and this breaks down once the interracial differences — the

average differences between groups — go bevond a critical level. What this threshold is varies

from society to society — but the fact that it exists cannot be denied. (Kanbur, 1998:26)
The analysis contained in previous chapters indicates that poverty is still endemic in South Africa,
that it has a strong racial dimension and that it has its origins largely in the labour market.
Despite the continuing relevance of race for identifying the poor, the analysis has also shown that
labour market discrimination has declined as a factor in the generation ol poverty and inequalit'\'.
What appears to contribute more are other factors also correlated with race, such as ditferentials
in cducation, location (urban—rural) and family size and composition. Morcover, as will be
argucd helow it we take into account the ].u'gc differentials in educational quality not considered
in carnings functions, the residual role for labour market race discrimination in explaining carn-
ings differentials may well be small. Thus, there is an urgent need to identify those factors that
are amenable to policy intervention, in order to reduce poverty and inequality.

Unlike countries with low poverty rates, where transient poverty is relatively large — that is,
movement in and out of poverty is relatively large compared to the stock of poverty at any
moment in time (Van den Bosch e al. 1997:107) — it is likely that endemic poverty is more the
norm in a country such as South Africa, which is marked by high levels of poverty and structural
um*lnl)ln) ment. There is no panel data available to support this conclusion, however. Endemic
poverty combined with high expectations and high levels of inequality, particularly racial incqual-
ity, are likely to be bad for stability and therefore undermine prospects of growth. As Kanbur
(1998:26) remarks, “The core literature on income distribution and (lv\‘el()l)nwnl is strangely

silent on interracial or interethnic dimensions of distribution as development process, while the

daily political discourse in many countries, particularly in Africa, has this as a constant topic of

discussion and tension.” This racial dimension to poverty and inequality enhances the urgent
need to develop policies to reduce poverty.
The similarities with Latin America are striking when we look at the pattern of inc(lualit\' and

many other aspects of South Alrican economic life. The nations of Latin America share with
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South Africa the status of middle-income developing countries, as well as high levels of incquality.
For this reason, it is usctul to draw on a recent analysis of inequality in Latin America by the

Inter-American Development Bank (hereafter TADB) (1999):

Latin American (as indeed also South African) inequality is associated with large wage ditter-
entials. ‘In other words, it results not ()nl_\; from ditterences between owners of cal)ital and
workers, but from a divergence of incomes among workers' (IADB 1999:1).

‘(M)uch of Latin America’s inequality relates to the difterence between the top 10% of the
population and the rest” (IADB 1999:1). This is also the case tor South Africa. Thus, while
the richest decile have a per capita income 60% higher than that of the second richest decile
in the US, and 160% higher in Latin America, it is 208% higher in South AMrica.’

As in Latin America, it will be shown below that in South Africa ‘much of this gap between
the top 10% and the rest reflects the *slow and unequal progress in improving the level and
(lllgllit_\' ol s¢ h()oling‘ (IADB 1999:2), and in particular |1igh returns to and unequal access to
|\ighvr education (IADB 1999:5). As in Latin America, primary cducation is \’irluall.\ univer-
sal in South Africa, while the <_-|m|lcngv at this stage remains “to improve the quality of pri-
mary education and to universalise secondary education® (IADB 1999:5).

[n Latin America, “‘(Namilies play many roles in the complex relationships that sustain
income incquality. They mitigate the cffects of high inequality by sharing resources, often
across generations. They also play a role in determining how many of their members should
ry to find work, how many children to have, and how much education 1o give them® (1ADB
1999:2), This is also true in South Africa where, in addition, migration and urban=rural
remittances play a particularly important role in mitigating incquality (although the separa-
tion of migrants and their families of origin into separate houscholds may accentuate meas-
ured inter-houschold inequality). Furthermore, tamily formation is strongly influenced by
the pervasiveness of unemployvment, leading to many voung males attaching themselves 1o
older houscholds until a fairly high age (Simkins 1998). The presence ot old-age pensions as
an important source of income in rural areas also influences family structures through
retaining older members within the houschold (Case & Deaton 1998).°

The demographic transition presently offers both Latin America and South Africa some res-
pite: fertility decline and aging arc having opposite effects on dependency ratios, but the
etfect of fertility decline still dominates, thus reducing child dependency burdens and labour
force growth rates. In South Africa, I'L'l‘lilit}' decline started somewhat later and fertility is still
higher than in Latin America, so the benetits of this eftect on child dependency burdens are
somewhat less strong and the rate of labour force growth higher than in Latin America.

As in Latin America, the capital market largely bypasses the poor and even large segments of

the middle-income group in South Alrica. This not only excludes them from the economic
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mainstream, but reduces overall growth opportunities by wasting potential entreprencurial
resources.

As in Latin America, the scope for more progressive taxation is severely limited, and a
widening of the tax base plus progressive spending offer better possibilities lor improving
equity. But as the IADB report (1999:4) points out, economic instability is strongly related
to inequality, and such inequality makes fiscal prudence politically much more ditficult.
Whereas Latin America has impr()\'cd its macrocconomic |)crﬁn‘n1mu.‘c in recent years, there
is still considerable uncertainty whether South Alrica’s growth rates will be adequate to out-

pace p()pulati()n gr()\\'th.

Thus South Atrica has much to learn from the experiences of and analysis of Latin American

countrics. In Latin America, there are some gr()un(ls for optimism:

Although it may be little solace for those riding in the last cars of the development train, most
of Latin America appears to be turning the corner; as these trends continue, they should pro-
vide a basis to reduce income inequality in the future, as long as adequate cconomic and social
policies are in place (IADB 1999:3).

This conclusion as to prospects lor reduced inequality in Latin America may equally appl\' to

South Alrica, but lor the fact that cconomic growth is as vet far less entrenched in the latter.
Adequate and sustained growth is required to ensure that the distributional conflict in South
Alrica does not remaim a zero-sum game tearing at the labric of social stability. l%l'()ﬂ(ll)' spcaking,
two routes lor reduced poverty suggest themselves. The one is to reduce inequity through various
interventions, including those targeted mainly at the poor. The alternative route is concerned
with an acecleration of economic growth. It is widely agreed in the development literature today
that such growth contributes most to the reduction ol poverty if it is strongly associated with
utilising the major assets ol the poor, particularly their labour (De Haan er al. 1997). Growth can
xlrnngl_\' impact directly on poverty, even without improved distribution, but may also allow dis-
tribution to take place without engendering increased conllict. The macroeconomic conditions
for growth lall outside the ambit of this book, but we shall return to growth as a factor in poverty
reduction when we consider the growth elfects of human capital provision.

Bascd on the work presented in this book, as well as the international literature, there are a
number of more pr()mising avenues lor impr()\'ing vquit) and targcting the poor. In the South
Alrican circumstances, the most promising routes appear to be:

Social translers to the poor, which already contribute in a major way to reducing poverty in

South Africa (Ardington & Lund 1995; Van der Berg 1997; Case & Deaton 1998).

Expanding and improving the educational system to reduce earnings differentials, improve

access of the poor to available job opportunitics and accelerate growth. Training, both on and

oll the job, would naturally also contribute in this regard.
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Improving access for the poor to other social services (health, housing and social infrastruc-
ture). Though this would not necessarily improve their incomes, it might improve other
aspects of their life — for cxmnplm through improvul sanitation, access to water, health serv-
ices, nutrition and housing. However, as this book has focused almost exclusively on money-
metric aspects of poverty (income poverty), we shall not discuss |)()|iq-' options in this field.
Improving access tor the poor to financial services, particularly credit facilities. This is a
highl_\' technical issue about which present household surveys can tell very little, and conse-
quently it will not be discussed any further. This does not, however, detract from its impor-

tance for the poor and for broad-based economic gr()\\'th.

The following two sections will focus on the two arcas of social policy directly relevant to improv-

ing the incomes ol the poor, namely education and social translers (safety nets).

Education

The role of education in reducing poverty is of paramount importance, because ol its contribu-
tion to improving the carnings l)()lcnli.\l ol the poor, both in competition lor jobs and carnings
in a static labour market, and as a source of growth and employvment in itsell. As Kanbur
(1998:20) putsit, “The distribution of phvsical and human capital emerges from the theoretical
and empirical literature as the ke to distributional consequences ol growth, and as the determi-
nant of growth itself” For this reason, we shall investigate the possible impact ol education in
terms of both its distributional consequences and its potential impact on cconomic growth.

Then we will brielly discuss possible educational policy consequences ol the cconomic debates

on the role ol education.

Education, inequality and poverty

Previous chapters in this book have shown that education is crucial in determining labour force
participation, emplovment and earnings. This is similar to the results found in comparable soci-
cties. Ferreira & Litchtield (1998:32), for instance, report that between one-quarter and one-
third of income differentials between households in Chile can be ascribed to differences in the
educational attainment ol the houschold head — a far greater proportion than captured by any
other characteristic ol the household.

Inequality of education has long been a determining factor in earnings distribution in South
Africa. In recent decades, there has been a substantial reduction in schooling inequality, as
reflected in the years ol educational output (unadjusted for the quality of education). For
instance, \\'()rking from the same data set as most of the studies in this book, Lam (1999) shows
the decline in inequality in vears of education completed between two birth cohorts separated

by thirty vears (shown in fable 7.1). Note that not only mean-invariant measures such as the
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coetficient of variation have declined, but also the variance. This is important, tor if earnings
were log-linearly related to years of education, an increased variance could well be associated
with increased ecarnings inequality even if the coefticient of variation declined, as Lam (1999)
arguces indeed occurred in Brazil. In South Africa, schooling variance declined even amongst
Africans. Between the ditferent races, schooling inequality greatly declined, as shown in Figure
7.1, which shows the mean years of schooling by birth cohort. Africans in the cohort born in
1920 had a mean backlog 08,0 years of education compared to whites; those born in 1950 still
had a 6,0-year backlog, the 1960 cohort a 4,6-year backlog and the 1970s cohort a backlog that

had been reduced to only 3,2 years.

Interestingly, Lam’s comparisons of educational inequality in Brazil and South Africa are
supported by the work of Filmer and Pritchett (1998), who find that Latin American educational
incquality is still large, even more so than in many countries of Southern and Lastern Africa
(though they did not include South Africa in their sample). Londoio (1996) contirms that Latin
American educational performance — in terms of yvears of education completed —lags far behind

most other countries at this level of economic development.

Moll (1998) convincingly shows that South African earnings inequality between race groups
decreased between 198 1 and 1993, whilst inequality in carnings within race groups was increas-
ing. Thus, the net result was to leave overall earnings incr(|ua|it} largcl} unchanged, as shown in
lable 7.2, Tt is likely that changes in education plaved only a minor role in the shifts in earnings.
Moll argues that the growing carnings inequality within race groups was rather caused by the
removal of labour market discrimination over the preceding decades, which allowed more wage
mobility within race groups, with some Africans better positioned than others to benefit from
the new opportunities for upward mobility. At the same time, poorly educated whites in partic-
ular lost the protection they had historically enjoyed in the form of barriers to African job
advancement. But even in this case, education is important, in that it determines who can and

who cannot benefit from the new opportunities for Africans in the labour market.

TABLE 7.1

Lducational mcquulit)' /br two South African cohorts (199 5)"

Cohorts 55-59  Cohorts 25-29

Mean 5,77 9,05
Standard deviation o _4,5l o N 3,_6_0_ N
Coefficient oI"leliun . _0,78 0,40
{;n - 0,44 : 0,21 -
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FIGURE 7.1

Mean years of education by race and birth cohort (1995) (3-year moving averages)”
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P The L-statistic (mean lugarilhmi(- deviation) is an .uldili\'cl‘\- dv('ompusnl)lv measure ()finv(]unlity that ranges trom 0
(complete vqualil_\_) to infinity, 1l ulilil) has a logarithmic form, L. measures the difference between maximum social
wellare with a given income (the ideal state of distribution) and the actual social welfare (Moll 1998:4). 1t is calcu-

lated as the mean of the natural logarilhms of carnings, minus the natural l()g:n'ilhm ol mean earnings.
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When working with South African educational data, however, it is important to consider that
the quality of education still varies considerably. In this respect, too, the similarities with Latin
America are great, for there 100 ‘the poor receive an inferior quality of scho()ling' (IADB
1998:53). lo some extent, the old dividing lines of race have blurred in South Africa: large
numbers of African pupils are now attending schools that tormerly served whites only, while
there is also growing diversity in the quality of schools serving mainly African pupils. Neverthe-
less, there are still considerable differentials in the ability of schools to have their pupils pass
matriculation, with most formerly African schools performing much more poorly than white
schools. Very high matriculation failure rates (more than half of matriculants failed in 1998, and
only 13% received university exemption | Edusource 1999:5]), despite high repetition rates, also
indicate that pass rates at lower standards are still perhaps artificially high. Thus educational
attainment ﬁgurcs below the matriculation level, for Africans in particular, may be inflated rela-
tive to the cognitive education levels they have mastered.

But the quality differentials go bevond only the ability to get pupils to pass matriculation.
These also lie in the quality of the matriculation itself, in terms of the standard at which matric
is passed, as well as the subject choice. Tt is a source of much concern in South Africa, for
instance, that few schools serving mainly Africans perform adequately in terms of providing good
background in mathematics or science. So, for instance, only 45% of all matriculation candidates

wrote mathematics in with a marked male bias); onlv 2 1% passed it. For science, these
t l t 1997 (witl ked male | v 21% | lit. 1 tl

those who wrote mathematies did so at the standard grade, a standard far below what is conven-
tional in developed countries. Only 50% and 42% of teachers teaching mathematics and science
have studied these subjects bevond secondary school level. In the Western Cape, the province
with the best matriculation results, only 24% of matriculation candidates attempted mathemat-
ics at the highcr grade, and only 20% passed it.

Another indication of the inequality in educational output can be gleaned from some data
for the Western Cape. As pass rates are almost uniformly high, ditterentials between schools
(incquality) in terms of pass rates are relatively low; as shown in “Table 7.3. However, as soon as
more advanced levels of school performance are evaluated (percentage A-candidates, or percent-
age exemptions), inequality increases considerably, with Gini coefticients of 0,56 and 0,80,
respectively:

The differentials in the quality of education provided are also well illustrated by Figure 7.2,
which shows, for African and whites agv(l 13 to 18, literacy and numeracy test scores for 1993
on an eight-point scale, where questions have been set at approximately Grade 7 (age 12) level.
Even the performance of whites is not very encouraging, but what is particularly alarming is that
Africans do far worse than whites on both these tests. This has to be scen against the fact that

educational levels attained by Africans and whites at age 13 differ relatively little. The poorer

17



Fighting Poverty — Labour Markets and Inequality in South Africa

178

Alfrican attainment at higher age levels can thus perhaps be seen as the delayed effect of lower
cognitive achievement levels on progression through high school and on matriculation pass rates.
Figure 7.3 shows that though Africans aged 13 to 18 in 1995 had attained between 78% and
86% of white levels of vears of education, their 1993 performance in terms of ]itcmc}f SCOres
rangcd only between 50% and 63% of white levels, and their numeracy scores lag\gc(l even fur-
ther behind, at 36% to 47% of white levels. Indeed, at the cross-country level, * .. . school
children from higher income countries tend 1o achieve higher test scores, holding fixed other
factors that influence student achievement.” (Lee & Barro 1997:23). Whether this is the effect
of non-school factors (home environment or education of parents) or of qualitative difterences

in school productivity between rich and poor countries is not clear, but in South Africa test-score

ditterentials by race are so ]m'gc that it is likely that school and teacher quality play a (]vl'crmining

role.
TABLE 7.3
Inequality of educational outcomes between schools in the Western Cape (1997)"

Y% A-uggreqate % Exemption Y% Pass
Mean 6% 23.0M, NOL6M
standard deviation 300 om 12.5%
Coettictent of variation 1.94 0.96 ).28
Gini cocfficient (1,80 0,356 0,13

FIGURL 7.2

Literacy and numeracy test scores by age and race (1993) (1est level: aye 12)
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FIGURE 7.3

xl/:"icun literacy and numeracy test scores and years ofeducation relative to white levels b)' age (1993-95 )’
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Case and Deaton (1999) show that factors associated with higher test scores for Africans on
both litcracy and numeracy include the age of respondents, vears of education completed (stand-
ardising for age) and education of the head of the houschold. Keeping all other factors constant,
their regression coefficients suggest that almost ten vears of additional education would be
required to bring African cognitive levels in terms of both literacy and numeracy up to the same
standards as those of whites (four additional vears gencrate one additional correct answer on
the tests™ [Case & Deaton, 1999:26]). This may be an exaggeration, but it does show that the
former Afrivan school system is completely inadequate to integrate large numbers of people into
the modern cconomy. From an economic viewpoint, this must be the vardstick by which the
cfficacy of the educational system should be measured.

Considering these quality ditferentials, some of the racial differentials in wages tor persons
with the same education and experience may in fact result not from labour market discrimina-
tion, but from pre-labour market discrimination in the quality of scho()ling. In some Latin
American countries, where private education is important to improve educational quality; the
Inter-American Development Bank (IADB 1998:54-5) tound signiﬁcant dilferentials in the
labour market earnings for individuals from different income groups with similar education and
experience, which the authors ascribe to difterential quality of education. ‘Estimates show that
individuals from the lower deciles receive a primary education whose quality (measured in terms

ol income generation capacity) is 35% lower than that of the next decile above” (IADB 1998:54).
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Not surprisingly, there is also increasing inequality developing within the Atrican population
as far as educational attainment is concerned. This largely tollows the lines of income: more
aftluent families are better able to support their children through school, so that there is increas-
ing stratification taking place within African society. Figure 7.4 shows that children from the top
two deciles among Africans do considerably better than their poorer counterparts and only start
lhlling behind whites at age hifteen. Case & Deaton (1999:21) conclude that private resources
(expenditures)were indeed a major factor in determining South African educational outcomes
under apartheid. “Pupils in better-oft African households do better in their education, and we
find no parallel for whites. That the education of Africans but not whites is constrained by finan-
cial resources is Turther supported by the fact that many Atricans who are not in school (but nat
whites) report lack of resources as the reason’ (Case & Deaton, 1999:28). Furthermore, newly
acquired access to better-quality schools for the more affluent is likely to have accentuated qual-

itative educational differentials amongst Alricans.
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In the labour market, returns to education are determined by educational ditterentials in
association with the demand ftor labour. Thus far, titte is known about past patterns of returns
to education and their evolution over time in South Alrica, to say nothing about what these

would have been in the absence ()f'aparth(‘i(.l-l)ase(l labour market interventions. It is theretore
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extremely difficult to predict with any confidence what would happen to labour market inequal-
ity given luture educational outcomes and patterns of economic growth and development. How-
ever, international patterns of development point to growing demand tor skills, and without a
large spurt in the availability of such skills, educational premia are likely to remain high. Hence
the reduction of labour market inequality requires a substantial improvement in the supply of
skills through an improvement in both the quantity and quality of education. Studies on the
returns to education for the United States for the whole of the 20th century (Goldin & Katz
1999) tound that only an enormous expansion in secondary schooling after 1910 made possible
a reduction in the returns to education until the 1950s, since which time returns to education
again rosc as skills demand outstripped supply. ‘Skill-biased technological change’ (Goldin &
Katz 1999:25) was a major factor in the US (as has also been shown tor recent decades by

Murphy & Welch 1994), as has also been shown in South Atrica (Bhorat & li()(lge 1999).

Education and growth
The new growth literature has again brought to the fore the importance ol human capital and
technology lor cconomic growth. The neoclassical growth model of Solow pointed to uncondi-
tional convergence of per capita incomes, for two major reasons:
Firstly, capital accumulation would shift 1o less developed countries once diminishing
returns to capital make further investment in developed countries unattractive.
Secondly, if technology is a public good trecly available to all, (lcvc]()ping countries should
enjoy the *benetit of coming late’, which would allow them to grow more rapidly than more
developed countries by utilising existing technologies, without having to bear the cost of

developing them (Fagerberg 1994).

Given these assumptions, catch-up and convergence should in principle have taken place. That
this has not occurred, and that an increasing gap has instead arisen between the “convergence

club’ — countries able to share in international capital movements and techn()l()g\' and indeed

converging on the world leader — and the majority of the (le\-cl()ping world (Baumol et afl. 1989),
calls for an alternative view of the growth process. The theoretical underpinnings for this have
come to the fore with the new growth literature and the concept of endogenous growth.

One common feature of many endogenous growth models is in their modelling of technol-
ogy as something whose benelits are to some extent appropriable. This allows for a different view
of the role and the development of technology; for only it they can appropriate (some of) the
benefits will tirms find it attractive to invest in technological research and development.

A second common feature of the new growth literature is a newy role for human capital as
separate from labour or physical capital in the production process.

The new growth literature has spawned a further array of empirical studies attempting to

isolate the crucial variables in international growth. Such attempts, whether based on a
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theoretical model or only on empirical observations, have been relatively unsuccesslul, inter alia
because the quality of the data used has been highly suspect, and the human capital and technol-
ogy variables very ditficult to specily or to measure. Thus it is not surprising that Levine &
Renelt’s (1992) finding still largely applies, that international growth regressions have been una-
ble to identily convincingly any other contributor to long-term growth than capital accumulation.

Despite the failure to prove the role of human capital in long-term economic growth, most
cconomists agree that the reason for this lies mainly in data deficiencies and variable specitication
rather than in the absence of such a relationship llowing from human capital 1o gm\\'lh. (There
is also no doubting the How ol reverse causality as well, which complicates empirical analysis.)
Three forms ()lk‘(lucalion—gl'( wih relationships have heen \'ari()usl_\' tested, |)cing consistent with
d priori views ol informed observers in this field:

Improvements in education and in cconomic performance (gm\\'th) go 1()gvtlwr (which

accentuates the difficulty of determining the direction of causality).

Educational improvement is a condition lor higher growth, so that high initial levels of edu-

cation lead to |1igh rates ol cconomic gm\\lh, all other lhings being constant.

The distribution of education is crucial, in a similar way as others have pointed to the initial

distribution ol other productive assets (land or capital) as a contributor to aceelerated growth.

A more general explanation is also possible, namely that human capital is part of \what has been
termed tsocial capability’, a crudial ingredient that determines whether countries are able o
attract international investment or utilise available technology so as to reduce the gap between
themselves and developed countries (Abromovitz 1989). Social capability obviously incorporates
more than only human capital (c.g. institutions, governance, ete.), but clearly human capital is a
umll)()m'nl.

Irrespective of the way we view the relationship between education and growth, the problem
in taking further the work in this ficld appears to remain the paucity of dependable data in which
the human capital variable can be specified in a torm that accords with the theoretical point of
departure. Much of the work has taken school enrolment (usually gross enrolment) as proxy lor
human capital, which it is not; almost all have had to ignore possible difterentials in the quality
ol education; and studics differ in whether they use data on primary, secondary or tertiary edu-
cation, or combinations thereol,

So, tor instance, Barro (1999:15 & ‘lable 1) finds that economic ‘(g)rm\'lh is |)()sili\'c'|)’
related to the stock of human capital at the start of cach period, as measured by the average years
of attainment at the sccnmlm'_\' and higlu‘r levels of adult males. (Growth turns out to be insig-
nificantly related to secondary and higher attainment of females and to primary attainment of
males and females.)' However, tlmugh sc]u)oling appears 1o attect gm\-\'lh rates, it does not
impact signiﬁranlly on investment (Barro, 1999:16 & lable 2). I these results are robust, the

implication must be that the eftect of education comes lhrnugh productivity improvement rather
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than through attracting more investment in physical capital. This is a finding that is crucial for
South Africa, with its history ol poor (but improving) multifactor productivity — but the data
deficiencies warn against giving too strong weight to these results. Only lately have some
rescarchers (c.g. Lee & Barro 1998) started the painstaking work of collecting the data that will
be necessary to move beyond the present empirical impasse that research in this field has

reached.

Education policy
Four broad issues of economic policy arise in the educational area, namely the question of the
tiscal costs of education in aggregate, allocation of resources within education, the productivity
of educational resource use and the economic requirements in terms of education. This last issue
has been dealt with to some extent in the preceding section. National resources tor education
and the allocation of resources within education have been treated in detail in an excellent recent
government report (South Africa 1998a), so they will only receive perfunctory treatment here.
That leaves the question of educational productivity as the major policy issue to be discussed.
By international standards, South Africa allocates a large share of its national resources to

public education; its public cducation spending ratio, at about 7% of GDE is close to the highest
in the world. Moreover, education spending has increased relatively rapidly. Shifting further fiscal
resources to education does not appear to be a viable proposition. Moreover, larger financial
flows to education in the past tive vears did not, in fact, increase real resources for education:
the impact of the fiscal resource shift was overshadowed by wage increases for teachers, with the
result that the total equivalent number of tull-time teachers employed may even have marginally
declined, while pupil numbers continued to rise. In some of the richer provinces, cutbacks in
educational personnel could therefore not be matched by increases in personnel in the educa-
tionally worse endowed provinces. Internationally, the development process appears to give rise
to the relative burden of teacher salaries falling (i.e. relative to per capita GDP):

... from 1960 to 1990, the real average salary per p.l‘imary school teacher increased trom

$10 428 to $26 820 in the OECD and from $4 869 to $7 179 in developing countries. The

rising trend applies to all developing countries ... In contrast, the I‘ngurcs for the CPEs have

fallen markedly from $14 462 in 1965 to $4 771 in 1990. The ratios of estimated real salaries

of primary school teachers to per capita GDP have typically declined over time; from 1965 to

1990, the value dropped from 2,5 to 2,2 in the OECD, from 4,9 to 3,6 in the overall group of

developing countries, and from 7,4 to 1,7 in the CPEs. These ratios tend to be higher in

developing countries, especially in Sub-Saharan Africa (5,1 in 1990) than in the OECD." (Lee
& Barro 1997:17-18) (All figures in 1985 PPP-dollars)

In South Africa, in contrast, teacher salaries outpaced the growth of national resources. One reason
for this was the strong bargaining power of the teacher unions, which has allowed them to raise

their salaries far higher than the rate of inflation. Furthermore, African teachers felt themselves left
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behind when African advancement in the pul)lic sector accelerated after democratisation, as there
were few opportunities for promotion within the teaching sector that they could benefit from.”
Thus their frustrations were vented in the wage lmrgaining process. After democratisation, then,
when the need lor resource shifts across the Ibrmerl_\' racially-based departments was crucial,
resources increasingly had to be directed to personnel spending, leaving a growing dearth of non-
|)c‘rsonncl spending. Thus, from 1995/6 to 1997/8 l)ersonnvl expenditure in real terms increased
by 20%, while non-personnel expenditure declined by 17% (South Africa 1998a:27).

As the growth in pupil numbers still exceeds the growth rate of the economy, the government
team investigating the medium-term expenditure framework (South Africa 1998a) came to the
conclusion that there is likelv to he a major funding problem in cducation in coming years,
unless:

more tunds are allocated to education, an option they regard as fiscally infeasible, and which

internationally has been shown not alwavs to improve educational outcomes (Gupta er ol

1999:4);

pupil—teacher ratios rise even further, which is unaceeptable to government, teacher unions
and parents;

teacher salaries decline in real terms, which is stronglv opposed by the teacher unions;

some combination ol the above occurs.

From an cconomic efficiency point of view; it can be argued that the malaise affecting the South
Atrican educational system lies less in terms ol allocative inetlicieney than in v-inefficiency. Real-
l()caling resources from one level of e ducation to another, as many suggest for developing coun-
tries (Gupta et al. 1999), would bring little gain in South Africa, and it is not even clear which
level of education most requires additional resources, as will presently be discussed. There is
perhaps a stronger case for shilting more financial resources to non-personnel “teaching
resources; personnel spending is so dominant that even a small shift of this nature would have a
major impact on the availability of classroom resources.

However, the clearest problem is one of utilising L‘xisting resources better, even in their
present application. The major incfficiency in qualitative terms lies in what used to be the Afri-
can school system — by far the largest part of the system — where the quality of learning in schools
is often abysmal. Strong words from the President and the Minister of Education in recent vears
show that they blame this in part on a lack of discipline within schools, and in particular amongst
teachers.

This is the result of a typical principal—agent problem. Outputs of the educational system are
extremely difficult to monitor, as is teacher effort (input). Thus low teacher productivity is dif-
ficult to overcome. The educational authorities have responded to this problem by attempting
to shift the monitoring to the parent community as the linal ‘principal’. Unﬁ)rtunalcly, however,

this |)()|icy has had limited success in those schools where the parents themselves have had little
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education and therefore do not teel confident about their ability to assess the contribution of
teachers. Moreover, lines of authority are also not always clear and school principals often find
it ditficult to act against undisciplined teachers or pupils.

Thus there is still a large effort required to restore the ‘culture of learning’ to South African
schools. The expenditure review team notes that the COLTS (Culture of Learning, Teaching and
Service) campaign launched in 1996 ‘was the tirst more or less ofticial recognition of the fact
that efficiency and work effort problems, rather than funding by itself, were at the heart of the
problems in the education sector” (South Africa, 1998a:35). The eftect of the culture of learning
on educational performance manifests itself completely differently in the case of East Asia, which

appears to be ()th[)el'lk)l'l11illg other educational systems: ¢

. a major component of Last Asia’s
academic pertormance is left unexplained by the tamily and school inputs that were included in
the regressions.” . .. “The signiticance of the East Asian dummy may reflect the existence of an
*“Asian value”, which is broadly defined by the cultural and religious features unique to the Fast
Asian countries’ (Lee & Barro 1997:25). Thus culture and history play a strong role in educa-
tion, and South Africa is presently poorly placed to benefit from this.

One avenue to improve the situation, as al\\'a_\'s where there is a princip‘\l—agcnt prol)lem, is
the provision of more information. At present, there is a paucity of information for the educa-
tion authoritics to analyse the educational situation and their policy options. They have only one
measure of educational output available to them, and that is matriculation results, but these still
do not identify the roots ol the problem. In the first part of this chapter, we noted that literacy
and numeracy levels amongst Africans are already far below par as early as age thirteen. Allocating
resources based on matriculation results cannot adequately address a problem which requires far
carlier intervention. Thus the question of whether resources should go to secondary or to pri-
mary level, even if matriculation pass rates were the criterion, cannot be properly answered
without more data on the qualitative performance of different parts of the school system. This
requires a large-scale and continued effort at measuring cognitive achievement at different levels
within the educational system in order to better understand the relationship between the home
background of pupils, educational inputs and enhancement of cognitive achievement. Moreover,
identifving the poor-performin

g schools in order to take remedial action requires a better

understanding of how schools perform, and the reasons for this.
Thus the returns-to-education literature, useful as it is, cannot assist South Alfrica very much
in resource allocation across difterent levels of the educational system. In sum:
Itis not clear that more resources are the solution to problems of expansion of outputs. In
fact, access to education is no longer a major problem, as is clear from Figure 7.5, which
shows that more than 90% ol children of all race groups remain at school until attaining
matric or reaching at least the age of 16, and that among Africans it is common to remain in

the school system much longer, due to poor progression rates, amongst other tactors.
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FIGURE 7.5
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The qualil_\' of the output varies u)nsidcr.\l)l_\' amongst schools and over time, so that the
educational returns literature is always suspect.

The needs of the economy in terms of the type rather than the level of educational output
should also be considered, and may affect the returns to education (e.g. the importance of
the choice of mathematics as school subject for further training).

Returns to education are the result of the interaction between the supply and demand for
human capital, and the latter is related to the growth path of the economy, which is itself
changing. Morcover, insofar as growth itself may be determined by the availability of appro-

priate levels of education, there is an endogencity problem that cannot be solved.

Social security’

Background to South African social security

The South African social security system is surprisingly developed for a middle-income develop-
ing country. This is evident from both coverage against contingencies and social security spend-
ing ratios (Van der Merwe 1996:296 & 318). This tact can perhaps be ascribed to the way that
the system developed under apartheid — as a welfare state for whites — and expanded under social
and political pressure to incorporate other groups (Van der Berg 1997). If one allows for the fact
that South African occupational insurance is really a form of social insurance that does not flow
through the budget, social security expenditure ratios have reached levels only attained by West-

crn European welfare states in the post-World War I period (see Alber 1982:64, Table 4). In a



Social Policy to Address Poverty

country known for its racial inequalities and discriminatory social policies that were poorly tar-
geted at the poor, it appears puzzling that social security is so advanced.
< <

Access to modern employment has become a major dividing line within the population, with
all insiders increasingly sharing in the privileged situation previously reserved for whites, and

o = L=
unemployed outsiders becoming further impoverished through lack of skills, geographic location
- L= L= < <
and marginalisation in wider socicty. An intermediate group of people, though formally
< - L= <

employed (often in agriculture, domestic service or mining, and including many women in the
first two categories), is only tenuously linked to employment and to the modern consumer soci-
ety because of their low wages, uncertain jobs or status as migrant workers. As in other develop-
ing countries, the large part of the labour force lacking formal employment cannot be reached
by social insurance, and as will be shown, not all the employed are covered by social insurance.
Yet there is a well-developed social assistance system that, although fiscally expensive — it costs
more than 2% of GDP — reaches many of the poor.

In aparthvi(l South Africa, an embryonic welfare state was erected to protect whites against
various contingencies. Ironically, the extension of this system to other groups puts South Africa
in the rather unique situation for a semi-industrial country ol having the trappings of a modern

wellare state. loday; South African social security has two main components:

Occupational (social) insurance, which includes retirement benetits for a substantial proportion
ol the tormally employed labour foree; a somewhat inadequate system of worker’s compen-
sation against injuries sustained at work; a system of unemployment insurance which cannot
address the major unemployment risks associated with structural rather than cyclical unem-

plovment; and health insurance for the better skilled.®

Noctal assistance, the three main pillars of which are social old-age pensions, disability grants

and child and family grants — all means-tested to ensure targeting at the poorest.

An interesting dimension to the development of South Alrican social security was the tension
that existed between the liberal Anglo-Saxon luissez-fuire position, which was sceptical of social
security, and continental European influences, which were more supportive of it (Kruger
1992:117; Van der Merwe 1996:381). The latter influences were dominant in the old Boer
republics and in the pre-British Cape Colony, and later came to the fore under Atrikaner Nation-
alist rule — only now with a racial bias. Laissez-faire enjoyed stronger support under direct British
rule, and later from the predominantly English business class.

Although there was little poor relief and barely any other social services in the early period
ol European settlement, racial distinctions soon crept into the provision of services (Kruger
1992:113). British occupation in the early 19th century l)r()ught pre-Victorian views on the
distinction between the ‘(fcscr\'ing’ and ‘undeserving’ poor, and strengthened the racial bias in

the provision of social services, a pattern that remained dominant for almost two centuries.
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The first pension fund, introduced in the old Transvaal (South African) Republic in 1882,
was prescribed neither by legislation nor by convention, and could thus in no way have been
r(‘gar(lcd as social insurance. However, in the 1920s, ()ccupati()nal retirement insurance
expanded rapidly to include many skilled (mainly white) employees. The norm of excluding the
lower skilled (and theretore, in the context of apartheid, almost all Africans) from such coverage
remained, though. It was only in the 1960s and the early 1970s, when rapid industrialisation
increasingly drew African workers into industry, that occupational retirement insurance widened
to also include less-skilled workers. The (mainly) white trade unions were instrumental both in
this and in having coverage extended to more industries. Membership of both occupational and
private retirement funds increased from 923 000 in 1958 to 9 309 000 in 1993 (Smith Com-
mittee 1995:12.4a), a growth rate of almost 7% per annum over three and a hall’ decades
(though these figures include extensive duplication, in which many people belonged to more
than one fund). The membership growth rate of 8% in the 1960s and 10% in the 1970s slowed
to 3,7% in the 1980s, partly as a result of saturation of the market.

Atter the African trade union movement became a political force in the 1970s, social security
only reallv came to the fore as an issue in 1981 when the government attempted to enforee
preservation of pension righl.\ when pv()plc changv(l jobs — ironically, an issue that the trade
unions clfectively mobilised against, and their victory became another milestone in the empow-
crment of African workers, African workers saw the Louw Committee’s recommendation tor
compulsory preservation of pension rights upon withdrawal from a fund as an attemipt to deny
them acceess to their own money (Mouton Committee 1992:15 3; Rumm-_\' 1988:35). Morcover,
according to Adler (1989:20), ‘most Alrican people see the State as the legitimate source of old-
age pensions’. Thus, this measure met with such fierce resistance that the government was forced
to withdraw the proposed bill. After this victory, trade unions took a far more active interest in
retirement benefits. As low-income workers who retire often prefer a lump sum benelit so that
they can buy land, cattle or a house (Basson, 1987:34) — partly because the means test favour. s
h()l(ling certain assets rather than receiv ing income (Mouton Committee 1992:54; Sephton et al.
1990:45, 101) — many provident rather than pension funds were subsequently established.
(Retiring pension fund members can receive at most one-third of their benelits as a lump sum
pavout and must take the rest as a monthly pension. Provident fund members, however, may take
their full benehit as a lump sum.)

Thus social retirement insurance was initi.l]ly instituted for whites (who dominated the
skilled positions in tormal employment), but eventually extended to Africans. However, the
majority of the African labour force, who are either unemploved or in jobs not covered by social
retirement insurance, remain outside this safct) net.

The second pillar of the social security svstem consists of social assistance, that is, categorical

transfers funded from gcncml government revenues’ to certain individuals in the form of social
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old-age pensions, disability grants or child support grants — conditional upon the recipient qual-
itying in accordance with a means test. Social assistance benetits presently still reach far more
people than social insurance. The central feature is means-testing, which by its very nature
encourages a ‘p()\"erty trap’ and can also in certain circumstances lead to perverse incentives.

Modern social assistance in South Africa mainly dates from the period 1910 to 1933, when
many new schemes were introduced, although Africans and Asians were initially often excluded
from benelits (Kruger 1992:159). The exclusion of Africans was predicated on the ‘civilised
labour’ view that people accustomed to modern lifestyles and consumption patterns had greater
need of social protection than those in rural subsistence agriculture, who were not proletarian-
ised and were thus presumed to be better placed to meet traditional subsistence needs:

Rural natives were excluded from old-age pensions mainly on the assumption that Native cus-

tom makes provision for maintaining dependent persons. Urban Natives were excluded in

consequence, rcgardk‘ss of their needs, owing ‘to the diﬂ‘icull'\' of appl_\'ing any statutory dis-

tinction between them and other Natives® (South Atrica, Social Security Committee 1944:19,

as quoted by Kruger 1992:165).
Military pensions date from 1919, and in 1928 social pensions were instituted for those whites
and coloureds not covered by occupational retirement insurance, subject to age criteria and a
means test to ensure that only the needy were targeted. The white population dependent on
social pensions remained relatively small despite an im'rcasingly liberal means test, as occupa-
tional retivement insurance covered the more attluent. In 1943, take-up rates amongst the eld-
erlv were 40% for whites and 56% for coloureds (South Africa, Social Security Committee
1944:13—4, 58). By that vear, only 4% of all social assistance spending was on Africans (mainly
targeted reliel and pensions tor the blind), 1% for Asians and 16% tor coloureds (South Atrica,
Social Security Committee 1944:15). But in 1944 the Smuts government extended social old-
age pensions to Africans (Van der Merwe 1996:378), though beneit levels were less than a tenth
ol those for whites and the means test far more stringent. By 1958, Africans comprised 60% of
347 000 social old-age pensioners, although they received only 19% of old-age pension spend-
ing. By 1978, after their numbers had grown by 5% a vear tor two decades, Africans made up
70% ol the 770 000 pensioners and received 43% of pensions. By 1990, this latter proportion
had increased to 67%.

Around the time ol World War 11, other forms of social assistance also expanded. In 1936
and 1937, grants lor the blind and the disabled were instituted, respectively, but these were
initially confined to whites and coloureds and only extended to other groups in 1946. War vet-
crans' pensions were instituted in 1941, and family allowances tor large low-income tamilies in
1947, but these excluded African people (Kruger 1992:167-70).

From the mid-1970s, attempts to confer political legitimacy on the homeland system and

later the tricameral parliament led to a rapid increase in the tunds tor social assistance, especially
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for the elderly. Both the coverage of the African clderly population and the real value of the
benetits paid increased markedly, and in 1993 there were almost twice as many African pension-
ers inside the homelands as outside. The How of funds to the coloured and Asian communities
also increased remarkably, but the tiscal costs of incorporating these relatively small groups into
the mainstream social security system were manageable. The far greater fiscal challenge only
came later, in the late 1970s, once the principle of moving to parity in social spcn(ling levels was
reluctantly accepted. From that time onwards, fiscal expenditures on social assistance rose rap-
idly to incorporate Africans into the system and to climinate the racial barriers which had
allowed the white welfare state to prosper in the first place. This led to the rise in social old-age
pension spending from 0,59% ol GDP in 1970 (a decline from the 0,809 in 1960) to 1,82%
by 1993 (Smith Committee 1995:D2.15) and a budgeted 2,51% in 1998/9 (calculated from
South Atrica 1998b:25, 'Table 1).

The levels and types of social grants were a product of the peculiar nature of political patron-
age in apartheid society and later attempts to deracialise benefit structures. Fiscal constraints
precluded increasing African benelits to white levels: thus pension equalisation occurred through
a combination ol enhanc ing African pension benelits (by 7% per vear in real terms from 1970
to 1993) and rapidly croding real white pensions (white resistance was limited due to the mar-

ginal political position of thase small numbers of elderly or disabled poor whites who ¢ualificd
under the means test). In 1980, white pensions (li.\|)lau-(l more than 30% of the average wage,
compared 1o only 8,6% lor African pensions; by 1993, when pension parity was achicved and
discrimination in the application of the means tests climinated, the pension displaced 15.5% of
the average wage (Van der Berg 1994).

Under apartheid, white emplovment was secure (given preferential access to human capital
development and to some jobs) and most social security needs could be met through social
insurance. The major additional social security measures required were social grants lor the
clderly and for the disabled, and child and parent allowances. Social assistance was thus set up
as a safety net for the white (relatively) poor who, in the wider South Alrican context, were not
the poorest. In contrast, the safety net for other groups was initially rudimentary or nonexistent.
But as apartheid became diluted through the decades, benefits were glmluall_\' extended to other
race groups and benelit levels were unilied. Some of that growth was generated through the
creation of the homelands and the tricameral parliament, some by the helated attempt to rede-

sion social assistance schemes to be non-racial:

o

(Ohe social pensions and grants which were set up to protect the white population have grml-

ually expanded their eligibility rules to include all South Africans. This makes it. .. an unusu-
ally comprehensive system compared with that found in other (lt\'(‘lnping countries . . . (L.und
1993:22).
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By this quirk of history, the social security system changed dramatically in terms of the relative
size of the two components, with the formerly less important social grants becoming the major

part of the social security system, reaching far more peoplc than ()ccupati()nal insurance.

The South African social security system uses primarily social insurance to protect those in
formal employment, while social assistance (also called social grants or social transters) is meant
to protect those poor left unpr()tccte(l l)y social insurance. In addition, private provision against
certain contingencics is both encouraged and common in certain arcas (e.g. retirement and life
insurance). The following section deals with social insurance, and the subsequent section with

social grants.
<

Social insurance

South Africa’s large insurance industry plays a crucial role in mobilising contractual savings for
investment, much ol it as occupational retirement insurance. Assets of retirement funds alone
amounted to 739% of GDP in 1993 (Smith Committee 1995:D2.16). Occupational pensions are
mainly responsible for the fact that the clderly are on average somewhat better off than the
working-age population (Mouton Committee 1992:62). In 1992, total benetits of R17,2 billion
were paid out by occupational retirement funds, of which R3,3 billion were resignation and
withdrawal benefits, leaving retirement benetits of R13,9 billion, compared to the R4,8 billion

paid as social ()l(l—agc pensions (Smith Committee 1995:D2.1,2.2 & 2.6).

Aided by agreements between emplovers and emplovees, occupational retirement has
expanded its coverage to most industries. It is usua”y mandatory for employees in most indus-
trics or firms to join their pension or pru\'i(lcnt fund. Coverage is still low in agriculturv, in trade,
catering and accommodation (mainly employees of small traders and shopkecpcrs) and in
domestic service. Coverage amongst men is probably much higher than amongst women, who
are disproportionately present in services, including both trade and domestic service. Insofar as
agreements and convention have made occupational insurance for retirement the norm in the
formal sector, occupational insurance can be regarded as social insurance, despite the absence ot
l('gal compulsion to provide such insurance. However, as the ‘taxes’ imposed on employers and
employees do not flow through state coffers, fiscal comparisons understate social security pro-
vision in South Africa. But although coverage of the formally employed by occupational pensions
schemes for retirement — even after allowing tor some double counting — is high, at about 73%
(Mouton Committee 1992:490, Smith Committee 1995:D2.11), the large extent of unemploy-
ment means that only some 40% of the lubour force is covered (Kruger 1992:215, Smith Com-
mittee 1995:D.2.11). According to the Smith Committee (1995:D2.8), retirement fund
benetits were paid to only 44,5% of the elderly in 1993, as against 78,7% recciving social

()I(I—.\gc pensions.
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Workers and employers typically each contribute 7,5% of the monthly wage to a retirement
fund. Workers can then claim benefits upon retirement. The Pension Funds Act of 1956 lays
down the rules for the 16 000 retirement funds, so as to safeguard the interests of their members
(Sephton et al. 1990:1). Retirement funds also provide withdrawal benetits to employees who
resign or are dismissed, and retrenchment benelits and sometimes insured benetits to cmpl()yees
who are disabled or to the dependants of employees who die (Sephton ez al. 1990). Benetits are
generally not portable, that is, they cannot be transferred from one fund to another. Conse-
quently, most workers who change jobs get a certain share of the accumulated benetits paid out
to them and do not transfer retirement benefits to their new employer’s fund. It has been esti-
mated that 90% of pension fund members are expected to change jobs before retirement
(Munro 1991).

Typically, an African worker outside the primary sectors accumulates a retirement income of
about R40 per month (2% of linal salar_\') for every year that he/she Ix'l()ngs to a retirement fund,
thus he/she would need to work 13 vears to accumulate retirement benefits greater than the full
social pension. If the individual changes jobs and withdraws from the fund after ten years, R400
retirement pension per month — which is less than the social pension of R300 per month — is
forfeited. Moreover, upon withdrawal, workers get back at least their own accumulated contri-
bution and some interest. Furthermore, the social pension, unlike the occupational pension, can
be expected roughly to keep pace with inflation.

Occupational retirement insurance is vital for many South Africans, but cannot cater to those
outside paid emplovment, nor for some parts o the emploved population presently not covered.
Of particular concern is that the interaction with the means test for social old-age pensions could
(liscouragc private retirement provision lor many low-income workers, an issue we shall return to.

Unemplovment insurance only applics for certain workers covered by the Unemplovment
Insurance Fund (UTF). Agricultural and domestic workers, certain public sector emplovees, sea-
sonal workers and those whose incomes exceed a certain level are excluded (Kruger 1992:198).
Until the late 1970s, the UIF usually did not cover African workers (Mouton Committee
1992:153—4). In 1993, legislation was enacted to extend coverage to agricultural workers.

Workers and their employers cach contribute 1% of the wage to the UlR which is publicly
administered and to which the government also commits funds from time to time. When a
worker is unemploved or ill, UlF benelits of 45% of the weekly wage are paid tor one week out
of every six weeks the worker contributed, but not exceeding 26 weeks. Maternity benefits and
benefits to the dependants of deceased workers are of a similar magnitude, although the tormer
was a major contentious issue in the debate about the Basic Conditions of Emplovment Bill. At
best, such benefits can be a way of sheltering the presently unemployed against temporary job
loss. In 1993, 6,3 million workers were covered, up trom 1,7 million in 1970, a growth rate of

5,9% tor more than two decades. But despite its rapid growth, UIE coverage still extended to



Social Policy to Address Poverty

less than half of the labour force. In 1990, the average payment per unemployed beneficiary
amounted to only R1 270 per annum. The unemployed beneticiaries of the UIF stood at about
538 000 in 1991 (Mouton Committee 1992:513, D3.5), i.e. only about 6% of those without
formal jobs. Benefits paid of R1,6 billion in 1994 represented 0,5% of total remuneration (Van
der Merwe 1996:386--8).

The UIF's financial position has been seriously eroded by large-scale retrenchments over the
past decade. This makes it ditticult to improve the level of benefits it offers. Until the labour
surplus situation in South Africa has effectively been overcome (which could take decades),
unemployment insurance can only cover a small part of the labour force tor a short period against
the scourge of unemployment.

Worker’s compensation, instituted in 1941, requires employers to make risk-related contri-
butions to the Accident Fund (Kruger 1992:198), and is paid to employed workers below a
threshold income who are temporarily or permanently disabled as a result of injuries or indus-
trial discases sustained at work. In this casc.also, growth of coverage was fairly rapid, from
3,9 million in 1971 to 5,2 million in 1988 (Statistics South Alrica 1992:6.8). In 1988, a total of
R320 million was paid from the fund. There was some concern that the criteria for such com-
pensation were sometimes too strictly applied, which disqualitied some trom receiving these
benefits and sometimes made them an effective burden on the state if they had to draw disability
pensions. Mineworkers fell under separate legislation (the Occupational Diseases in Mines and
Works Act), which in addition to occupational injuries covered them against certain occupational
discases, mainly respiratory, prevalent in the industry (Lund 1993:8). Beneficiaries received
lump sum pavments rather than pensions. It is estimated that coverage had improved to
5,2 million people by 1990. In 1994, new legislation was introduced in the form of the Com-
pensation for Industrial Injuries and Diseases Act, which replaced both previous Acts, provi(]cd
much improved coverage and removed racial discrimination. Benefits relate to medical aid, com-
pensation tor temporary disability and lump sum payments or pensions for permanent disability.
A fuller treatment of this topic is given by Lund (1994).

Health insurance is similarly common amongst better-paid workers in the private sector.
Others fall back on subsidised public health services, usually means-tested to ensure that subsi-
dies target the poor. While these medical aid funds have recently increased their coverage of
lower-income workers, cost containment problems arising inter alia trom the usual moral hazard
problems associated with such insurance have slowed down this expansion, despite concerns

about the quality ()l‘pul)lic health services.

Social assistance
lable 7.4 summarises the available information on the various social pensions and allowances tor

the last vears in which racially based data were still provided (all the homelands included).
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TABLE 7.5
Composition of social assistance expenditure by field of service’
Expenditure Percentage of total
199596 1998-99 A:::gfh":fe‘:"’

:\ctual_ B Vm‘ed_ 1995-96 1998-99 period

(R "000s) (R *000s)
Administration 32 470 32 470 0,3% 3,0% 149,2%
Child and Lm;l} care 141736 1427736 6% 1L% 98%
Old-age pensions’ 8138280 8138280  661% 59,3% 0%
Disability grams’ 2699979 2699979 21.9% 60%  174%
Relief S arsse 0a% 04%  T60%
Total social security 12310819 12310819 100% 100% 10,9%

" South Atrica 19981:29, Table 5.
| - .
Including war veterans' grants.

Including pensions for the blind.

lable 7.6 shows data on the social security budget by province. There are wide ditferences
in per capita alfocations to different provinces, but these result not so much trom inequality in
allocations as from differences in demographic structure and take-up rates in ditferent prov-
inces, the latter partly determined by the means test and historical factors. Thus the richest
province, Gauteng, has the lowest spending per capita on social transters due to a smaller pro-
portion of its clderly population qualifving under the means test tor social old-age pensions.
[igh take -up rates, especially of the old child and family grants that are being replaced by the
new child support grants, have kept social assistance spendingin the Northern Cape inordinately
high. Unfortumately, spending on disability grants is rather ditficult to express relative to the
target population, as the numbers of disabled are very uncertain.

Social old-age pensions are paid to men from 65 vears of age and to women from age 60.
Below the lower threshold (60% of annual benetit), applicants quality for the full pension. Above
this level, every R2 increase in pre-pension income reduces the benefit by Rl until the benelit
is zero. For married applicants, only halt the combined income of the applicant and spousc is
taken into consideration. The marginal *tax’ rate or clawback of 50% creates a typical poverty
trap and has severe implications for the behaviour of low-income workers, as referred to earlier.
In the past, the absence of adequate occupational retirement insurance left most people of pen-
sionable age few income sources to fall back on other than social old-age pensions. Interestingly,
social old-age pensions are paid to more than three-quarters of all people of pensionable age;
thus the means test is largely a way of excluding the rich rather than targeting the poor.

Disability grants are the second most important form of social assistance. The state provides
disability grants to the disabled (including the blind) from age sixterenup to retirement age,

subject to medical eligibility criteria and the same means test as for old-age pensions. In 1993,
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TABLE 7.6
Budgeted per capita spending by province (1998-99)"

All social assistance Child, family care Old-age pensions
spending per capita spending per child per elderly person
Eastern Cape R396 R124 R6 945
Free State - R413 R233 R4 1T
North West R3ST R46 RS 984 o
Northern Province R386 - RIETS R4 784
Mpumalanga RS7T RO RS 631
Northern Cape R63 | R338 C ReOSI
KwaZulu-Natal R470 o RI53 R3597
Western Cape Ri44 R0 R3 275
Gauteng e R R2 815
Total - R422 RI3Z RS 826 -

disability grants went to thirteen out of every thousand South Africans: only to cight per
thousand whites and twelve per thousand Africans. However, the figures tor coloureds (31 per
thousand) and Asians (23) were extremely high, and mayv indicate some abuse of the system,
particularly in the apartheid dispensation where difterent administrations applicd cligibility rules
differently Considering the extent of unemployment, take-up ol such benelits will be as great as
administrative leniency allows.

Child maintenance benefits actually comprise two types ol grants: parent allowances and
child allowances. These are paid mainly to single mothers (including widows, divorcees, women
abandoned by their spouses and those never married) and their children who had no other
means ol"sul)l)ort. In the past, it was largcly not extended to Africans. When the social assistance
system was deracialised, it became apparent that the cost of these grants could become astro-
nomical, that there were potentially perverse incentive effects associated with them, and that
other equally poor children in intact families may not have qualified for such support. Thus,
following the Lund Committee recommendations, the Cabinet approved the phasing out of the
old child and parent allowances, the institution of a new flat-rate child support grant of R100
per month to caregivers of the poorest children under seven years of age, and a means test aimed
atidentitying the 30% of children in this age group who are most vulnerable. This should add to
the flow of social transfers into poor communities, and particularly reach houscholds in the
bottom two quintiles of the income distribution. It we consider the mean annual household
income in the quintile of R2 406 in 1993, annual flows of R1 200 or R2 400 to recipient

houscholds (assuming either one or two children in the relevant age category) may have a con-
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siderable impact, even allowing tor inflation. Overall spending allocated for this purpose will
total R2,7 billion per annum once it is fully operational. However, this constitutes little more
than 10% of the income of the bottom two quintiles. Moreover, even under optimistic circum-
stances there would be some leakage to the non-poor, and some of the present R1,3 billion spent
on the old grants also reaches the poorest. Thus such a programme, though important, would
not have nearly the same impact on the conditions of the poor as an acceleration in employment

would have,

Coverage against risk: the adequacy of social security

o understand the impact of the South African social security system, it is usetul to consider how
it reaches people in ditferent income classes with diverging educational and skill levels. Ideally,
such an analysis should consider education, employment, wages, income, living standards, life
cvcles and contingencies, uncovered risks, and opportunities for class mobility through educa-
tion, rural—urban migmtion or marriagc.

For convenience, we identify four income class types, which we shall call, not tully accurately:
the affluent (largely Quintile 5);

the stable urban working class (Quintile 4);

the insccure formal sector (Quintile 3);

outsiders (Quintiles T and 2, the poor).

Despite its many limitations, such a typology is uselul for l‘()cusing on the contingencies that
interest us.
The affluent (Quintile 5): Under apartheid, the aftluent have long been mainly white, but in the
past two decades their ranks have been joined by members of other race groups. By 1993,
()nl_\ about two-thirds of the richest income quintile were white, and l)y 1995 whites may
even have declined to only about half ol houscholds in this class (South Africa 1997:Fig. 36).
This group exhibits high levels of education, and wage and per capita income levels three
times the national average. Moreover, almost all children enrol for secondary education and
a substantial proportion goes on to tertiary education. Thus this income class reproduces
itself. Lifestyles reflect the suburban nature of this group (though perhaps less so amongst
recent African converts to their ranks): spacious homes (two rooms per person, on average),
universal access to electricity, commuting to work by private means and general satisfaction
with their quality of lite.
C()ntingcn(.‘ics amongst this group approximate those in industrial societies, and most
risks arc well covered by occupational insurance (or private insurance tor selt-employed pro-
fessionals). Although coverage against cyclical unemployment is weak (the upper income

groups are excluded from compulsory unemployment insurance), they are least atfected by
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TABLE 7.7

Socioeconomic situation of different income classes (1993)"”

Poorest

Income—consumplion quintiles

Richest

- Total
QU QO3 Q4 Q5
Per capita income R390 RI056 RI974 R4 158 R20478  R56!1
IHouschold income R2406  R6 372 RIL550  R22458  R82536  R30 630
Houschold monthly wage R8T R546 R0 RIG6II  R4GRY Rl 508
Unemployed 53% 43% 30% 17% 4% 30%
No education 24% - 18% : 13% 7% 6% 15%
Less than full primary cducation o 4% 4% 3% 21% M 35%
Completed .:\-condar) education it 8% [3% 23% 62% 19%
('omplvl(-(l tertiary v(lu(‘.ni(:n - - 0, (% (il'_?u 0,6% 10,3 [,8%
Primary enrolment (net) - §5% : §7% 88" $9% 904 §7t%
secondary enrolment (net) : 36t 57% _07"“ 78_’?\. e 60,
lertiary cnrnlnn;n lll;l) ' 3% 3% 20% 38%% R
Rcmin.u:‘rvinwmc : 27 4% o) —_’"u 1".._ 3
Regular wage/income S 230 1-44% 67" 79% H3% 63%
Regular wage main income soarce (M of houscholds) : 19! 414, 63 S 840, 39%,
Houscholds rural o _7(1"01 8% -15.. _31‘;» o 1_5“‘._ 7%
Houscholds nu'lml_mlil.m : o 1) 4% 29% 104 38 3%
Houscholds iﬁtlm urban .n'ms_ H_= 18% 55"1» 27% __’7‘51 23%
| |0Ehol(ls African 96k 3, 82 68% 25% 1 %T‘i.
Houscholds white T 1% 3 6% 66% 1 7%
Houschold size : : 6.3 6.0 5,9 54 4.2 5.5
Persons per raom - 23 ) 1,7_ —l‘l_ n 1.0 o 0.5 .4
Households in shacks or traditional dwellings 39% 5_2‘.'1— 23% 15% % 23%
Houscholds with electricity N 15% 28% 49% TT% ‘)S%_ 53%
Commute o work by car/motorcycle - 7% 7% 10% 6% 1% _i(J%
Treated by private doctor 23%, 31‘;- 41% 33% 73% 4%
Stunting of children under 3 : 38% 27% W 18% 0% 27%
Satistied with quality of life : : T 299, 39% T0% 35%
Government food aid & major issue 34% 274, 17% 14% 1% 20%

" World Bank/RDP Office 1995; SALDRU 1994; [anisch 1996; Klasen 1996,

b Figures ot fully comparable across dimensions, as criteria tor division into quintiles differed (e.g. income—

consumption group, quintile of houscholds/individuals, ctc.).

“ Including casual labour.
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cyclical downswings, and their skills and education limit the risk of long-term structural
unemployment.

Stable urban working class (Quintile 4): In this largely urban income class, Africans already dom-
inate in numerical terms, but Asians and coloureds are disproportionately represented, while
lower middle class to working-class whites typically also fall into this category. The striking
feature of this group is their access to relatively well-paid urban employment; unemployment
occurs mainly amongst women or other secondary earners. This group is characterised by
above-average educational levels (though appreciably less than those of the affluent), but
more particularly by high levels of enrolment ol children in secondary and tertiary educa-
tion: this is an upwardly mobile group.

This group faces some risk ot falling victim to unemployment because of lower education

and skill levels, which may pull them down the income distribution ladder once unemploy-
ment insurance benetits have been exhausted. Younger members of this group are accumu-
lating adequate occupational insurance benefits before retirement to be potentially inde-
pendent of the social old-age pension, but this group is most atfected by rules relating to the
withdrawal of benefits when they change jobs and by the means test for old-age pensions.
Though coverage is for many of them still of recent origin, this group looks mainly to occu-
pational insurance rather than to social assistance for their social security.
The m.\ecurc_fbrmul sector (Quintile 3): This group is most mixed in terms ()feml)l()_\'mcnt status
and geographic origin. Where the affluent are clearly urban and engaged in long-term formal
jobs, this group includes many better-paid tarm workers and a large proportion ol migrant
‘men of two worlds’, who may have families and assets in rural areas but who are economi-
cally dependent on urban areas. Their access to jobs, however, is tenuous, as they usually have
limited skills and low educational levels. As a result, many live in crowded housing or squatter
shacks in the cities, while housing for tarm workers is only as secure as their jobs.

High risks of unemployment subject many in this group to fluctuating fortunes which
depend on cyclical factors and uncertain prospects of finding new employment. When the
duration of unemployment is appreciable and households have no other employed ecarner,
many slip down the income ladder. On the other hand, those with some skills and education
who do obtain regular employment may graduate to the second quintile. Lite-cycle factors
may be particularly important tor this group; youths who do find employment could add
dramatically to the houschold’s fortunes.

Social insurance has a limited role amongst this group, although many of them are nom-
inally covered by it. They preter provident rather than pension funds for occupational retire-
ment provision, as taking lump sum retirement benetits may still allow them to qualify under
the means test for the [ull social old-age pension. If they are disabled (and physical disabilities

are common for both this group and the outsiders), workmen’s compensation helps those
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injured on the job, while disability grants or social pensions are generous enough to maintain

smaller houscholds in this income class.

Quisiders (Quintiles | and 2, the poor): This group consists pred()minanlly of rural Africans who
are poorly educated (78% of houschold heads in the bottom quintile have not even com-
pleted primary education [World Bank 1995:27]). In this poorest group, social stress is
evident in high rates of absentecism from rural arcas of able-bodied males who work in the
cities. Extremely high unemploviment rates plus low wages — often in casual jobs — result in
less than one in four of these houscholds having a regular wage as the main source of income.
A permanent job or a social pension may sometimes move such houscholds up the income
ladder, but that party depends on the burden of dependants. Household size is t_\'pically
large, despite the absence of many workers from rural areas, whose remittances are a crucial
but often very uncertain source of income (remittances contribute more than a regular wage
to houschold incomes). Such broken houscholds are also one ol the factors that account for
the higlu-r proportion of women than men in poverty (World Bank 1995:13). The poor
nutritional status of children is shown by stunting rates of one in three children under five,
as against only 6% amongst the affluent. Small wonder this group places a high premium on

vovernment lood aid and is extremely dissatisfied with their quality of life,

Social assistance is vital for this group. For one in four individuals, social assistance is the
main source of income, compared 1o only 3% amongst other houscholds (World Bank
1995:15). Without such Hows ol funds to pensioners and the disabled, the nutritional and
social situation of the beneficiaries and their extended families would be much worse. Tt has
been convincingly shown that such social transfers reach communities who have otherwise
been p()()rl_v provided with social services such as education or health (.-\r(lingt()n & Lund

1995; Case & Deaton 1996).

Social security policy

The challenge for South Africa is to offer a safetv net tor the poor, who are still numerous mainly
due to the lack of remuncrated employment, while insuring those in employment against major
contingencies (loss of unp|0}’m¢nt, old age, ill health, (lisal)ilil}'). It has been shown in an earlier
chapter that social transfers contribute more towards reducing poverty than to increasing
incomes, an indication that indeed they are relatively well targeted. But although the social secu-
rity system is relatively well targeted and has developed to almost unprecedented levels for a
semi-industrial country; the preceding section showed that there are still major gaps. However,
the resources from state general revenue devoted to social security (as opposed to enforced social
security taxes) are already generous, and competing demands on fiscal resources at a time of

political transition leave little scope tor additional resources for social security.



Social Policy to Address Poverty

Another growing problem is the HIV/AIDS epidemic, which is likely to have a major impact
on the welfare of many South Africans. The number of projected deaths is worrying, but the
many orphans are also likely to have a profound impact on social support structures. In this
respect, the demand for social security may grow sharply.

The major contingency against which no proper protection is given is unemploymenl. This
has been extensively discussed in other chapters, and is strongly linked to poverty. At best, occu-
pational insurance can reach only half of the labour force, leaving the most vulnerable dependent
upon various forms of social assistance. As living standards depend largely on access to remuner-
ative employment, their poor education and skills imply that the rural African population will be
worst attected.

A second major deticiency of the social security system is that its impact on the poorest —
those uncovered by social insurance — is almost exclusively tied to the presence of clderly or
disabled members in houscholds. There is naturally a life-cycle component to this, as tamilies
may materially benefit at ditferent stages from such a presence. FHowever, at any particular time
there are many poor families without such support. Social assistance for the elderly is a necessary,
but insufficient, condition for reaching most poor houscholds. Social old-age pensions may have
alfected family structures by encouraging poor families to retain older members in the house-
hold, thus enhancing the status of old people in rural society and making them the main ‘bread-
winners” in many extended families (see Case & Deaton 1996:11). However, those households
without access to employment, and with no clderly or disabled members, have become the poor-
est. Thus many children and voung families are especially vulnerable, as are older workers who
cannot effectively compete for manual work but are as vet too young to quality for pensions. It
the prevention oramelioration of poverty is one of the major roles of the social security net, then
there is still considerable need tor targeting of such households.

The options in this regard are limited, given the large resource transfers required and the
potential perverse incentive eflects associated with certain possible targeting devices. For
instance, substantial social transters targeted at the unemploved may have perverse impacts on
job search, labour input or even educational attendance. One possible approach is low-wage
public cmpl()_\/nwnl schemes as sclf—targeting mechanisms in rural areas, but eftorts to this end
have run into union opposition, capacity constraints and limited enthusiasm in government, inter
alia, because of the lack of a ‘powertul interest group to fight tor the programme’ (Breslin ez al.
1997:34). One major reason for this is the persistent view that social transters are handouts and
therefore to be avoided. It is thus unclear what measures could or would be taken in this regard,
though improvements to unemployment insurance for those in employment are almost certain
to take place in the next few years and would improve the situation of those who lose their jobs.
'l'hc_\ are, however, a small proportion of the unemployed. OF more importance is an expansion

in the provision of low-wage programmes that could reach large segments of the very poor.
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International experience has shown that it is essential that such programmes offer relatively low
wages in order to attract only the poorest and not those already engaged in productive activities
in the informal sector.

A continuing concern is the interaction between social insurance and social assistance, espe-
cially for retirement provision. The crucial issue is how the means test interacts with occupa-
tional or private insurance and with the tax system. As more and more cohorts of Africans who
retire have accumulated some occupational pension claims, the operation of the means test
becomes more difficult. Improved targeting mayv seem one option, but does not reduce the
negative aspects of the means test, that is, the poverty trap and associated perverse incentive
effects on saving behaviour, the propensity to lie about private income and the (Iil‘ﬁcult'\' of
administration. The National Consultative Retirement Forum, set up by the government in
1997, expressed some support for a universal grant tor the elderly, though it noted the fiscal
constraints. A universal grant would remove the perverse incentives lowing from the present
means test for withdrawal of retirement benefits, private retirement insurance for informal sec-
tor participants and domestic servants, the choice between lump sum retirement benefits and
pensions, and the torm in which assets are held. Abolishing the mecans test should encourage
private retirement provision. Moreover, the means test encourages dishonesty and withholding
of information and is ditficult to administer. It would become even more dificult to apply when
more people who retire receive some occupational retirement benefits,

The fiscal consequences of a universal old-age grant could partly be reduced by clawing back
some spending through higher income tax, both by removing the old-age rebate and by the
normal operation of the income tax scales. Thus net fiscal costs may appear manageable. How-

ever, more rapid aging ot the South African population means that the numbers in the higlwr age

categories are presently growing more rapidly than the aggregate population and, indeed, as
rapidly as the economy. Thus, just to maintain real benefit levels, fiscal expenditures for old-age
pensions would have to grow as rapidly as the economy: Unless economic growth accelerates
markedly, such a universal grant is fiscally unrealistic. This point is underlined by the tact that the
tax system — which is supposed to claw back some of the cost — is still operating incfficiently and
is being confronted by rapid expansion of potential numbers in the income tax-paying brackets.

As long as the lurking menace of unemployment remains, the outsiders in South African
society cannot be tully drawn into the economic and social mainstream, either by social security
or by other means. Social assistance programmes can, at best, alleviate the plight of the rural
poor, in itself’ an important enough objective. But for the moment, improved benelfit levels tor
existing programmes are also unlikely, for that is not now the main priority. Increased employ-
ment is the only thing that will allow social security needs to be contained to levels commensu-

rate with the fiscal capacity of the economy: Only then will South Africa be able to make further

progress on the road to an advanced social security system.



Social Policy to Address Poverty

The major gap in income security thus remains the large-scale unemployment that so
plagues South Africa. An extension of the unemployment insurance system offers little hope,
for this cannot reach those who have never been employed. A more promising avenue is the
provision of low-wage public works programmes. These have the benefit of self-targeting:
only the really poor are willing to work at very low wages. Attempts to expand such pro-
grammes in South Africa have thus lar come up against opposition from trade unions, either
because of the low wages, or because they see such programmes as undercutting unionised
work. Within government, too, there has been little acceptance of such programmes as low-
wage income supp()rt schemes rather than pcrmancnt j()h-(‘rt‘ati()n or training schemes.
Morcoverfiscal costs and managerial capacity within government pose further constraints on
the massive expansion of such programmes, so that it appears that a moderate growth over
time is the most that can be expected at this stage. The impact on the poor is thus likely to

remain small.

Conclusion
Government policies have already shifted substantially towards poverty alleviation, and there is
limited scope tor further initiatives o improve the position of the poor without major additional
uutl.\) of resources. In the p()lic_\' Hield, the discussion above suggests three arcas for increased
government attention in order to reduce poverty over the medium to long term, supplementing
those policies already in place. These are:
improving the quality of education, inter alia, through better information systems on cogni-
tive achievement levels in education;
expanding low-wage public works programmes as a form of self-targeted poverty relief for
those who cannot get aceess to jobs;
government intervention in the capital market to ensure enhanced access to capital by the

poor, particularly for entrepreneurial purposes (though education would pr()l)al)ly also ben-

efit from this). This policy area did not fall within the ambit of this chapter.

These policies, by themselves, cannot reduce poverty drastically. However, as everywhere in the
world, sustained economic growth is the best alleviator of poverty — especially it such growth is
employment-creating. To some extent, the policy thrusts suggested above may contribute to
such an outcome, but tlu‘)’ also need to be underpinned by viable macroeconomic policies that
would create the necessary climate for attracting international capital. For this reason the gov-
crnment’s macrocconomic growth strategy, GEAR, will have to be continued and consolidated.
If poverty -ameliorating policies such as those suggested above complement a successful growth
strategy, poverty alleviation may be quite rapid. As in Latin America, where the turning point in

inequality may have been reached, South African racial inequalities are also now being reduced
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the new political dispensation. It economic growth is added to the mix, both povertv and racial

inequality may be strongly reduced, and the trend towards increased inequality within racial

1%
S

roups may be arrested.

Notes

v

6.

. The South African data is based on expenditures, not income, and the situation with rcgar(l to
incomes may show even greater incqualil}:

. Indiscussing Chen’s conclusion that the pattern of houschold formation is the major factor explaining
increasing houschold inequality in the 1980s and 19905 in Taiwan, Kanbur remarks that this factor is
‘missing from ncarly all studies in the *Kuznetsian® tradition” (Kanbur, 1998:14). In South Alrica, too,
this is still a far too neglected field.

. Wlogarithm of earnings of worker i is
-

(v, is carnings, S schooling, u residual uncorrelated with schooling).

Thus carnings incquality (Jog-variance) is a lincar function of variance in schooling,
I schooling inequality is measured by the coclticient of variation CV = +/m (standard deviation
divided by mean), which is mean-invariant, then greater carnings inequality is possible despite

reduced schooling inv(lu.||il\'. Lam (1999) shows that the standard deviation for .\t’]l()()lil’lg rose less

than the mean for Brazilian cohorts born 1925 to 1950; thus the coctlicient ol variation declined. But

lower schooling inequality did not also reduce high carnings incquality, as variance of schooling rose.

. De Villiers (1996:288-9) reports that more than 90% ol teachers will not receive more than one

promotion in a lifetime ol teaching.

- This part of the chapter is largely based on the author's previous work, particularly that I)lll)“,\h(‘(l as

Van der Berg (1997).
In conjunction with universal health care for those who cannot afford private health care. Health is
not usually regarded as part of social security in South Afvica, not even in the case othealth insurance,

so that this issue will not be (‘xpl()rul further here.

. Under aparlhci(l‘ a large number of administrations were created (10 homelands, 4 provincial admin-

istrations covering Alricans outside the homelands and a separate administration under the tricameral
parliament for cach of the other three groups), cach of which had some leeway to set rules and
administrative procedures; however, lunding levels were essentially determined by the white central
government. The major way in which the homelands deviated from the practice set in South Africa

was by not implementing certain types ol'gmnts atall, or by rc(lucing real benefit levels.



CONTEMPORARY LABOUR MARKET POLICY
AND POVERTY IN SOUTH AFRICA

MUZi MAZiYA

Amongst the major challenges that faced the new ANC-led government in 1994 was the extent
ol poverty and incquality, which was largely a legacy of apartheid and past race-based policies. A
houschold survey conducted in late 1993 to assist the new government by providing an empirical
basis for its policies found that 53% of the population lived in poor households, and among the
poor 95% were AMfrican (RDP 1995). The survey also found that South Africa had one of the
worst records in terms of social indicators (health, education, sate water and fertility) and
income incquality, even when compared to countries at lower levels of development.

Not surprisingl_\; the advent of the ANC-led government led to the adoption of policies that
were intended to help eradicate poverty and reduce inequality, as part of the Reconstruction and
Development Programme (RDP). The RDP included policies that aimed to foster macroeco-
nomic stability, meet the basic needs of the population, create jobs, develop human resources
and provide a social safety net.

One of the important tactors determining the extent and character of poverty and inequality
in South Africa is the labour market. Indeed, the strongest evidence in this hook is that labour
market participation (and non-participation) by members of the household explains a significant
amount of houschold poverty and incquality. These results are lmr(lly surprising, but thc_v elevate
the importance of labour market policy and policies that impact on the functioning of the labour
market, as potential tools in eftorts to reduce poverty and inequality.

Since 1994, the government has embarked upon a series ofl abour market reforms which it
claimed had efficiency and equity objectives. The aim of this chapter is to examine these reforms
more closely; focusing on their potential impact on poverty and inequality:

The chapter first presents an outline of recent labour market reforms, followed by a discus-
sion of conceptual frameworks that can help us to assess the role of labour market policy in
poverty alleviation. We then move on to use these frameworks to assess the impact of recent
labour reforms on houschold poverty and to consider the potential impact of these reforms on

the position of low-paid workers. Finally, we present some policy recommendations.
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Labour market reforms and institutions in post-apartheid South Africa'

The newly elected ANC government inherited a fragmented body of labour laws and an indus-
trial relations system characterised by a high degree of antagonism between employers and
worker representatives. Legislation that governed collective bargaining via the industrial councils
excluded sectors such as mining and agricullur(‘. In the early 1990s, less than 20% of workers
were part of these industrial councils (MERG 1993).

[abour lcgislalinn aimed at protecting workers, where there was no collective Imrgaining,
also did not cover all sectors or all areas. Until the carly 1990s, agricultural and domestic workers
were excluded from the 1983 Basic Conditions of Employment Act, whilst the entire system of
wage and working conditions determination (falling under the 1957 Wages Act) was largely dis-
credited. Indeced, it was described l)}- the 11O country review as ‘a haphazard process, with
almost arl)ilrm"\ selective coverage, low wage minima, inh'uplunl revisions and poor conditions
ol emplovment attached to them® (Standing, Sender & Weeks 1996).

Following the recommendations ol a tripartite Labour Market Commission, the new govern-
ment's labour market policy response has consisted essentially ol two approaches: the promotion
of voice” regulation and *regulated Hesibilit'.

Voice regulation essentially commits the government to strengthening the role ol its sodial
partners, business and labour. Since 1993, the number of registered unions and employer organ-
isations has increased (seeTable 8.1), and a national-level bargaining forum. NEDLAC (National
Economic Development and Labour Council), has been established. This forum deliberates on
sociocconomic and development policies, and consists of representatives from emplovers, work-
ers, government and community organisations.

Union membership has grown more than 50% since 1994, whilst the number ol registered
unions has also increased from 201 in 1993 to 463 in 1998. This trend can be attributed to the
adoption ol ‘union-friendly” policies and legislation. Surprisingly, the number of registered
emplover organisations dedlined in 1995 and in 1998, despite an overall increase since 1994,
The changes in the number of bargaining councils also largely reflect a rationalisation and con-

solidation consistent with the demands of the new laws.

TABLE 8.1

Reyistered trade unions, cmp/overs’ orgunisations and hur‘:./uinin(;/ councils (1993—98)"

Year 1993 1994 1995 1996 1997 1998
Unions 201 Y13 248 334 4 l? 463
Union membership 2890174 2470481 2690727 3016933 3412645 3801 388
l~mp|o)'cr>‘ organisations 195 _l9l 188 196 25§ - 241
Rargaining councils 68 86 80 ) 7 ;3 %

* Department of Labour Annual Report 1999.
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The government’s macrocconomic policy document, GEAR, describes the p()licy ol ‘regu-
lated flexibility” as a strategy ‘to extend the protection and stability afforded by existing labour
market regulations to an increased number of workers’ (South Africa, 1996a:17). At the same
time, the aim is to make sure that the labour market is regulated in manner ‘that allows tor
flexible collective bargaining structures, variable application of employment standards, and voice

rogulali()n'.

Four major pieces of labour legislation have been enacted since 1994, These are the Labour

Relations Act (1995), the Basic Conditions of Employment Act (1997), the Employment Equity

Act (1998) and the Skills Development Act (1998)." Table 8.2 presents the main features of

these picces of legislation.

The Labour Relations Act (LRA) was the first major picce of labour legislation to be adopted
by the new government, and it provides the framework tor collective bargaining. The Basic Con-
ditions ol Emplovment Act (BCEA) sets up minimum conditions of work, and is particularly
aimed at protecting workers who fall outside collective bargaining. The Employment Equity Act
attempts to provide incentives for firms to redress past imbalances in the labour market. It
abolishes discrimination in the workplace and provides for the implementation of aftirmative

action by firms, and for the monitoring and reduction of wage difterentials. The Skills Develop-

ment Act (1998) was the last major picce of labour lcgislation adopted during the presidency of

Nclson Mandela, and it provides tor the setting-up of mechanisms to finance and promote skills

development in the workplace.

Labour market policy and poverty: a review of tools for analysis

The aim of this section is to discuss different conceptual frameworks or tools for analysing the
link between labour markets and poverty, and how they can be used to assess the eftectiveness or
relevance of labour market policies in poverty alleviation strategies.

Despite international evidence that suggests that poor housceholds depend heavily on labour
incomes (Lipton & Ravallion 1995:2591), the literature exploring the labour market—poverty
nexus is fairly limited. A major weakness of the existing studies is that they tend to view the
impact of the labour market only through the lenses of employment and unemployment effects,

whilst only a minority of the studies consider the overall impact on household poverty.

artial and gcncral equilibrium analvses are among the tools that have been used to explore
the link between labour markets and poverty (Rama 1998). However, these approaches otten fail
to provide insights on the determinants of poverty at the household level and how these deter-

minants interact with the labour market to produce certain economic outcomes.
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Another way of examining the link between the labour market and poverty is to isolate those
labour market tactors and houschold characteristics that determine the level of poverty within a
houschold.

Barros and Camargo (1995) have developed a simple tramework for understanding the
interaction between the labour market and poverty in the household. Based on a set of identities,
where per capita f'amil_\f income (y) is used as an indicator of the poverty status of a houschold,
they arrive at an equation where poverty at the houscehold level is dependent upon one or a

combination ol the following tactors:

the unemployment rate of houschold members;

the dependency ratio within the household;

the bargaining power of working houschold members;

the skills of the average household’s working member; and

the quality of the job (ie how far workers can realise their potential qualification in a job).

The important assumptions ol the framework are that the houschold is the relevant unit to
analyse poverty, income inside the family is equally distributed, there is a direct relation between
income and basic need satisfaction and, as already mentioned above, per capitaincome is a usetul
indicator of poverty. Income transfers are also not considered.

The per capita income of a houschold with n members can be expressed in terms of average
income for working members of the houschold (w) and the rate of unemployment and the

(lcl)cn(l(:-xu'_\ ratio (). Therefore:
F=w (= u)/( + ) (1)

where / = the number of \\’orking members in a household.

The tframework can be developed further by examining the determinants of the average income
of the houschold’s working members. It is assumed that the carnings reccived depend on the
value of the marginal productivity of the workers (v) and their bargaining power (b). Where
bargaining power of the workers is detined as a ratio between average earnings of the household’s
working members (w) and the value of the marginal productivity, it is possible to substitute, and

the poverty status of a houschold becomes:
vy =bu (I —u)/( + d) (2)°

The factors that contribute to the marginal value of productivity are considered in more detail
when Barros and Camargo introduce firm-level characteristics, such as the capital stock (y(k))
and the quality of labour supplied by the average houschold working member (¢). Where &
represents the capital/labour ratio, the average marginal value of productivity (v) can be

expressed as follows:

v =g (k)g (3)
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The final equation is arrived at through substitution in (2), where the quality of a houschold’s
working members (¢) is determined by the effort workers put into the job (e) and the extent to

which they can realise their potential qualification in the jobs (p). Thus, we can write formally:
= | (I—u)/ (] + <1)].|/).((/(/\')].['e.p| (4)

The final equation (4) helps us to understand that the determinants of houschold poverty
include household (lem()gml)hic tactors and labour market factors such as mwmpl()_\-mcnl, bar-
gaining power of workers, the quality of the workforce and the quality of the job. Past houschold
surveys in South Africa have shown the importance ol some of these factors in the characteristics
of the poor. The poor olten have higher dependency ratios, higher houschold unemployment
rates and poor quality of jobs (RDP 1995). Amongst the employed, the overwhelming majority
ol the working poor is not unionised, as reflected in Chapter -, a fact which further conlirms
the importance of bargaining power as a labour market determinant of poverty,

The advantage of this framework is that it can identify the multiple causes of poverty at both
the houschold level and in the labour market. The potential role of labour market policies and
the mechanisms through which they can impact on a houschold’s poverty status are ('lmrl_\‘
established.

While this framework is usetul, it nevertheless has important limitations. The most impor-
tant of these is that the ramework is (l('\('ri])li\‘t‘ and static, and theretore does not allow for
adequate recognitionof the interrelationships between individual Tactors. For example, it does
not consider the trade-offs that can exist between bargaining power and unemplovment rates.
In addition, for the last two decades the South African experience has generally been one in
which changes in the capital stock have generally been associated with emplovment shedding and
increased unemplovment. However, the framework appears sulticiently flexible to be expanded
and improved upon. The introduction of houschold endowments, such as houschold assets,
access to infrastructure and social capital could be done and would make it a potentially more

p()\\f(‘l'lill tool.

Labour reforms and household poverty in South Africa: an assessment

The Barros and Camargo framework presented above has advantages and disadvantages. So it is
important to justily its use in exploring the possible impacts of labour market reforms on poverty
in South Africa.

There is little doubt that more econometrically sophisticated methods would be attractive,
but these would be inadequate because the reforms are faivly new: Reforms have also been imple-
mented at ditterent stages, so that it is still too soon to set up models to explore their overall

impact. In addition, there is a clear lack of adequate household statistics. The Labour Relations
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Actof 1996, which came into etfect carlier than the other laws, can still not be properly evaluated
due to the Llll({\'ailal)ilit}’ of houschold survey statistics for the period 1996 to 1998."

Our approach in the following section is to evaluate the likely impact of each picece of legis-
lation on the *variable’ presented in the Barros and Camargo framework. In presenting the likely
impact ol the legislation, we do not use any empirical methods, due to the data and other prob-
lems identilied above. Instead, we refer to the relevant theoretical considerations, international
experience and any South Alrican cvidence that is available.

Whilst this approach can be characterised as speculative and over-reliant on international
experience, we can draw comfort from the fact that other, more influential assessments of recent
labour laws have tended to be weaker. When not ideologically driven, these assessments have
been ad hoe and not based on a coherent framavork. Their failure to draw on insights from

cconomic theory and international experience has also been a major shortcoming.”

Employment creation
The decline in formal employment has been particularly pronounced since 1996, as reflected in
fable 8.3, There is a consensus amongst analysls that uncmpl()_\'mcnl. and the failure of the
cconomy to generate sulficient employment opportunitics, are among the major policy chal-
lenges that face the country. However, there is also considerable debate over the factors that
underlie the lack of job creation, particularly the role of the recent labour market reforms.

In pertectly competitive models ol the labour market, where all individuals can get a job at
a wage cqual to value of their marginal product, and labour markets determine the Pareto-
cllicient levels of \\m'king conditions and training, labour market regulations will lead to inethi-
ciencies and increased unemployment.

However, as we all know, most labour markets do not lunction like those in competitive
models. Firms do possess some monopsony power because, in most cases, labour supply is not
perfectly elastic. As a result, labour market regulation — which, for example, leads to a rise in

¢s — need not necessarily jeopardise employvment (Gregg & Manning 1997:413).

wag &o
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TABLE 8.3

Employment, productivity and earnings in South Africa (% chcquc)u

1994 1995 1996 1997 1998
09 05 =26 -25 -60

Formal vmplo_\'lm'n( (private sector)

“Formal cmpl;mvnl (E\_ll)li(‘) 05 -42 _S_l -_-0‘3_—_1.4_
_RcmEc;lioa):r \\'orTr)' . 4.8 1,7 __77 R 5,4 R _7,6_'
I.A|)()urﬁ)(|;w7i\il'\' - 3.2. 5‘,3 -[0_ _1,2_ _5.3
Nominal unit labour costs 08 6! 7.1 63 9,9_
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Itis important also to note the argument which suggests that labour market regulations may
not result in signiticant ethiciency losses in (|c‘\~c|()|)ing countries because (a) the regulations may
not be binding at the market equilibrium, or (b) even if binding, the relevant elasticities of
demand and supply may be small, and (¢) even if binding and the clasticities sizable, compliance
may be low (Squire & Suthiwart-Narueput 1997:119).

The recent labour reforms have contributed to employer perceptions that the South African
labour market is inflexible (COSATU 1999). Standard economic analysis, as presented above,
and where labour market regulation is viewed as distortionary, suggests that they may contribute

significantly to employment losses by increasing labour costs (and hence reduce incentives for
emplovers to hire labour). However, there are some important features of the new legislative set-
up that are sources of *lexibility’. Such aspects need to be strengthened and could in the long
run improve the cconomy’s performance with regards to job creation. These include the LRA'S
considerations tor small enterprises and firms facing cconomic hardships, and the variation

mechanisms in the BCEA.

In terms ol the literature on collective bargaining, the Labour Relations Act could negatively
affect employment by leading to a wage structure that deviates from “competitive” levels. The
union—non-union wage has been shown to be relatively high (Moll 1993), and unions are asso-
ciated with lower returns to education and post-schooling experience (Mwabu & Schultz 1993).
Reduction of pay differentials, job protection rvgul.uinnx and restrictive \\‘urking practices (c.g.
jnh—gra(ling svstems and working-time arrangements) are also teatures of centralised collective
bargaining, such as that envisaged under the LRA, which could negatively allect employment
(Marsden 1995). The LRA's provisions tor the stronger *voice” for small and medium enterprises
(scction 30) in bargaining councils, and clear guidelines for “exemptions’ from bargaining agree-
ments for companies facing economic hardships, are sources ol flexibility that have largely been

ignored in the discussions.” In addition, the setting-up of workplace forums should lead 1o
improved productivity and competitiveness, it taken seriously by both emplovers and trade
unions. The literature on industrial relations systems suggests that where management and
employees can jointly manage important arcas of employec relations and foster workplace coop-
eration, as is the case with the workplace forums, there is a potential for increased firm compet-
itiveness and, indirectly, emplovment creation (Marsden 1995).

The Basic Conditions of Emplovment Act (BCLEA) has improved and extended minimum
working conditions to all workers, including previously uncovered workers such as those in agri-
culture, domesti¢ work and atypical forms of employment (i.c. part-time, casual and hone
workers). It includes provisions on employment protection, labour utilisation and sectoral

determinations.
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The dominant view is that the BCEA has made the labour market less conducive to employ-
ment creation. As the influential business magazine, Financial Mail, commented during the pas-
sage of the law, ‘all the evidence shows that the government is destroying j()l)s’.7

Whilst there is little doubt that employer perceptions of the labour market have been
aftected, the impact of the BCEA's employment protection regulations on labour demand and
jobs will depend on the extra costs of hiring labour (particularly in the formerly uncovered
sectors) and the relevant elasticities of labour demand in the various sectors. It is possible that
some of the potential job losses could be diluted by transitional mechanisms set up to help
emplovers in certain sectors to adjust over time, or by the time taken by the Department of
Labour to improve its enforcement capabilities.

Undoubtedly the most controversial (and topical) regulations in the BCEA are those that
relate to sectoral determinations and the powers given to the Minister of Labour to establish
minimum terms and conditions of ompl()_\ ment, in(']u(ling minimum wages.

Traditional economic analysis would suggest that an effective minimum wage reduces
emplovment (Freeman 1993). However, empirical evidence from a number of developing coun-
tries also suggests that, when the entorced minimum wage is set at relatively low levels, the
impact is mostly on the composition, rather than the levels, of employment (Inter-American
Development Bank 1998).

It has been argued that the Emplovment Equity Act and the Skills Development Act will
negatively attect emplovment by leading to increased ‘non-wage’ costs of labour (Schlemmer &
Levitz 1998). The magnitude of this impact should be small because of the sufficient warning
provided for tirms with respect to the implementation of both Acts. In addition, the two laws
are aimed at improving the quality of labour and the optimal use of human resources. The
longer-term benetits are expected to be substantial.

The Imployment Lquity Act also attempts to encourage a reduction of the wage difterential
within firms. The Commission for Emplovment Equity still has to set out benchmarks tor the
appropriate wage difterential. But there is likelihood that raising the price of less skilled workers
relative to that of skilled workers could lead to job losses amongst the less skilled in sectors where

the demand for their labour is fairly elastic.

Improving the quality of the job

In the present policy environment, interventions designed to improve the ‘quality” of the job by
upgrading informal sector and small enterprise activity largely fall within the domain of macr-
occonomic and industrial policies. More than a million workers are involved in the informal
sector, whilst small businesses were responsible for 44% of total employment in 1995 (NEPA
1997). The Department of ‘Trade and Industry coordinates a supporting package of policies that

includes both financial and non-financial support tor small business.
Pl
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The new labour regulations can be assessed in terms of how supportive they are for the state
of small business and the informal sector. Many commentators expect that the new labour laws,
such as the BCEA, will adversely atfect these businesses and lead to deterioration in the quality
of the job by raising labour costs substantiallv. However, a task team set up to investigate the
impact of the BCEA on small enterprises found that its impact might not be so severe (1LO
1999). It is also important to realise that small business is alfected more by problems such as

access to credit, high interest rates, lack of adequate training and issues related to marketing,

rather than labour costs (COSATU 1999).

Developing the skills of the workforce

The incoming ANC-led government found in l)lacc a training system that was racially scgrcgatv(l,
‘market-led and employer-dominated’, and made up of fragmented training institutions and
qualifications (ILO 1996). The Skills Development Act should change this signilicantly because
it provides for improved coordination for skill development and training among the workloree,

A number of kev institutions are to be set up, such as the National Skills .-\ullmril_\, Sector
Education and ‘Training Authoritics (SETAs), a National Skills FFund and a Skills Development
]’lanning Unit in the Department ol I .abour.

The Skills Development Levies Act (1999) |)rmi(l('s for skills development levies to be col-
lected from vnwpl:p'vrs.s Department of Labour officials indicate that at Teast 20% of the funds
in the National Skills Fund will be used for training projects for the unemploved and those in
the labour market but who fall outside SETAs.”

The concept of learnerships is one of the innovations in the Act. Learnerships essentially
combine structured learning and work experience and lead to nationally recognised qualitica-
tions which signify job readiness. A minimum of 4 000 people will have successtully completed
learnerships by the vear 2001 (Department ol Labour 1999).

[1'properly implemented, the whole Act should contribute towards an improved skills profile
within the workforce. It is generally arguv(l that, in the past, the private sector underinvested in
skills development, especially when South Africa is compared to other countries (COSATLU
1999). Through the imposition of the levy and the setting-up of a national skills authority, all
existing training schemes will be assessed and skills gaps identified. A recent company survey has
tound that 76% of companies felt that lhcy did not have adequate skilled personnel ((}x'A\\ilzk)'
1999). The Act attempts to address these concerns through public—private sector partnerships

to upgrade the skills among the worktoree.

The bargaining power qf the working members qf a household

There is widespread consensus among analysts that the new labour market regulatory regime,

particularly 1hr()ugh the BCEA and the LRA, has grcatlv increased the lmrgaining power of work-
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ers relative to employers. A tramework that provides for voluntary centralised bargaining, with
strong employer and worker organisations, now covers all workers. Workers who fall into sectors
or arcas that are not covered by collective bargaining are protected by regulations on minimum

conditions of work.

Union membership has increased over time, although its share of the labour force has
declined (see Table 8.4). However, this is a regional trend, and it is also possible that the demise
of apartheid could lead to slower mobilisation and growth of unions. In addition, there are still

some sectors where unions are still relatively absent, such as agriculture and domestic work.

TABLE 8.4
Trade union membership (1990-95)°

Tbuitin Number of Nunzber ()f hTotal_menTIiersﬁip (thi)usand_s_) M_ejwbefhi_p_a; %_ofkjﬂrforce
central unions national unions 1990 1995 1990 1995
South Africa H 213 2 900 3154 T 19
Botswana [ a 2 S —53 ” _'12 e y R
Zambia | - 2] - - ;7; = _27T = T} —— ——;_ .

" Fashovin 1998,

The overall assessment of the recent reforms, in terms of the criteria developed earlier in
this ('|mplm', is that they are likely to contribute to a reduction in houschold poverty. However,
the only weak area is in terms of their impact on employment creation and the dependency ratio
in the houschold. In our discussion of the impact of the reforms on employment, we have sought
to highlight aspects of the legislation that may be harmful to job creation whilst recognising the
importance of equity in the labour market. The Presidential Job Summit held in late 1998 and
reviews of the various picces of legislation point to a realisation that access to the labour market

is an important mechanism for re(lucing houschold poverty levels.

Labour reforms and the “working poor”

The framework developed carlier in this chapter allows us to examine the impact of the labour
market and labour market policy on houschold poverty. In addition, we are also interested in the
likely impact on low-paid workers, particularly the so-called ‘working poor®. The tollowing eval-
uation of the reforms is less dependent on a coherent framework but draws insight from the
theoretical and empirical literature and available information on the position of low-paid work-

ers in the South African labour market.

The nature and characteristics of South Africa’s w()rking poor are sensitive to the definition

used for low pay’. Chapter 4 provided an analysis of recent houschold survey data, in which low
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pay is measured with respect to two ‘absolute’ standards — R293 and R650 per month — which
generates an interesting and largely similar picture of the working p()()r.m

At least a quarter of all (‘mplo_\-'('(l workers earn less than R650 per month, whilst the pro-
portion is reduced to less than 10% il the R293 per month standard is used. Since our concern
centres on reducing poverty at both the household and individual level, the R650 per month
standard is appropriate, as it is the wage required to mect the household poverty line.

The majority of the working poor are African (82%) and coloured (15%). They are mostly
men, but women (particularly African women) tend to be overrepresented among them. Using
educational attainment as a Proxy for skill levels, we lind that the incidence ol low pay is higher
for unskilled workers. At least two-thirds of the working poor have only primary schooling or
less.

The agricultural sector has the highest share of low-paid workers (37%), closcly followed by
domestic work (349%). The fast-growing retail, wholesale trade and accommodation services
sector also has a considerable share of the Tow-paid workers (149%). Not surprisingly, white-
collar occupations are relatively high-paid, with the majority of the Tow-paid falling among agri-
cultural labourers (31%) and domestic workers (239). The incidence of low pay is also much
higher in non-unionised as compared to unionised sectors. Whilst the data is not available, we
would expect a majority of the working poor to be found in small enterprises as compared to
larger ones.

Low-paid workers are unlikely to benefit trom the new LRA, at leastin the short to medium
term, because an overwhelming majority ol them are to be lound in non-unionised sectors —
whatever standard we set Tor low l"‘.““

Historically, it has proved ditficult to organise cllective worker organisations in the agricul-
tural sector or among domestic workers. Whilst setting up collective bargaining mechanisms
would be impractical in the domestic sector (ie. in the absence of emplover organisations), it is
certainly feasible in the case of the agricultural sector. However, the LRA fails unions in this
sector, and the working poor, because it does not regulate for situations where worker represent-
atives can have access to workers and use the emplover’s facilities without lirst having to become
representative. Hence, many a farmer can stifle union growth and collective bargaining in this
sector by hindering the access that is necessary to become representative (LAPC 1997).

The LRA also excludes many of the working poor from the benefits of workplace forums by
insisting on such forums only where there are more than 100 employees. This has been shown
to eftectively exclude 98% of tarms and more than 60% of firms in the wholesale and retail trade
sector.”” At the same time, the LRA has been praised for its accompanying dispute-resolution
mechanisms, such as the CCMA. There is considerable anccdotal evidence that domestic and

other vulnerable workers, particularly in Gauteng, have made use of these mechanisms.
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By far the most important piece of labour legislation for the working poor is the BCEA. 'lo
the extent that it is eftectively enforced, the BCEA will vastly improve working conditions for
low-paid workers through its regulations on employment protection, labour utilisation (ie work-
ing time and leave) and sectoral determinations. Some concerns have been raised about the
potentially negative effects of the BCEA's employment protection legislation on workers in agri-
culture and the domestic sector (Fallon & Lucas 1997). By raising labour costs, it is argued, such
regulation could lead to employment losses, and increasing levels of poverty among workers.
Indeed, a recently completed study on labour demand trends in South Africa seems to support
this contention. This work indicates very clearly that formal employment patterns over the last
25 years have shifted strongly away from unskilled workers toward skilled employees (Bhorat &
Hodge 1999). For example, the authors show that the demand for professionals grew by 265%
over the period 1970-95, while the figure for unskilled workers was as low as —54% (Bhorat &
Hodge 1999:362). In this environment, the BCEA, in protecting the most marginalised amongst
the emploved, needs to avoid large rises in labour costs to tirms, as these employees will clearly
bear the primary brunt of the cost adjustment. With high attrition rates at the bottom end likely
to continue, the implementation of certain clauses of the BCEA will need to be approached with
carc.

There is extensive evidence nationally to suggest that employment protection legislation,
such as that put in place by the BCEA, may not have a significant impact on employment but
rather tend to dramatically affect the composition of employment. 3 However, the changing compo-
sition of employment is often not in favour of low-paid and unskilled workers. Empirical studies
for OECD countries have shown that the clasticity of employment with respect to labour costs
is higher for low-skilled" workers than tor high-skilled ones (OECD 1997). It is quite realistic,
then, to expect the working poor in South Africa to sutter, through employment losses, as a result
of these particular regulations in the BCEA.

The minimum wage provisions of the BCEA, and future sectoral determinations, are also
likely toaftect the working poor by reducing the demand for their labour. However, there is also
evidence to suggest that, if set at reasonable levels, the minimum wage could actually be beneti-
cial for the working poor. In a survey of recent studies on the minimum wage, the Inter-Amer-
ican Development Bank concludes that:

Overall evidence on the impact of minimum wages on income distribution points to some
positive but small declines in inequality and somewhat larger positive effects on poverty (IADB
1998).
An empirical study of thirty developing countries has also found that increases in the minimum
wage may be associated with declining poverty levels (Lustig & Mcleod 1996). Whilst acknowl-
edging that minimum wages may negatively affect employment and thus contribute to poverty

amongst workers in the long term, it concludes that ‘climinating or reducing minimum wages in
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developing countries may hurt the poor’. It the Minister of Labour does go through with modest
sectoral determinations for agriculture and the domestic sectors, it can be expected that a
greater proportion of the working poor will be lifted out of poverty.

The Skills Development Act provides for the establishment of sectoral education and training
authorities that should develop skills among the workforce. The working poor are unlikely to
benefit from this aspect of the law unless authorities go out of their way to set up a SETA for the
agricultural and retail sectors. This is because these sectors do not have strong unions or a history
of tripartism. However, the educational attainment level among these workers is very low; and
they are definitely in need of mechanisms to equip themselves for the globalised economy and
its uncertainties.

The National Skills Fund will allocate funds for the development of skills programmes not
only for the unemployed and workers in rural areas but also tor domestic workers and service-
sector workers. However, the details of this process have not been mapped out clearly so far.

The Employment Equity Act, as it stands, is unlikely to benefit the working poor. The work-
ing poor are to be tound in non-unionised and small enterprises. The success of this legislation
is largely dependent on effective worker organisation and mechanisms such as the workplace
forums through which employment equity plans can be discussed and monitored. However, the
Act is detinitely irrelevant for most employees in agriculture and domestic work.

In summary, we can note that the new labour market x'cgulat(n"\' framework — thruugh the
BCEA and [.RA —will improve the working conditions tor the majority of low-paid workers and
the working poor. The proposed sectoral determinations, if sct at appropriate levels, are likely
to significantly reduce poverty amongst workers. However, it is also to be expected that the
werking poor will experience employment losses due to a reduced demand for their labour. By
excluding the working poor from the focus of the Skills Development Act, and the Employment
Equity Act, the new labour laws have also meant that low-paid and unskilled workers will face

the burden of these changes alone.

Policy recommendations: the labour market as a tool for poverty alleviation

The centrality of the labour market in the determination of poverty and inequality among house-
holds necessitates that we consider labour market policy to be a potentially powertul tool in the
battle to eradicate poverty and inequality. A careful reading of the ANC-led government’s policy
documents, including GEAR, would tend to suggest that it has adopted a particular vision of the
desirable labour market, ie as one characterised by equity and efticiency. This vision of the labour
market implies that inequalities, in terms of opportunities, working conditions and incomes,
need to be reduced. By promoting ‘flexibility’, and improved labour productivity, the aim is to

strategically position South Africa in an increasingly interdependent world economy This
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approach reflects the historical objective, within the ranks of the democratic movement, to
address the legacy of apartheid. At the same time, it reflects the strength of the Congress of South
African ‘Irade Unions (COSATU) within the ANC-SACP—COSATU alliance.

Iowever, there are costs associated with implementing this vision. Our earlier assessment of
the potential impact of new labour laws on household poverty and the working poor can direct
us to policies that could minimise some of these costs, particularly as they disproportionately

atfect the poorest workers.

Employment creation

It is generally acknowledged that the determinants of employment are not only to be found in
the functioning ot the labour market and labour market institutions. Macroeconomic and indus-
trial policics are also important. Nevertheless, as a tool against poverty in this country, labour
market policy can be used to facilitate increased labour absorption. =

The emplovment impacts of the recently introduced labour reforms need to be monitored
closely, and the new laws C()ntinuously reviewed. In terms of collective bargaining under the
LRA, more emphasis (and promotion) of the ‘flexibility” mechanisms and aspects that can
improve productivity (such as workplace torums) can dilute some of the disemployment eftects.
The proposed scctoral determinations (BCEA) need to be effective but cautious.

The regulations in the Employment Equity Act concerning the reduction of wage differen-
tials need to be reviewed because of their likely impact on unskilled workers whose wages may
rise artificially whilst their employment declines.

The links between the Department of Labour and small-scale traders, farmers and the infor-
mal sector could be improved, with the aim being to assist them to comply with the labour laws
(where applicable) and to assess the skills needs of these sectors and the impact of labour laws.

Il the employment losses take place mainly in sectors where the working poor are to be
tound, and, due to their weak skills profile, they are unable to obtain jobs in newly growing
sectors, it may be necessary for government to adopt targeted employment subsidies to stimulate
demand for unskilled labour. These subsidies could be targeted to particular sectors where low-

paid workers face the greatest hardships.

Training for the unskilled and ‘working poor’
The poverty- and inequality-reducing objectives of recent labour reforms will come to naught if
no support is provided for workers in previously ‘uncovered’ sectors, who are likely to face
employment losses, and the working poor. Training and retraining can improve the employability
of these workers and their job mobility, thus reducing potentially negative social impacts.

In terms of training, the present institutional framework appears to be fairly weak to address

the needs of these workers. It remains to be seen whether the new Skills Development Act will
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be able to cover the gaps. However, the targets being set thus far by the Department of Labour

appear to be rather small and not explicitly aimed at the most needy groups.

Social safety net

The existing social security system is presently under review and it is hoped that an immediate
outcome of the new system will be improved social protection for workers. The present Unem-
ployment Insurance Fund (UIF) does not cover all workers, especially the working poor such as
domestic workers, farm workers and workers in the informal sector. An improved social safety
net system (such as a basic income grant) should not only promote job mobility but also reduce

; " : 15
social costs associated with employment losses. ?

Conclusion

Poverty and inequality are among the major challenges that face South Africa today. The ending
of apartheid and racial domination has been accompanied by the implementation of labour mar-
ket policies that are generally aimed at addressing apartheid-induced imbalances in the labour
market. Such policies are also potential tools in the battle against poverty and inequality, and the
lives ol low-paid workers will improve in the presence of the LRA and BCEA.

However, we have argued that the implementation of these labour laws should take into
account the potential loss of jobs and the fact that the most vulnerable workers are likely to feel
the biggest brunt ol emplovment losses. Apart from adopting policies to increase job creation,
the government has a duty to ensure that the working poor do not pay the costs of change on
their own. The costs of future employment losses should be socialised, such that the state can
consider policies to encourage greater employment creation for low-paid workers, or prepare
them to deal with these changes by improving their skills, and through adequate social satety net
mechanisms. We believe that such an approach will not only ensure that the overall vision of the

labour market is maintained but will contribute to reductions in both poverty and inequality,

Notes

I. The primary agency responsible for labour market policy in South Africa is the Department of Labour.
This chapter focuses on its legislative initiatives since 1994. However, there are other government
departments whose work also directly affects the labour market but which will not be discussed in any
detail. These include the Departments of Education (education policy), Finance (macroeconomic
policies), Trade and Industry (trade liberalisation and support for small and medium enterprises),
Land Affairs and Agriculture (land reform and agricultural policies) and Public Works (national and
community-based public works programmes).

2. The government and its social partners are currently reviewing the labour legislation in order to make
it more market-friendly. Several legislative proposals were released for public comment in July 2000

but it is unlikely that signiﬁcant revisions of the laws will take place for some time.
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. This is possible because v represents the average marginal productivity, and following the carlier

assumption, then w = buv.

. This lack of adequate household data gives support to those who only evaluate labour laws on the basis

of their impact on employment. However, South African employment statistics have also been the

subject of much debate. See Standing, Sender and Wecks (1996).

. For examples, sce Fallon and Lucas (1996).
6.

The applications for exemptions are to be decided upon by an independent body set up by the bar-
gaining council. The Labour Relations Amendment Bill (1998) changes this body to one of appeal that

should expedite the processing of applications tor exemption (Department of Labour, 1998:63)

7. Financial Mail 4 July 1997, cited in Schlemmer and Levitz (1998)

9.

10.

. The excluded employers are those whose total annual wage bill is less than R250 000, or those not

r(‘quir(-(l to register tor employee’s tax purposes. From April 12 000, the levy was set at 0,5% of the
employer’s payroll per month, increasing to 1% from April 2001.

Telephone conversation with Adrian Bird, Chief Director Human Resource Division, Department of
Labour, Pretoria.

The two standards are the per capita adult equivalent (R293 per month) and the wage required to
meet the houschold poverty line, given the mean number of employed workers in a household (R650
per month). It should be noted that these standards are significantly less than the relative poverty lines,

such as the 25th percentile of all wages of the employed (R800 per month).

. However, it is uscelul o note that the share of the working poor in unionised scctors does increase

slightly when low pay is defined as R650 per month, as compared to R293 per month.

. LAPC (1997), and own calculations based on NEPA (1997).

. See Inter-American Development Bank (1998), and Di “Tella and MacCulloch (1998), for some of the

evidence from various countries.

4. The Presidential Job Summit held in October 1998, included agreements on projects tor employment

creation. These included the special employment programmes, youth brigades and promotion of

small businesses. Our tocus is largely on labour market policy.

. It is commendable that parties to the Job Summit Declaration committed themselves to ‘achieving

the implementation of an effective comprehensive social security system’. Unfortunately, no time

frames were set for the implt‘m(',ntati()n of the new .s}'stcm.
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APPENDIX

TABLE A-1

. y N . b
Comparison of distribution measures’

Measure Between component Within component Residual Total
Theil-T 0,340 0,363 0,705
(48,2) (51,8)
Theil-L 0,293 0,425 0718
(40,8) (59,1)
Atkinson 0.149 0,148 0,001 0.299
¢ =05 (30,0) (49.7) (0,3)
Atkinson 0,322 0373 0,006 0,701
e=1,5 (46,0 (53.2) (0.8)
~ Atkingn 0,393 0,566 0,0001 0,959
e=25 (41,0) (39,0) 0.01)

*The figures in brackets show the percentage contribution to total inequality.

P Ihe PSESD data set includes 33 houscholds (0,4%) with zero income. lor technical reasons, the Theil-1. measure
cannot be caleulated for a sample that includes houscholds with zero income. Consequently, all three meas-
ures in tables A-1 and A-2 are caleulated after dropping these 33 houscholds. 1t is casily shown that this

does not inflnence the results.

TABLE A-2

Within-race contribution to overall inequality

Measure African Coloured Asian White
Theil-T 0,414 0,276 0,491 0,326
[0.159] 10,023] {0,028] 10,156]
(22,6) (3:3) (4,0) (22,1
Theil-L 0,463 0,325 0,390 1,295
[0,345] [0,025] [0,011] 10,045)
(48.1) (3.5) (1.3) (6,3)

Notes:

1. The first row of figures show the measure when considering only the particular race group.

2. The figures in square brackets show the absolute contribution to total inequality.

3. The figures in round brackets show the percentage contribution to total inequality.

4. Atkinson’s index is generally but not additively decomposable, hence we cannot apportion the within contribution

nmongst lIK’ race gl’(lllPS,
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TABLE A-3
Decomposition of total national income by income sources
~ . T
s
S
g
3
L)
E
QS
£
(P) (S (G (Gy) (Ry)
Kemittances 0,27 Ra8,07 0,03 0,52 0,88 -0,08 0,00 -0,40 -0,021
\-Vagc income 0,66 R1 42794 0,69 0,53 0,69 0,92 0,44 73,50 0,021
('npilal income 0,67 R285,55 0,13 0,82 0,87 0,81 0,09 15,20 0,015
0,23 R97,38 0,05 0,26 0,83 0,00 0,00 0,00 -0,029
:\gricuhurc 0,i8 R79,68 0,04 0,92 0,99 0,79 0,03 4,70 0,008
Sclf—utnploynwnl 0.11 R123,47 0,06 0,75 0,97 0,97 0,04 7,00 0,006
lotal R2 082,04 1.00 0,60 100,00
Notes:

1. G, is the Gini for the income source when we only consider houscholds with positive income from that source.

2. (5 is tor the Gini of the income source when we consider all houscholds. Lerman and Yitzhaki (1994) show that
G,= P X G+ (1=,
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Narrow definition of unemployment*

TABLE A-5

Appendix

Household type (number of unemployed) 0 I 2 3+ Total ~ Column shares
A General
ALL 85,5 10,4 %l 14 8801992 100,0
African 82,8 12,0 3,4 1,9 5950904 67,6
"~ Coloured 814 140 33 13 747530 8.5
Asian 86,0 I3 22 0,4 245 661 2,8
White 96,0 3,6 0,4 0,0 1 857 897 21,1
Rural 87,0 9,0 2 1,3 3483220 39,6
Urban 84,6 113 2,7 1,5 5318772 60,4
B Other demographics
 Average age 09 269 11 118 304
 verage she 4 5.1 66 8. 43
l A:ragv number of ('hildrcn__ ) 1,4 1.8 2.1 29 1,5
_.-\wmgc number of adults 2,6 33 44 5,8 28
:\wmg(:uml)cr ol E)llr market participants 14 1.9 2.8 43 1,4
: _.\\'cmgv m) vars of (Ilumtinn . 6,8_ 6,4 5.9 6. 6,7
C lLabour market
T of total unemploy mmTl 0 48,9 26.2 249 100
ol total selfemployment 883 8.1 22 1,2 100
% of total formal L'm[)l()'\'l:wlll 87, 9,1 _Z,I 11 100
;cmgc houschold unrmploglm'nl rate 0 63,9 78,9 84,4 13.1
N Average uncmplu_\ ment rate 0 51,7 71,0 81,4 16,4
;cmgc sclf-cmployment rate 14,6 6,3 43 29 IZT
: Average formal employment rate 85,2 41,9 247 15,6 713
D Poverty and inequality
_A\-cragv houschold income per annum 37979 24752 20206 19592 35 770
(standard deviation) (TL717)  (38952) (24 867) (16230) (67 662)
Average houschold ¢ xpenditure per annum 36 664 24837 19766 20049 34 658
(standard deviation) (70 172)  (36324) (24432) (16 489) (66 073)
. Theil-T (% contributions to overall inequality) 91,3 5,6 0,9 0,3 98,2
oy erty .\h.ll'_c.\: .
FGT(P,) 78,5 13,5 49 3,1 100,0
FGT(P) 778 13,5 54 3,3 100,0
FGT(P,) 71,3 188 5.8 3.6 100,0

“The ﬁgurcs sum to 98,2%, the remaining 1,8% is the ‘between group’ inuqlmiil\'.
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TABLE A-6

Earnings profile by occupation and race

African White Coloured Asian
H index H index H index H index

Median (%) Median (%) Median (%) Median (%)
(a) Male employees
Armed forces 1 887 0 na na na na na na
Managers 2940 0 7254 0 2 845 0 3500 0
Professionals 3 500 0 7254 0 4500 0 5120 0
Technicians 2 800 0 5500 0 3611 0 3712 0
Clerks 1738 | 3379 0 1718 0 2700 0
Service and shop workers 1 500 1 3333 1 1500 I 1 666 0
Skilled agricultural workers 700 15 3999 0 1 346 1 na na
Cralt workers 1250 2 4460 0 1400 1 2200 |
Machine operators 1317 3 3379 0 1288 ] 1917 0
Domestic helpers 1115 _2 . na na ‘)(_)0 3 n: na
Agricultural labourers 430 24 M @ P D T na
Mining/construction |al)ourcr~_' _‘)l‘)_ bJ na na__ 800 8 na n;__
‘Tlanul;arluring labourers 1076 } na oy ! 000— _1 i na
Transport lahourers | lSZ_ 4 na n.\_ 950 ) ‘3_ ) _na n
Other lahourers ) s 3 3379 0 1000 § na na
\'a_riou.s ‘il?lfornml' oc«upntio_n.\ ) _:; na na na na ) na
(b) Female employees
.\!anagcr.\_ 2_167 ) 3379 0 2177 - 0 na o
Professionals T30 0 480 0 3400 0 4692 0
Technicians . 2500 0 339 0 2708 0 3068 U
Clerks C1a6s L 2400 0 1412 1 150 0
Service and shop workers 1000 7 1 642 0 1000 4 1450 3
Skilled agricultural workers na na na na na na na na
Craft workers 848 S 1938 4 950 4 1200 0
Machine operators 1000 3 na na 1115 | 12000 0
Domestic helpers 850 8 " 756 9 na na
Agricultural labourers 300 16 na na —_340 30 na na
Mining/construction labourers 700 16 na na na na na
Manufacturing labourers 800 6 na na 848 3 na na
Transport labourers _ na na na na - na B na na
Other lahourers 900 9 1383 0 1115 2 na na




TABLE A-7

Earnings profile by occupation and race

Appendix

African White Coloured Asian
H index H index H index H index
Median (%)  Median (%) Median (%) Median (%)

(a) Self-employed males

Registered activities

Managers 13000 3 12500 0 7000 0 15 400 0
Professionals na na 18 137 0 na na 12 000 0
Technicians na na 8 000 0 na na na na
Skilled agricultural workers na na 11249 0 na na na na
Craft workers na na 5000 0 na na na na
Various ‘informal” occupations 4 392 0 na na na na na na
Unregistered activities

Managers 2596 4 5000 0 na na na na
Technicians 1600 11 na na na na na na
Cralt workers 1192 4 4 649 0 1200 6 na na
[—);mm wikaw 431 29 na na na na na na
“Other lahourers 08 7 na na na na na na
\'l\_riou: ‘informal’ occupations 2 760 4 na n na na na na
(b} Self-employed females

Registered activities

.\';mdgcr\ - na ;a 7991 0 na na na na
Skilled .\gri(ul;uT.\l workers I na na 4649 4 na na na na
Unregistered activities

'lijchn-ici.ms 800 4 1 378 2 na na na na
En workers 500 —14 1300 ] na na na na
Domestic \mrkcn_ 377 38 na na 360 37 na na
O_lhcr labourers 660 i5 na na na na na na
T}lrious ‘informal” occupations 1 336 5 na na na na na na

I
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TABLE A-12

Rural African male and female labour participation equations, for expanded and narrow dgzﬁnirions qf

Other household income squared

unemployment
Rural male Rural femule
Expanded Narrow Expanded Narrow
Marginal Marginal Marginal Marginal

effects x-bar effects x-bar effects x-bar effects x-bar
None—Grade 3 0.00339%% 3,794 000461 3791 —0.00147 3,664 000169 3064
Grade 4-8 00029 1,017 0.0146* 1,017 005909%* 09386  005025% 09386
Tertiary 000721 00745  003130%% 00745  —003539%* 00762  000267%¢* 0,0762
26-35 006557% 03282  0,5007% 03282  007492* 03224  009867* 0,324
3645 008092% 02248  0,19841%  0,2248  0,03958%% 02442  0,13210%% 02442
46-55 005995*  0.442  017883% 0,1442  -0,07081% 01543 007275% 0,154
56-65 000657 00580  0,15387* 00580  -U21457% 00547  -0,01019% 00547
Numher of children < 7 000131 08929 00026 08929  -002523% 1,228  —002566* 1,228
Number of children 815 20,0022 1032 —001241F 1032 001393 1271 -001911% 1271
Number of males 16-39 001229% 1938 -0.0295% 1938 001024 1,323 001518 1323
Number of females 16-59 0004365 1,568 0,01966% 1368 0.03333% 2,166 001238% 2,166
“Number of adults > 60 T L003176* 03625 -0.10120¢ 03625 -0,00143 03831  -0.03698 03831
Other household income 219 06% 12414 <S500c— 065 12414 —194c— 06% 17180 —dldc— 07 17180

[96¢ - 11* T.le+ 05 5.08c— 113 Tl + 08 198¢ 125 Loc+ 09 838c—14 Loc + 09

Observed pm|)abl|i|\‘ o ().-8-8(12 07255 0,5723927 1.3895

Predicted probability (at x-har) - 0,9230 07774 T I),M

Number abserved 9137 ETTY TR YT Cons
Chi’ 842,47 1 777,8% | 009,3% $32.2

Pseudo R T 0.1686 0.0626 o005

¥ Signiﬁmn( at the 1% leved,
% Signilicant at the 5% level.
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