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South Africa might seem an unlikely location for a growing debate on the introduction of a basic income grant (BIG).  It is hardly an affluent country, and has a history of racial discrimination and oppression under apartheid.  Yet calls for a BIG have become loud.  Trade unions, churches and NGOs have come together as a BIG Coalition, an official government commission has discussed the BIG issue at length, and in February 2002 three thousand people marched to Parliament and handed over a memorandum calling for a BIG.  For sure, the Government seems opposed to any BIG, but the issue is at least on the agenda. 

The possibility of a BIG in South Africa reflects a number of factors, some of which are familiar but others of which may come as a surprise:

· There is a very high degree of inequality in the distribution of income, with considerable affluence co-existing with deep poverty;

· The post-apartheid state inherited a remarkably generous system of public welfare from the late apartheid state;

· But the welfare system has huge holes, most notably in the absence of provision for most unemployed adults of working age;

· The post-apartheid state also inherited a remarkably efficient and progressive tax system;

· The absence of peasant agriculture means that South Africa does not have the minimal safety-net enjoyed in more agrarian societies;

· A rhetorical commitment to minimum income and poverty-reduction, in both the policies of the governing African National Congress and in the Bill of Rights included as a chapter in the post-apartheid constitution;

· The trade union movement champions progressive reforms for both historical and economic reasons (historical in that the unions were prominent in the struggle against apartheid, economic in that union members are major contributors to a private welfare system of remittances that parallels the public welfare system).

There are clearly many countries - perhaps all countries - where poverty results in a 'need' for some kind of basic income grant, but there are few where political, social and economic factors make a BIG a real possibility.

Calls for a BIG arose in South Africa in response to the country's huge and persistent unemployment problem, which exposed a huge hole in an otherwise generous welfare system.  In 1998, under pressure to show that it was taking unemployment seriously, the South African government convened a ‘Presidential Jobs Summit’ to discuss the policy challenges caused by high unemployment.  Representatives of business argued (inter alia) for greater labour market flexibility, whereas the labour unions, NGOs and community organisations called for more labour market protection and an expanded welfare system that included income support for all.
  For the first time, the idea of providing a BIG was placed on the policy agenda.  The Government responded cautiously by promising to investigate the issue.  In March 2000, it appointed a Ministerial Committee of Inquiry into Social Security (know as the ‘Taylor Committee’ after its chair, Vivienne Taylor), with the task of examining 'options for the establishment of an integrated and comprehensive social security system'.
  Later that year, the Congress of South African Trade Unions (COSATU) called for government to introduce legislation in the 2001 parliamentary session to establish a BIG.
 However the ruling fiscal orthodoxy of the day meant that the idea never even got as far as the door of the Ministry of Finance - let alone through it. 

In February 2001, COSATU, the South African Council of Churches (SACC) and the South African NGO Coalition, called for a BIG as part of a broader and more expansionary ‘People’s Budget’.
  The government did not respond positively, and continued on its path of fiscal conservatism.  In July that year, the same grouping appealed to the Taylor Committee to include a BIG in its package of welfare reforms.
  Trade unions, churches and NGOs then formed a BIG Coalition. The Taylor Committee, after long delays, finally reported to the Government in December 2001, but as yet, the report has not been publicly released.  It is widely believed that many members of the committee were strongly in favour of a BIG but faced strong opposition from the Department of Finance, and the ensuing debate was a major factor in the secrecy surrounding the committee's report.  In February 2002 the BIG Coalition organised a march to Parliament, on budget day, to demand the introduction of a BIG.
  But the 2002 budget does not include any allocation for a BIG.  If the Taylor Committee did endorse the BIG, the Government is certainly not moving fast in response. 

The first part of the paper outlines the historical roots of the current crisis of welfare policy in South Africa and paints a picture of the socio-economic context of inequality.  The latter part of the paper discusses the various proposals for introducing a BIG in South Africa.
  With over a third of the labour force without work,
 the issue of what level to peg the BIG – and how to finance it – becomes key.  There appears to be general agreement on the left that a BIG should be set at a conservative level – usually about R100 (i.e. $10) a month.  There is less agreement on how to finance the BIG, with proposals ranging from an increase in value-added tax (which would be regressive), to an increase in taxation of top income-earners, to more radical suggestions of financing the BIG through the issue of an alternative currency.    

1. Inequality and Public Policy under Apartheid 

Inequality under and after apartheid has been shaped profoundly by the mix of labour market and welfare policies that together can be thought of as a 'labour-welfare nexus'.  They ensured minimum incomes for white people, in part through comprehensive racial discrimination.  White peoples' incomes were bolstered primarily through labour market policies, with racial job reservation (i.e. the reservation of better jobs for white people) in both the public and private sectors.  These policies served to secure almost full employment for white workers.  Education, health and housing benefits were all massively biased towards white people.  Public welfare was limited to people who could not support themselves through work: the elderly (through a means-tested, non-contributory old-age pension system), children in one-parent families (through means-tested, non-contributory child support grants) and the short-term unemployed (through the contributory but subsidised Unemployment Insurance Fund) (see Nattrass and Seekings, 1997).  In this respect, the apartheid state was a racially exclusive variant of the Australian ‘wage-earners’ welfare state – i.e. a welfare state that sought to ensure a certain standard of living for Australians as wage-earners rather than as citizens (Castles, 1998).   

By contrast, black South Africans were subjected to extensive labour-market discrimination and disadvantage.  Inferior education, restrictions on geographical movement and constraints on business activity undermined black peoples' incomes (and hence partially compensated employers, particularly in mining and agriculture, for the high costs of white labour).  Given the chronic labour shortages that plagued low-wage sectors (notably agriculture and mining) during the post-war period, the apartheid government was averse to providing any alternative means of subsistence for African job-seekers.  Instead, it relied on coercive labour legislation to channel African labour to where it was 'needed' most.  

The apartheid state, did, however, provide a universal welfare net in the form of the old age pension – although the value of the pension varied between regions and racial groups.  The universal old-age pension had its origins in the peculiar circumstances of the Second World War (see Seekings, 2001) but survived the election in 1948 of the National Party and the implementation of apartheid.  The apartheid state discriminated (increasingly) in the benefits it paid, with the maximum pension payable to African people falling to just one-seventh of the value of the white pension, but never abolished the system entirely.  When, in the 1970s and especially 1980s, the apartheid state sought to remove racial discrimination from the statute books, it was required to increase benefits to the levels enjoyed by white pensioners, achieving parity on the eve of democratisation. The old-age pension proved to be an important life-line for poor African families, particularly from the 1970s onwards as unemployment rose and as the real value of the pension increased.  Even in the hey-day of apartheid, Africans probably benefited from government expenditure more than they paid in taxes (McGrath, 1983) - a situation made possible by the fact that white South Africans benefited so greatly from other forms of government intervention, notably in the labour market.  By the end of the apartheid period, with rising expenditures on pensions, education and health care, the budget had become a mechanism for massive redistribution from rich to poor, and white to black, South Africans - as we shall see further below.

The late apartheid period also saw the erosion of racial discrimination in labour market policy.  Job reservation could be abolished because white South Africans were no longer dependent on this kind of discrimination to protect their living standards.  What changed the position of poorer white people was the apartheid state's extraordinary investment in public education in the 1950s and 1960s, which ensured that the children of unskilled white parents were not themselves unskilled.  By the 1980s white peoples' earnings were largely dependent on skills not on direct discrimination.  The development of the labour-welfare policy nexus under apartheid reflected the changing class interests of powerful white constituencies.  The changing interests of key white constituencies even allowed the state, faced with industrial action by black workers, to deracialise the institutional framework for wage determination. The contribution of racial discrimination to wage determination declined significantly between 1980 and 1993, dropping from 20 percent to 12 percent of the African wage (Moll, 2000).  A racial wage gap persists in post-apartheid South Africa, but it is now predominantly explained by factors other than discrimination, such as differences in education and skill, location (urban or rural), and economic sector.  African workers have the lowest educational qualifications, live predominantly in rural areas, and have the highest concentration in low-paying sectors such as agriculture (Schultz and Mwabu, 1998a, 1998b; Moll, 2000, Butcher and Rouse, 2000).  Education is particularly important. According to Schultz and Mwabu (1998a) half of the difference in racial earnings can be attributed to differences in educational qualifications.  Those with qualifications typically find work at reasonable wages, those without either find low wage jobs or more commonly, do not find work at all (see also Anderson et al, 2001). 

Policies may have been deracialised, but inequality remained stubbornly high in the newly democratic South Africa.  In 1993, the poorest four deciles (40 percent) of households, comprising 52 percent of the population, accounted for less than 10 percent of total income, while the richest decile (10 percent) of households, comprising just 6 percent of the population, captured well over 40 percent of total income.   The mean household income in the top decile was about one hundred times the mean household income in the bottom decile.  There was still a correlation between race and household income as 95 percent of those in the bottom decile were African, and 77 percent of the richest decile were white (Seekings, 2000).   But upward occupational mobility among black South Africans meant that inter-racial differences were declining rapidly.  By the mid-1990s, intra-racial inequality was contributing more to overall inequality than inter-racial inequality (Whiteford and van Seventer, 2000; Leibbrandt and Woolard, 2000). 

Public and private welfare systems serve to mitigate the extent of inequality.  The redistributive effects of the public and private welfare systems are set out in Table 1.  Figures less than zero indicate net receipts, figures of more than zero net disbursements.  The first column shows that remittances serve to transfer income from the top half of the income distribution (especially deciles 6, 7 and 10) to the bottom half (especially deciles 2 and 3).  The other columns of Table 1 show the redistributive effect of public transfers, i.e. the transfer of resources from taxpayers to old-age pensioners and the recipients of other non-contributory welfare payments (primarily disability and child maintenance grants).  The second column shows the distribution of public transfers, by decile.  The third column shows the incidence of taxation according to the estimates by McGrath et al (1997).  The final column shows the net transfer of resources through taxation and public welfare.
Table 1. The redistributive effects of public and private transfers, 1993

	Income decile
	Net transfer through remittances (%)
	Distribution of public transfers received (%)
	Incidence of taxation on the poor  (%)
	Net transfer through taxes and public welfare (%)*

	
	
	
	low
	High
	Low
	high

	1
	+5
	+16
	0
	+7
	-2
	-3
	+5
	+4

	2
	+11
	
	+7
	
	
	
	
	

	3
	+8
	+14
	+12
	+26
	-2
	-4
	+23
	+22

	4
	+6
	
	+13
	
	
	
	
	

	5
	+2
	-6
	+15
	+29
	-4
	-5
	+25
	+24

	6
	-8
	
	+14
	
	
	
	
	

	7
	-6
	-9
	+12
	+23
	-11
	-12
	+12
	+10

	8
	-3
	
	+11
	
	
	
	
	

	9
	-4
	-16
	+9
	+15
	-80
	-76
	-65
	-61

	10
	-12
	
	+6
	
	
	
	
	

	Total SA
	0
	0
	100
	100
	-100
	-100
	0
	0


* Columns 3 and 4 are from McGrath et al (1997) using their scenarios of a low incidence of taxation on the poor and a high incidence of taxation on the poor.  It assumes that welfare payments are funded in direct proportion to total taxation, and no adjustment is made for deficit financing. 

Note that the total value of redistribution through public transfers in 1993 was about 1.7 times larger than the total value of redistribution through private transfers (remittances).  Public transfers, and especially the government’s old-age pension system, was, and continues to be, a major mechanism for redistribution in South Africa.  As Ardington and Lund (1995) point out, pensions are a reliable source of income (unlike most private transfers through remittances), allow recipients to obtain credit, and get resources into rural areas and especially to women-headed households.  Case and Deaton (1998) concur, assessing that the old-age pension system is ‘an effective tool of redistribution’ reaching ‘predominantly poor households’.  The old-age pension is also, paradoxically, an effective mechanism for getting resources into poor households where children live, because so many children live in three-generation households dependent on a grandparent’s pension.  Duflo (2000) found that children living in households where their maternal grandmother received a pension had significantly better anthropometric statistics (i.e. weight and height for their age).

The pattern of redistribution through public and private welfare systems has two important implications affecting possible reforms of public welfare.  First, households spread across a wide range of deciles benefit from redistibution through the budget, including through old-age pensions.  Although old-age pensions are means-tested, only the individual applicant's income is taken into account, so there are many recipients of old-age pensions living in households in richer deciles, i.e. living in the same households as (typically) children with well-paid employment.  Public transfers are not only substantial, but they are also broad in their coverage, resulting in a powerful coalition of groups in favour of increased public welfare financed in similar ways to the existing public welfare system.  The public welfare system can redistribute from a small base (the top two deciles) to such a wide range of beneficiaries, and at quite generous levels, because South Africa has a very efficient and progressive tax system, comprising primarily income taxes levied on the rich.

Secondly, the private welfare system serves to redistribute income from a much wider range of households to a narrower range of households.  Crucially, the deciles that encompass the industrial working-class and public sector employment - i.e. the bases of the trade union movement - are net beneficiaries of public welfare transfers but net disbursers of private welfare transfers.  These are households with, typically, incomes above the median but below the mean for South Africa, i.e. in deciles 6 through 8 especially.  There is some evidence that public welfare has a crowding-out effect on private welfare, i.e. workers send fewer remittances to relatives if those relatives receive old-age pensions.  South African trade union movement thus has a clear interest in increasing the public welfare system, both because it would share in the direct benefits and it would be able to reduce its remittances to poorer households, benefiting indirectly.

South Africa's welfare systems may be redistributive, but they are incomplete.  Large numbers of households receive no old-age pensions, because they have no members of eligible age, and receive no or negligible support in the form of remittances.  These households either have members in low-wage jobs, especially in agriculture, or have no employed members at all. Whereas inequality until the 1970s was determined largely by the gap between white and black incomes, inequality in the 1990s is primarily driven by (a) inequality within the distribution of wages, and (b) by the fact that 30 percent of households had no wage income at all.  As Leibbrandt et al point out, ‘access to wage income is central to determining which households are able to avoid poverty and, even, the depth to which poor households sink below the poverty line’ (1999: 12).  Not only are poor households likely to have more unemployed adults than richer households, but they are also likely to have more adults who said they are not available for work.  Labour force participation rates rise steadily up the income deciles (Seekings, 2000).  The dual correlation between unemployment and income, and labour force participation and income, suggests that low-income households are significantly marginalised from the labour market.    

The link between lack of employment and poverty is particularly strong in South Africa.  In the OECD, the proportion of households in the bottom quintile without any members in employment is 42 percent, with figures ranging from 21 percent in Luxemburg, to 65 percent in Ireland and 74 percent in Finland (OECD, 1998c: 24).  In South Africa, the corresponding figure is 83 percent.   This contrast is all the more striking when one considers that most jobless households have access to income support in the OECD, whereas this is not the case in South Africa.  

2. The Post-apartheid Distributional Regime

The post-apartheid state has made few changes to the 'distributional regime' it inherited in 1994.  Unemployment remains a powerful cause of poverty and inequality, and one that the welfare system fails to address.  In some respects the post-apartheid state has reformed social spending in progressive directions.  This is especially true of education.  But in others, including welfare, changes have tended to be mildly regressive.

Overall inequality has remained high, and may indeed have worsened slightly (Whiteford and Van Seventer, 2000: 13).  Relatively poor African and white households experienced absolute declines in their income, whilst relatively rich African, coloured and Indian households saw big income gains (ibid: 14-19).  These findings are broadly corroborated by panel data from KwaZulu-Natal, which indicates that the proportion who were poor had risen from 35 percent to 42 percent, and that a greater proportion of households were in the lower end of the income distribution in 1998 than in 1993  (Carter and May, 1999).  A major reason for persistent inequality is steady increase in the rate of unemployment during the 1990s (Nattrass, 2000).  This appears to be the result mainly of slow growth, falling formal employment and a general shift in all economic sectors in favour of more skill-intensive and capital-intensive production.

It is estimated that redistribution through the budget has reduced inequality even more than at the end of apartheid.  As noted earlier, the democratic government inherited a pattern of government taxation and spending that was surprisingly redistributive.   According to McGrath et al (1997), redistribution through the budget reduced the Gini coefficient in 1993-94 from about 0.7 (for gross or original income) to about 0.6 (for post-tax/transfer income, taking into account also the value of ‘in kind’ benefits from public education and health care). Van der Berg (2000c) estimates that redistribution through the budget in 1995 was even more effective in reducing inequality, with the Gini falling to as low as 0.51.  Redistribution happened because the top two deciles received fewer transfers or in kind benefits than they paid in tax, whilst all other deciles received more benefits than they paid taxes.  Richer households benefited more in absolute terms than poorer households – but this inequality in the incidence of expenditure was more than offset by their payment of the lion’s share of income tax.  In the years immediately following 1994 the budget was further reformed in redistributive directions.  On the basis of calculations by Van der Berg, the Department of Finance (2000: 15) argues that ‘the first years after the political transition saw a large and significant shift of social spending from the affluent to the more disadvantaged members of society’.  Taking into account government spending on welfare transfers, public education, public health, subsidies for housing and capital expenditure on the provision of water, Van der Berg (2000a) estimates that spending on the poorest 40 percent of households (i.e. quintiles 1 and 2) rose by about 50 percent between 1993 and 1997.  A small part of this was made possible by reduced spending on the rich, in that spending per capita on the top quintile actually declined.  But the lion’s share of extra spending on the poor in the mid-1990s came from increased and well targeted spending by the government.  Note that this targeted expenditure entailed not cash income, in the form of government welfare transfers, but rather benefits in kind – especially in terms of public education.  
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Trends in cash welfare transfers are less positive.  Since 1993 the real value of the old age pension has declined by an average of about 1,5 percent per year, or a total of about 20 percent (see Figure 1).   The drop in the value of public financial support for low-income single parents was even more dramatic.  Up to 1997, low-income single parents were eligible for State Maintenance Grants.  The grant paid a basic R430 per month to the single parent, plus R135 per child up to the age of eighteen years, subject to a limit of two children.  A single mother with two children could receive as much as R700 per month.  The problem with the grants was that, even after the removal of racial restrictions on access, there were very low-take-up rates among African parents, especially in rural areas.  In 1994, only one-fifth of the grants were paid to African recipients, whilst nearly 60 percent were paid to coloured recipients.  The grants absorbed 12 percent of the welfare budget.  

In 1996, the state proposed abolishing these child grants, for fear that increase take-up would exceeed available resources.  Under pressure it appointed a Committee, chaired by Francie Lund, to examine the grants.  The Lund Committee proposed that the old State Maintenance Grants be replaced by new Child Support Grants at the much lower value of R75 per child, supposedly sufficient to cover food and clothing only, and only up to the age of six years, and still for a maximum of two children.  The Committee foresaw the new grant reaching as many as three million children by 2005 (Budlender, 2000: 128-9).  Pressure from outside parliament led to the benefit being raised to R100 per month.  The new Child Support Grant was introduced from April 1998 (with subsequent increases in benefits to R110 in 2001 and to R130 in 2002).  The Government defended this reform on the grounds that it freed resources for improved take-up rates in poorer parts of the country, and was thus egalitarian.  The result, in the short-term, was almost certainly regressive, however, as take-up rates rose slowly.  By June 2000 fewer than 400 000 applications had been made for the Child Support Grant, and take-up rates were highest in the richest province, Gauteng (Adams, 2000: 3).  In the longer term, improved take-up rates among the very poor might result in a more progressive outcome – but only if institutional obstacles to improved take-up rates among the poor can be overcome. 

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

Almost eight years into the post-apartheid era, therefore, the distributional regime remained much the same as it had been during the late apartheid era.  Growth path policies and labour market policies buttress the earnings of the industrial working class, whilst reducing the prospects that the unemployed would secure employment (Nattrass, 2000b, 2001).  The welfare system provides generous assistance to old-age pensioners and limited assistance to single parents, but none to the bulk of the poor – whose poverty is often the result of unemployment.  The divide that existed between white and African households under the early apartheid period has continued to shift, separating growing numbers of better off African households from the African poor.  The proportion of African households resorting to the private sector for the provision of welfare grew steadily.  By 1997 almost one-fifth of the population was covered by private medical aid schemes, and coverage was closely related to income (South African Health Review, 1997: 82).  Most employees are now covered by private sector retirement funds.  Large numbers of African people in urban areas now send their children to semi-private, fee-paying schools.  The provision of education, health and retirement pensions has become increasingly linked to employment.

  As was the case with the apartheid distributional regime, the public welfare system makes no provision for the many poor people who are not old enough for the pension nor young enough to qualify for child support.  There is no provision for the long-term unemployed, nor for people who have never been employed. The UIF, as a contributory scheme, is only available to those unemployed workers who had contributed to it while working, and in any case benefits are paid for only 26 weeks.  It is thus not surprising that less than 2 percent of the unemployed draw on the UIF for support.  Whereas the apartheid distributional regime was premised on full employment, the post-apartheid distributional regime operates in the context of extremely high unemployment.  The absence of any welfare net for the unemployed thus constitutes a major hole in the welfare system.  

3.  A Basic Income Grant?

There are two ways of making South Africa’s labour and welfare policy regime more coherent and appropriate for a middle-income labour-surplus economy like South Africa.  One option would be to limit the numbers of those needing welfare support by expanding employment through more expansionary macroeconomic policies and reform of labour-market institutions.  It has been argued that South Africa’s system of industrial-level collective bargaining (whereby wages in organised and typically larger and better-paying firms are extended to non-party firms) constrains the growth of relatively low-wage, labour-intensive firms (e.g. Moll, 1996) – although others have doubted the overall importance of labour-market institutions in shaping employment patterns (e.g. Standing et al, 1996).
  Whatever the relative merits of the argument, substantial labour-market reform is not on the agenda in South Africa because of the institutional and political power of the trade union movement.  Any such proposed measures have been, and will continue to be, resisted by the trade unions and by those arguing that South Africa is better off attempting to compete through upgrading the skills of the workforce, rather than allowing more low-wage labour-intensive employment patterns to emerge.
   

The other option would be to engage in substantial welfare reform and either provide targeted support for the unemployed and marginalised, or provide a universal BIG.  Self-targeted public works programmes are already being used to good effect – but the scale of the unemployment problem (and the administrative difficulties involved in radically expanding the programme) means that this cannot be the only means of plugging the welfare net.  A BIG appears to be a cleaner solution – and to the extent that it representatives a growth-inducing boost of demand, it may also help address the unemployment problem directly.  The main problem with the BIG, however, it that it will entail greater taxation of capital and wage-earners (which the government is reluctant to do given is policy of providing tax incentives for investment and expanding the tax base).  Given the emerging coalition in favour of a BIG – this option is not yet dead in the water.  But the devil, as ever, will be in the details – especially when it comes to financing.

There is broad agreement that a BIG should be set at a very low level: R100 per month.  The question is how - or whether - it can be financed.  The most detailed work on financing is by Samson et al (2000) of the Economic Policy Research Institute.  Their work has been used in the ‘People’s Budget’ and by the Taylor Committee.
  They estimate that it would cost R52 billion to provide every individual in South Africa with a grant of R100 a month.  This comes to about 21 percent of total government spending – i.e. more than the entire education budget, and well over twice the amount currently spent on welfare.  On the face of it, the costs seem prohibitive.  However, they estimate that R24 billion can be reclaimed from higher earners through the income tax system through adjustments to marginal tax rates and income thresholds, thus ‘clawing back’ the grants paid to the richer half of the population.  This leaves the net cost of transfer at R28 billion to be financed through further increases in taxation, including a general increase in value-added tax, a capital-gains tax etc.   There is room for this increased taxation, they argue, because South Africa’s average tax rate is 26 percent, compared to 32 percent in countries at similar levels of development (2000: 17).  More optimistically, they assume that a BIG would have positive spin-offs for growth (in terms of increased labour productivity and demand) and in that Keynesian sense, partially pay for itself over time.

The People’s Budget argues that a BIG would cost R40 billion a year if paid to all individuals over six, or R25 billion of paid to individuals between the age of 17 and 65.   It is proposed that R15 billion could be met by a ‘solidarity levy’ in the form of a 17,5 percent surcharge on income tax for the top two quintiles.  The People’s Budget is silent about how the rest of the money is to be raised – other than suggesting that additional funds could be raised from the high income group.  This is in line with the blunt COSATU 7th National Congress Resolution that the cost of the BIG must “fall on the rich”.
   

Whether there is room for increased taxation of the top quintile is a moot point.  As shown in Table 1, there is already a significant redistribution taking place away from the top quintile.  There may thus be limited tolerance for higher taxation of individuals in that quintile.  The Ministry of Finance believes that the burden of taxation on top-earners is already high and there is widespread concern about the flight of capital and skills from the country.  Higher income-earners are spending more and more on private security and private education – and hence are getting less from the state for their tax Rands than they did in the past.  Under these conditions, adding a tax surcharge could be considered unwise.  Even if there is scope for increased tax on the rich (presumably meaning the top two deciles), it is presumably also important to broaden the tax base through increasing marginal tax rates on households in the seventh and eighth deciles especially.  This proposal would bring the Ministry of Finance into direct conflict with the trade union movement.

While it is understandable that a coalition dominated by the trade union movement produced a proposal for a BIG to be financed entirely out of taxation of the rich, it glosses over the key dimension of South African inequality – i.e. that those with jobs (even low-paying) jobs are substantially better off than those without.  This implies that if a social democratic compromise is to be constructed, it should be an agreement that ‘the employed’ (rather than ‘the rich’) should compensate the unemployed for their unfortunate circumstances.  This bargain is especially important when labour-market and economic policies are designed to promote a ‘high-wage, high-productivity’ growth path (Nattrass 2001).  If the labour market and industrial policies contribute to the difficulties unemployed people have in finding work, then the logical (moral) argument should be that those who benefit from such policies compensate those who do not.  

While it may (theoretically) be possible to put more of a squeeze on ‘the rich’, this is unlikely to contribute positively towards the kind of social solidarity needed to sustain a BIG over the long-term.  By arguing that ‘the rich’ should absorb all the costs of the BIG, the discourse of the People’s Budget serves to reinforce class antagonisms rather than ameliorate them.  As it is, many COSATU workers could find themselves paying the tax, and could resist it because they had expected it to be levied on the ‘rich’ – a class they do not automatically associate themselves as being part of.  In its 1998 submission to the Jobs Summit COSATU suggested that a BIG be financed in part by those earning over R3,000 a month paying back the amount they receive as tax, and those earning over R5,000 per month paying double the amount back.
  A high proportion of COSATU workers (particularly those in the government sector such as teachers and health workers) would fall into the R5,000 per month bracket – and in this regard, the proposal has clear social democratic aspects to it.  However, by 2000, COSATU’s position had hardened into a discourse that talked only of taxing ‘the rich’ rather than taxing income-earners.    

In contrast to the prevailing ‘soak the rich’ approach to financing a BIG, Roukens de Lange (2000) of the South African New Economics Network suggests that it should be paid out in the form of a ‘parallel currency’ which could only be spent locally.  He argues that this will spur job creation and growth at the local level.  Such radical ideas of monetary reform are, however, still the preserve of a small fringe – and have so far gathered no support from academic economists, the trade union movement or ANC-aligned intellectuals.  Concerns about administration, about the ‘exchange-rate’ between the parallel and official currencies and about inflation have kept this idea off the political agenda of all those who support the BIG.

Interestingly, the possibility of a BIG resulting in inflation has not been taken seriously by the People’s Budget or COSATU.  If producers of goods and services decide to pass on (at least some of) the costs of the extra taxation in the form of higher consumer prices, then the value of the BIG will be eroded in real terms.  None of the modelling work considers this possibility.  The modelling work also does not consider the additional costs of administration associated with the BIG.  The general idea appears to be that a BIG will be paid via an electronic transfer into bank accounts.  However, as this kind of facility has yet to be introduced significantly in the pension pay-out system, it cannot be regarded as a short-term solution to the administration problem.  The costs of delivering pensions (excluding the salaries of administrators) varies from R13 per month in the Western Cape to R70 per month in provinces with a high proportions of pensioners living in remote, undeveloped areas (Peterson, 2000).  This amounts to between 2,5 percent and 13 percent of the grant.  

None the less, the basic income grant proposal is important as it highlights a central policy dilemma in South Africa today: how to provide basic income support in a middle-income labour surplus society.   Given that wage earners are protected relative to the unemployed, the moral and political quid pro quo is higher taxation in order to finance a BIG for the unemployed.  The attraction is that the deal does not entail any erosion of labour standards or hard-won rights.  The downside is higher taxation, and there is little indication that the organised working class is any more prepared to countenance higher taxation than it is to agree to greater labour-market flexibility.

Given the difficulties facing other middle-income countries in building a universal system of public welfare (see, for example, Weyland, 1996 on Brazil), it is extraordinary that the BIG proposal is so firmly on the agenda in South Africa.  It is telling that the Government, pushed (we expect) primarily by opposition from the Department of Finance, appears almost desperate to discourage public debate, keeping the report of the Taylor Committee firmly under wraps.  But the support base of the BIG Coalition is a mixed blessing.  It is in significant part due to the high-profile support from trade unions that the BIG issue has been kept alive.  But the trade unions are fiercely opposed to any broadening of the tax burden that affects their members, turning them from net beneficiaries into net losers from redistribution.  It is likely that the BIG will end up trapped between trade union opposition to broadening the tax base and Department of Finance opposition to deepening the existing tax base.
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� Nicoli Nattrass is Professor of Economics at the University of Cape Town; Jeremy Seekings is an Associate Professor in the Departments of Political Studies and Sociology at the University of Cape Town; both hold visiting appointments at Yale in Spring 2002.





� See summary documents at � HYPERLINK "http://www.polity.org.za/govdocs/summit/jobsummit.html" ��www.polity.org.za/govdocs/summit/jobsummit.html�





� Statement by Minister of Welfare, Population and Development, on the appointment of a ministerial 


  committee of inquiry into social security, 31 March 2000. 





� COSATU 7th National Congress Resolution no.5, September 2000.





� This is available on the COSATU Website  � HYPERLINK "http://www.cosatu.org.za/docs/2001/peobud01.htm" ��www.cosatu.org.za/docs/2001/peobud01.htm�





� See report in COSATU Weekly, 6 July 2001 (available on the COSATU website: � HYPERLINK "http://www.cosatu.org.za" ��www.cosatu.org.za�





� See Treatment Action Campaign TAC e-newsletter, 22 February 2002.


� It was hoped that we would be able to include a discussion of the Report of the Taylor Committee, but its 


  release appears to have been delayed indefinitely.  





� See Nattrass (2000a) for a discussion of the debate about South African unemployment rates. 


� See Nattrass (2000b) for a review of the debate about labour market institutions, unemployment and inequality in South Africa.


 


� See Nattrass 2001 for an overview of the arguments for and against a high-wage, high-productivity growth strategy in South Africa.


 


� Samson provided detailed modelling work for the Taylor Committee.  We were hoping to discuss this in the paper – but were unable to because the report has yet to be released. 





� Available on www.cosatu.org.za


� Available on � HYPERLINK "http://www.polity.org.za/govdocs/summit/jobsummit.html" ��www.polity.org.za/govdocs/summit/jobsummit.html�.
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Figure 1: Nominal and real value of the old-age pension
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