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EXECUTIVE SUMMARY

The coverage gaps within South Africa’s social security system combined with
the structurally low rate of take-up of the Child Support Grant underscore the need for
comprehensive reform. The nature of structural unemployment in the face of a changing
global economy that marginalises unskilled workers expands the necessary scope of a
social safety net. Not only do children, retirees and the disabled need social
protection—millions of potential workers are vulnerable to unemployment and the
resulting impoverishment.

The nature of an income transfer has important implications for its socio-
economic benefits. A universal grant, provided as an entitlement and without a means
test, will more readily reach the poorest population. Also, by removing the stigma that
labels the recipient as “poor”, the grant bolsters economic support without draining
psychological resources. Analysis of the micro-simulation model provides strong
evidence of the capacity of a Basic Income Grant to address some of the major
shortcomings of the existing social security system. First, the universal nature of the
grant addresses critical structural problems with social security take-up that undermine
the effectiveness of the current system. Dispensing with the means test lowers the cost
of accessing the grant to both the government and the beneficiaries. Providing the grant
as a fundamental right reduces arbitrary discretion, minimising opportunities for
corruption. Furthermore, the broad coverage that universal access provides fills the
gaps of the existing system. The Basic Income Grant enables the social security system
to reduce the poverty gap for all groups by at least fifty percent—compared to a
reduction as little as eight percent for households with just working age adults (or
children and working age adults) under the current social security system. No other
social security reform can provide the effective breadth of coverage demonstrated by the

Basic Income Grant.
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1. INTRODUCTION

The coverage gaps within South Africa’s social security system combined with
the structurally low rate of take-up of the Child Support Grant (CSG) underscore the
need for comprehensive reform. The nature of structural unemployment in the face of a
changing global economy that marginalises unskilled workers expands the necessary
scope of a social safety net. Not only do children, retirees and the disabled need social
protection—millions of potential workers are vulnerable to unemployment and the
resulting impoverishment.

Using a household-level micro-simulation model', this paper evaluates the social
impact of reforming the social security system through the provision of universal grants.
In light of the low take-up rates of the CSG, the paper begins by analysing the impact of
the extension of the CSG with a universal grant. The second main part of the paper

analyses the social impact of a Basic Income Grant.

2. CHARACTERISITCS OF THE BASIC INCOME GRANT

This social policy option can be defined as “a general social assistance grant for
all South Africans.” The following discussion identifies the concrete characteristics of this
option.

In practice, the grant would be calculated on a per person basis and paid out to
the primary caregiver in the household. For instance, a Basic Income Grant of R100

would mean that a single person living alone receives R100 per month. A household

with 6 people (the average for the South African popula’[ion)2 receives R600 a month,

which would be paid to the person primarily responsible for childcare. The working

1 The details of the technical modelling are available in EPRI Research Paper no. 19 (see
Samson et al).
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grant is meant for people currently not receiving social assistance already. A Basic
Income Grant serves as a social entitlement for all South Africans. Such an entitlement
supports the right to social security as entrenched in the South African constitution
[27(1)(c);(2)] while furthering the vision of a comprehensive social security system as
identified in the White Paper for Social Welfare.

The Basic Income Grant has no means test and therefore avoids many of the
disincentives to work inherent in other social assistance systems. This stands in stark
contrast to what is sometimes referred to as a ‘dole system’, which employs
conventional means tests to target the unemployed, the unemployable or the very poor.
Such ‘dole systems’ are often associated with significant negative incentives and stigma.

The targeting of the poor within the context of a Basic Income Grant depends on
the tax system. The South African Revenue Service is one of the most capable arms of
government, reflecting a transformation process that has supported consistent over-
achievement of revenue targets over the past five years. Appropriate tax reform linked
to the Basic Income Grant can achieve very effective redistribution. Several financing
mechanisms have been proposed. The Congress of South African Trade Unions
(COSATU) has proposed recuperating the amount of the grant from all low-income to
middle-income earners while implementing a ‘solidarity tax’ for higher income earners,
and other proposals have focused on the Value Added Tax as well as progressive
taxation.’

One of the major advantages of a universal grant that uses the tax system
instead of a means test is the reduced danger of corruption, as the payment is an

entittement and is not dependent on officials with the discretion to decide who receives

2 See Haarmann (2000).
3 COSATU (1998); Hazelhurst (2000); Samson, Babson, Mac Quene, van Niekerk (2000).
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of scale that generate spill-over benefits for the payment of other social grants, the
development of the financial system, and the collection of taxes.

The structure of the Basic Income Grant is important. Paying a fixed grant per
household or calculating the benefit on a per person basis yields very different social
impacts. A Basic Income Grant, which is calculated on a per person basis, favours
larger households that on average are poorer than smaller ones. Pooling of income
leads to economic efficiencies and a more equitable intra-household distribution of
income, which contributes to the empowerment of women and younger people in the

family.4

3. REFORM OF THE CHILD SUPPORT GRANT

One of the major shortcomings of the present social security system is the low
take-up rates of the CSG (the estimated take-up rate for the CSG is approximately 20%).
This section explores the possibility of extending the CSG with a universal grant.

This is a hypothetical extreme case designed to demonstrate, at the limit, the
implications of promoting full take-up of social security programmes. In theory,
eliminating the means test and guaranteeing a CSG as a universal right promotes take-
up of the programme in several ways:

e |t eliminates much of the bureaucratic delay associated with the complex
application process.
e |t reduces corruption by guaranteeing children the right to social security benefits,

removing the official discretion that can potentially be abused.

4 Haarmann and Haarmann (1998).
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e |t reduces social stigma—the social security benefit does not label a child

“poor”.

The potential of the universal grant is investigated through a comparison of two
different simulations. The extension of the CSG up to age 18 was simulated under the
following two different scenarios:

e With the current take-up rates of 20%, reflecting means tests, eligibility criteria,
and other impediments to take-up, and

e A universal CSG with the assumption of 100% take-up.
This hypothetical comparison provides a quantification of various dimensions of

the impact of social security take-up.

3.1 SCENARIO 1: EXTENSION OF THE CSG - CURRENT TAKE-UP RATES
OF 20%

The simulation of the extension of the existing CSG up to age 18, with an
assumed take-up equal to the existing rate of 20%, provides a starting point for the
analysis. The tables employed follow a standard format used throughout this paper--
breaking the statistics down by the following household types:

1. Only infants, children, and youth (hereafter referred to as “children”).

2. Children and working age adults.

3. Children and adults in pensionable age (skip generation household).

4. Children, working age adults and adults in pensionable age (three-generation
household).

5. Only working age adults.

6. Working age adults and adults in pensionable age.

7. Only adults in pensionable age.
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still live in households with children that receive no social security. The average
reduction in the poverty gap varies substantially across households—from only 13.8%
for children living with working age adults to 72.5% for children living with adults in
pensionable age (“skip generation” households). Half the poverty gap is closed in three-

generation households.

Table 1: Extension of CSG up to Age 18 with 20% Take-up

Child. +
work. age
Child. + Child. + adults + Total
work. Age adultsin adults in (households
only child. adults pen. age pen. age with children)
Total No. of people living in the bottom two quintiles:
35,696 14,982,029 444,791 7,039,617 22,502,133
% of people living in the bottom two quintiles:
f 0.1% 62.8% 1.9% 29.5% 94.30%
Total No. of people living in HH receiving no social assistance (bottom two quintiles):
15,345 6,781,337 10,439 359,962 7,167,083
% of people living in HH receiving no social assistance (bottom two quintiles):
43.0% 45.3% 2.3% 5.1%
Average No. of people living in the HH (bottom two quintiles):
4.2 7.4 4.7 9.3
Average No. of people employed in the HH (bottom two quintiles):
0.0 1.0 0.0 0.8
Average No. of people receiving social assistance (bottom two quintiles):
0.9 0.8 1.9 2.0

Average % closed of the poverty gap by social assistance (bottom two quintiles):
156%  13.8%  725%  49.5%
Avg. per capita social assistance transfer through CSG (bottom two quintiles):
R22 R 11 R17 R10
The total number of beneficiaries of the programme amount to 2,877,298
children, nearly all of them in households that include working age adults. The total
annual value of grant payments equals R3.8 billion.
Table 2 documents the impact of the extension on the distribution of social
security across quintiles, as well as the geographic and racial impact. The number of

people below the poverty line is actually higher with the extension of the CSG to age 18.

In the baseline scenario—with full take-up of all existing grants, the number of people
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rates, the projected number of people who fall below the poverty line is 22,797,777. The
analysis of the poverty gap reduction corroborates this result. The average reduction in
the poverty gap under the baseline scenario is 36.6%, while the average reduction is

only 27.5% with the extension of the CSG to age 18 with existing take-up rates.

Table 2: Consumption quintile analysis and Demographic analysis for Extension
of CSG up to Age 18 with 20% Take-Up

Child. + Total
work. age (household
child. + Child. + adults + S
work. Age adultsin adults in with
only child. adults pen. age pen.age children)

Total number of people reached by social assistance programmes:

CSG | 11,300 2,015,114 84,708 766,176 2,877,298
Total annual transfers by social assistance programmes (in millions):
CSG | R 15 R 2,660 R 112 R 1,011 R 3,798
Total annual transfer to quintiles (in millions):
1. Qu. 1.3 1,911.7 516.5 4,559.1 6,988.6
2. Qu. 8.1 1,574.7 447.3 3,221.5 5,251.6
3. Qu. 4.1 1,108.5 257.7 2,058.3 3,428.6
4. Qu. 1.4 415.2 78.2 664.8 1,159.6
5. Qu. 0.0 131.0 5.7 203.3 340.0
Total annual transfer rural / urban. (in millions):
Rural 15.0 3,144.3 1,043.2 7,104.2 11,306.7
Urban 0.0 1,977.2 259.2 3,549.1 5,785.5
Total annual transfer by race (in millions):
"african” 14.9 4,507.4 1,232.7 9,669.2 15,424.2
"coloured" 0.0 469.9 61.9 753.8 1285.6
"indian" 0.0 83.3 8.0 117.8 209.1
"white" 0.0 130.8 3.7 166.1 300.6

Figure 1 depicts the distribution of income with the extension of the CSG (the
solid line), compared to the baseline scenario of full take-up of existing social security
programmes (the dotted line). The graph demonstrates that extending the CSG to age
18 with current take-up rates does not yield an improvement over the baseline scenario.
In the baseline scenario, the income distribution peaks around the poverty line. With the
extension of the CSG at existing take-up rates, the distribution peaks at a level of

income below the poverty line.
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Figure 1: Distribution of income — means tested CSG extension to age 18 (20%)
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3.2 SCENARIO 2: EXTENSION OF THE CSG - UNIVERSAL GRANT, 100%

FULL

TAKE-UP

The second simulation examines the implications of an extension of the CSG to

age 18, but with a universal grant that succeeds in achieving full take-up. Table 3

summarises key statistics indicating the social impact.

Table

Tota

3: Key Statistics - Universal CSG Extended to Age 18

Child. + Child. + work. Age Total
Child. + work. adults in adults + adults in pen.  (households with
Only child. Age adults pen. Age age children)
| No. of people living in the bottom two quintiles:
35,696 14,982,029 444,791 7,039,617 22,502,133
% of people living in the bottom two quintiles:
0.1% 62.8% 1.9% 29.5% 94.3
Average No. of people living in the HH (bottom two quintiles):
4.2 7.4 4.7 9.3
Average No. of people employed in the HH (bottom two quintiles):
0.0 1.0 0.0 0.8
Average No. of people receiving social assistance (bottom two quintiles):
4.2 4.2 4.6 5.9
Average % closed of the poverty gap by social assistance (bottom two quintiles):
70.1% 48.6% 91.1% 70.5%
Avg. per capita social assistance transfer through CSG (bottom two quintiles):
R 110 R 69 R 238 R 135
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fails to receive social security benefits. The average reduction in the poverty gap
increases substantially for all households with children, reaching 91.1% for “skip
generation” households (up from 72.5% in the means tested extension with 20% take-up
scenario). The average poverty gap reduction for households with only children and
working age adults rises to 48.6% from 13.8%, and for three-generation households to
70.5% from 49.5%. The average per capita transfer to households with children
increases dramatically, up to R238 for “skip generation” households from R17. The
average per capita transfer for households with only children and working age adults
rises to R69 from R11, and for three-generation households to R135 from R10.

The total number of beneficiaries of the programme increases substantially, from
2.9 million (in the means tested 20% take-up scenario) to 19.9 million children. The total
annual value of grant payments rises to R26.3 billion.

Table 4 documents the impact of the extension on the distribution of social
security across quintiles, as well as the geographic and racial impact.

Table 4: Consumption Quintile Analysis and Demographic Analysis for Universal
CSG Extended to Age 18

child. + work. Child. + adults Child. + work. age adults + Total (households

only child. age adults in pen. age adults in pen. age with children)

Total number of people reached by social assistance programmes:

CSG | 58,604 15,035,477 397,500 4,403,341 19,894,9227
Total annual transfers by social assistance programmes (in millions):

CSG | R 77 R 19,847 R 525 R 5,812 R 26,261
Total annual transfer to quintiles (in millions):

1. Qu. 10.8 6,716.5 695.6 6,755.1 14,178

2. Qu. 36.4 5,805.8 577.4 4,705.7 11,125.3

3. Qu. 21.7 4,720.9 332.7 2,860.9 7,936.2

4. Qu. 8.5 3,061.5 103.2 930.4 4,103.6

5. Qu. 0.0 2,114.2 10.5 279.4 2,404.1
Total annual transfer rural / urban. (in millions):

Rural 725 12,039.2 1,386.4 10,364.8 23,862.9

Urban 4.9 10,292.0 329.7 5,098.7 15,725.3
Total annual transfer by race (in millions):

"african” 77.4 17,655.7 1,630.9 14,116.4 33,480.4

"coloured" 0.0 2,275.7 75.2 1,022.4 3,373.3

"indian" 0.0 581.4 8.0 157.9 747.3

"white" 0.0 1,956.4 6.3 232.9 2,195.6
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CSG extension. In this scenario, the number of people below the poverty line is
19,755,874, compared to 21,955,935 people in the baseline scenario and 22,797,777
with the extension at existing take-up rates. Likewise, the poverty gap analysis shows a
dramatic improvement. The average reduction in the poverty gap under this scenario is
55.8%, compared to 36.6% under the baseline scenario and 27.5% with the extension at
existing take-up rates.

Figure 2 depicts the distribution of income associated with the universal CSG
scenario (the solid line), again compared to the baseline scenario of full take-up of
existing social security programmes (the dotted line).

Figure 2: Distribution of income - universal CSG extension to age 18 (100%)
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The graph demonstrates that the universal extension significantly improves the
distribution of income. At incomes above the poverty threshold, the solid line lies largely
above the dotted line, indicating the greater number of people moved out of poverty by
the universal CSG. At very low levels, the solid line lies below the dotted line,

representing the number of people moved out of destitution.
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4. THE IMPACT OF A BASIC INCOME GRANT

The policy scenario analysed in this section is the implementation of a Basic
Income Grant of R100 per month for all South Africans. This section looks at the social
impact of extending this grant, as well as the impact of the grant on coverage, cost of

transfers and distribution of income.

4.1 SOCIAL IMPLICATIONS
Table 5 documents the outcomes of full take-up of this policy. With full take-up,
the number of poor South Africans excluded from the social security system is reduced

to zero.

Table 5: The Social Impact of a Basic Income Grant

Child. +
work. age work. Age
Child. + Child. + adults + adults +

work. Age adultsin adultsin only work. adults in only adults
only child. adults pen. age pen.age age adults pen. age inpen.age Total

Total No. of people living in the bottom two quintiles:
35,696 14,982,029 444,791 7,039,617 894,528 382,381 61,430 23,840,471
% of people living in the bottom two quintiles:

0.1% 62.8% 1.9% 29.5% 3.8% 1.6% 0.3% 100.0%
% of people living in HH receiving no social assistance (bottom two quintiles):
0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Average No. of people living in the HH (bottom two quintiles):
4.2 7.4 4.7 9.3 2.7 3.7 1.4 7.6
Average No. of people employed in the HH (bottom two quintiles):
0.0 1.0 0.0 0.8 1.0 0.6 0.0 0.9
Average No. of people receiving social assistance (bottom two quintiles):
4.2 7.4 4.7 9.3 2.7 3.7 1.4 7.6

Average % closed of the poverty gap by social assistance (bottom two quintiles):

65.8% 67.4% 94.5% 84.9% 56.7% 90.1% 100.0% 73.7%
Average per capita social assistance transfer (bottom two quintiles):

R 102 R 109 R 250 R 178 R 121 R 277 R 568 R 137
Average per capita social assistance transfer through SOAP (bottom two quintiles):

RO RO R 180 R 84 RO R 209 R 568 R 33
Average per capita social assistance transfer through CSG (bottom two quintiles):

R 25 R 21 R 20 R 20 RO RO RO R19
Average per capita social assistance transfer through DG (bottom two quintiles):

RO R9 R1 R9 R 26 R8 RO R 10
Average per capita social assistance transfer through BIG (bottom two quintiles):

R 77 R 79 R 50 R 66 R 95 R 61 RO R75

www. StudentBounty.com
-Homework Help & Pastpapers


http://www.studentbounty.com/
http://www.studentbounty.com

substantially reduced. The household type with the least reduction in the poverty gap is
the household with only working age adults--the poverty gap is closed by 56.7%,
compared to only 7.6% with the current system. For households with children but no
pensioners, the poverty gap is closed by two-thirds, and for households with children
and pensioners, the gap is closed even more successfully. For “skip generation”
households, 95% of the poverty gap is closed, for “three-generation” households, 85% of
the poverty gap is closed. The gap between the average per capita transfers for
households with children and no pensioners versus households with children and
pensioners falls substantially.

The variance in average per capita social security transfers across household
types narrows significantly. Under the existing system, poor households with just
children and working age adults receive per capita transfers averaging R14, while poor
pensioner households receive an average of R523, a ratio of thirty-seven to one. With
the Basic Income Grant, poor households with just children and working age adults
receive per capita transfers averaging R109, while poor pensioner households receive
an average of R568, a ratio of only five to one. Likewise, disparities among households
with children also narrow. Under the existing system, a poor child fortunate enough to
live with a pensioner grandparent benefits from an average per capita transfer as high as
R154 (“skip generation” households), or R84 (“three generation” households). Children
without pensioners in the household receive less than a tenth the transfer for “skip
generation” households (R14). With a Basic Income Grant, the child living with a
pensioner grandparent benefits from an average per capita transfer of R250 (“skip
generation” households), or R178 (“three generation” households). Children without
pensioners in the household receive a little less than half the per capita transfer for “skip

generation” households (R109).
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4.2 BREADTH OF COVERAGE AND COST OF TRANSFERS

The impact of the Basic Income Grant on the number of beneficiaries and the

costs of the transfers is summarised in Table 6.

Table 6: Beneficiary and Transfer Statistics for a Basic Income Grant

Child. +
work. Age Work. age
Child. + child. + adults + adults + Only
work. age adultsin adultsin only work. adultsin adultsin
only child. adults pen. age pen. Age age adults pen.age pen. age Total

Total number of people reached by social assistance programmes:

SOAP 0 0 195,027 1,468,375 0 322,480 251,315 2,237,196

CSG 12,203 3,814,987 104,119 1,529,350 0 0 0 5,460,659

DG 0 417,967 2,917 170,825 118,001 8,339 0 718,050

BIG 46,401 24,525,143 301,568 6,277,567 4,494,307 666,805 149,639 36,461,431

Total 58,604 28,758,097 603,631 9,446,117 4,612,308 997,625 400,953 44,877,335
Total annual transfers by social assistance programmes (in millions):

SOAP RO RO R 1,310 R 9,800 RO R2,106 R 1,554 R 14,770

CSG R 16 R 5,036 R 137 R 2,019 RO RO RO R 7,208

DG RO R 2,603 R 20 R 1,143 R 724 R 57 RO R 4,546

BIG R 56 R 29,430 R 362 R 7,533 R 5,393 R 800 R 180 R 43,754

Total R 72 R37,069 R1,829 R20,494 R6,1177 R2963 R1,734 R 70,278
Total annual transfer to quintiles (in millions):

1. Qu. 10.0 10,439.1 719.9 8,869.3 529.8 632.2 139.6 21,350.8

2. Qu. 33.8 9,185.2 615.7 6,223.2 773.3 643.7 278.6 17,795.1

3. Qu. 20.1 7,891.1 363.4 3,809.3 1,119.1 568.7 341.2 14,211.7

4. Qu. 7.9 5,497.4 112.2 1,216.6 1,710.7 571.4 365.6 9,484.3

5.Qu. 0.0 4,043.2 12.3 401.0 1,999.4 547.7 618.4 7,616.0
Total annual transfer rural / urban. (in millions):

Rural 67.4 18,600.9  1,463.5 13,4478 1,851.8 1,302.8 637.7 37,417.5

Urban 4.4 18,463.6 358.0 7,050.8 4,280.2 1,654.6 1,113.2  32,947.3
Total annual transfer by race (in millions):

"african” 71.8 28,303.1 1,724.4 18,607.8 3,986.2 1,846.6 843.0 55,648.6

"coloured" 0.0 3,932.2 84.4 1,388.0 463.5 305.6 52.7 6,243.1

"indian" 0.0 1,094.2 7.9 215.2 197.8 188.1 6.7 1,695.1

"white" 0.0 3,749.3 8.3 310.7 1,494.4 622.7 838.9 6,995.4

The number of people covered by the social security system increases more than
five-fold, with the total rand value of transfers rising to seventy billion rand. The Basic
Income Grant accounts for R44 billion of this amount, and R22 billion of this amount is
paid to people in the top three quintiles. This underscores the need to revise the tax
structure in order to ensure an overall progressive impact.

Most of the benefits (53%) are distributed to rural households, reflecting the

spatial character of South African poverty. Two-thirds of the transfers to three-
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generation and “skip generation” households are to rural recipients, reflecting

household structure’s role in coping with rural poverty.

4.3 DISTRIBUTION OF INCOME

Figure 3 depicts the impact of the Basic Income Grant on the distribution of
income. The graph is constructed with population on the vertical axis and relative income
categories on the horizontal axis. That is, an increment along the horizontal axis
represents a ten percent increase in income. The dotted vertical line represents the
subsistence line of R401 per adult equivalent. The solid line represents the distribution of
income with the Basic Income Grant.

Figure 3: Distribution of income with a Basic Income Grant
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The graph documents important impacts. The incidence of extreme poverty is
nearly completely eliminated. The closing of the poverty gap improves to 74%. On a
headcount basis, approximately 6.3 million people are moved out of poverty. The
number of destitute individuals (measured using half the poverty line) falls by 10.2 million

people. Most of the remaining poor individuals are clustered fairly close to the poverty
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line, so that broad-based growth would demonstrate substantial success in mo

additional numbers of people out of poverty.

5. CONCLUSIONS

The simulation exercise of the extension of the CSG demonstrates the
importance of take-up rates in determining the socio-economic impact of social security
grants. Achieving full take-up of the existing programmes yields better results than a
significant extension of the CSG at existing take-up rates. But achieving full-take up with
the current means test is not necessarily feasible. Substantially improved take-up—the
key to effective social security reform—may require the elimination of the means test.

The analysis of the micro-simulation model provides strong evidence of the
capacity of a Basic Income Grant to address some of the major shortcomings of the
existing social security system. The universal nature of the grant addresses critical
structural problems with social security take-up that undermine the effectiveness of the
current system. Dispensing with the means test lowers the cost of accessing the grant
to both the government and the beneficiaries. Providing the grant as a fundamental right
reduces arbitrary discretion, minimising opportunities for corruption. Furthermore, the
broad coverage that universal access provides fills the gaps of the existing system. The
Basic Income Grant enables the social security system to reduce the poverty gap for all
groups by at least fifty percent—compared to a reduction as little as eight percent for
households with just working age adults (or children and working age adults) under the
current social security system. No other social security reform can provide the effective

breadth of coverage demonstrated by the Basic Income Grant.
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