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1.

Introduction: News from the transition

The year is 2011. South African has been through a rugged ten years. Crime
and socid tendons around the turn of the millennium had brought home to the
leedership of the country - government leaders, business leeders, trade unionists
and leaders of the churches community associaions and civil society groups -
that, unless they did something bold and equitable, they would fal the grest work
of Nelson Mandda and his colleagues who had not only fought to defeat aparthed
but had lad the basis for hedling the wounds.

Presdent Thabo Mbeki has just handed over to his successor, having steered
the country into socdd harmony and having just watched the bafana bafana win
the World Cup (and a multi-racid cricket teem narowly lose to a multi-racia
England). Presdent Tito Mboweini left the Reserve Bank in good hands with a
governance gructure in which dl groups in society have a democrdtic voice. He
has inheited a leedership role in which socid and economic inequdities need
some modification, but so much has been done that he can look forward with
great confidence that South Africa will be a role made for the whole of Africa
and for much of the rest of the world.

In 2011, the socid crigs of the turn of the century seems a long way away.
Back in 2003, saverd Acts had been passed, after fierce oppodtion from severd
netiond and international veded interess. A South African Hedth Service Act
hed unified the private and public in patnership where primary prevention and
hedthcare - or a public hedth culture, based on egditarian principles - was given
vay high priority, and by which a mix of public sarvice and private payments hed
made access for eveybody feasble A fourtier penson scheme was
operdtiondized, with everybody ale to draw pat of thar income during the
course of ther lives after age 30. “Work insurance’ top-up benefits were made
avaladle to dl those who change jobs or experience fluctuating incomes. The old
Unemployment Insurance Fund was phased out after numerous fruitless efforts to
tinker with it, as beyond sdvation - rightly seen as a privilege for a minority who
had log ‘formd’ jobs and had dso been fortunate enough to be covered, and




incgpable of providing for those mogt in need. There are other public-private
patnerships, in educaion, in socid sarvices, notably in the sphere of socid care,
and in persond development schemes.

Above dl, the reformers of the time had redized that the ad hoc sdective,
goathed-riddled socid protection schemes they had inherited were not amenagble
to piecemed reform. Poverty, economic insecurity and inequdity - racidly and
geographicaly based, but by no means redricted to those two dimensons - were
0 deepseated that even successful economic policies would have left the
injudices to feder, endangering the whole longterm prosperity of the country.
The growth in inequdity is precisdy what had hgppened in the late 1990s, and
was worse in 2000 than had been the case in the grest year of the “politica
miracle’ seven years earlier. By the end of the last century, the edtimated gini
coeffident for persond income didribution was 058, which was one of the
highes in the world and way out of line with dl wdl-functioning economies The
busness community, ard mansream economids, bdieved tha macro-economic
policy was sound, primarily because the wild busness cycles of the apartheid era
had been replaced by a more stable growth path. However, the vaue of the Rand
hed falen steadily for over three years, and economic growth was duggish.

What redly forced policymakers to teke redidributive reform proposas
serioudy was what the Taylor Committee among others referred to as the danger
of a “four nation” socily emerging, given tha while ovedl inequdity was
increesing, this was mainly due to a great increae in the inequdity within the
black community, a finding brought out in the UNDPs Human Development
Report for South Africa that came out as the Taylor Committee darted its
ddiberations. The datisics showed that the poorest 50 per cent of the populaion
had experienced a drop in household income since 1991' About hdf of dl the
people in the country were living bdow the modest povety line And largdy
because of the AIDS epidemic, there was a growing demand for socid protection,

* UNDP, The Human Development Report for South Africa (Pretoria, UNDP, 2000), p.63.




both for the millions of sufferers and for the orphans and other redives of AIDS
vicims.

The dtuation demanded bold and decisve action to reduce poverty,
economic insecurity and  inequdity.  Some  advocated meesures such as  land
reform, but mos authorities agreed that this would have little effect, largdy for
higoricd reasons. Smilaly, there was little politicd ‘somach’ for wholesde
aset redidribution, in spite of the dedrability of that on both economic and socid
grounds. They dso redized that, dthough some economists cdamed tha the
country suffered from inflexible labour markets, in fact the labour markets were
highly flexible so that - except for the short-term gains from reaction to reforms
in the internationd capitd markets - there was little mileege to be ganed by
roling back the Govemment's labour legidaion of the mid-1990s? Others
proposed a subdtantid increase in public works but this was soon regarded as
fanciful and poor economics. Not only was the scde required to make a dent on
unemployment and povety S0 huge as to be unredigic — given that about Sx
million people were dassfied as living bdow the povety line - but dso, as
economists pointed out, there was ample evidence that such schemes were
genedly inefficdent - especidly when launched on a massve stde - as wel as
prore to serious displacement and deadweight effects, as the ILO review had
showed in reviewing the available evidence.

Accordingly, in  these worrying but propitious crcumdances  the
Government took what seemed at the time to be a risk of introducing the South
African Solidarity Grant. They toyed with other names none of which quite
caught the politicd mood as wdl as this Of course, there were important
additiond reforms, induding the world-famous South African Social Dividend
Scheme, in which workers and working communities have shared some of the

> A comprehensive assessment caried out in association with the Presidentid Labour Market
Commission had reached this concluson some years earlier, and since then labour markets had
become even more ‘flexible’. G.Standing, JSender and JWeeks, Restructuring the Labour Market:
The South African Chalenge (Geneva, ILO, 1995).




benefits of successful busness ventures as South African firms have become
world-class dynamicaly efficient companies. | will leave thet asde here.

Before recdling the debate around the introduction of the Solidarity Grant, it
is worth recdling two other changes that took place in the middle years of the last
decade. NEDLAC gradudly logt its Gauteng centrdism. Regiond Solidarity and
Devdopment Councils emerged from Provinda Devedopment Councils and the
Socid Devdopment Forums. The later had been too voluntarigic, and largdy
collapsed. There was some tak of a Millennium Coundil, but this was too vague
to take off. There had dso been lingering unease over the exigence of the
Devedopment Chamber of NEDLAC. It was felt that there was not enough space
for socid protection issues, and that economic and socid policy needed to be
integrated, rather than be seen as occupying separate and even competing spheres.
S0 the RSDCs emeaged, in which a multipartite governance dructure made sure
that policies were progressvely made more democratic, more equitable, efficient,
transparent and accountable.

Thee soon became primay organs of socid protection policdes, and
eventudly were respongble for mgor decisons over pat of the new Social
Investment Funds, spending to improve vitd socid sarvices, which even today
dill vary in different parts of the country, largely because locd groups seem to
have different priorities - which is ther conditutiond right. The SIFs helped to
boost nationd invesment in the early 2000s, dter a period of dedine - gross
domedtic investment had fdlen from about 25 per cent of GDP in the mid-1980s
to about 15 per cent in 2000.

The other rdevant breskthrough was the introduction of the South African
Solidarity Card (SAS Cad or Solidarity Card). These may seem obvious now.
But back in 2000 they dill seemed fanciful, even though old-age pensoners had
“gmat cads’, with which there were problems because of lack of a protective
environment.  Solidarity Cards seemed fanciful and idedidic until old Charlie
Meth, now enjoying his retirement waking the hills around Durban, sood up and
in his cusomary mild language proposed that they should be introduced through a




public-privete partnership, which is essntidly wha happened, regulated by
datute and operationdized under licence by severd private firms.

As you know, Solidarity Cards are used by everybody now, and are used to
gve people ther monthly <olidarity grants and supplementary cash entitlements
for those with specid needs such as physcd or mentd imparments (not
disabilities, which people soon redized wes a paendigdic notion). And they give
cash points for educationd and traning devdopment initiatives. The cards
catanly make many transactions esder and make receipt of bendits less
digmatizing and hard to obtain. There is the technology disperson unit in the
Minigry of Trade and Indusry with responghbility for meking sure tha
technologica breskthroughs are made accessble for everybody these days rather

than for a privileged minority as was once the case.

2. The South African Solidarity Grant

The idea of the solidarity grant wes fiercdy ressted in 2001, which seems
sirange now because everybody takes it as a norma way of helping to drengthen
our sene of community and society. We know it is no panaces; it is just a
vauable pat of the overdl packege of policies and services. It was proposed
origindly by membes of the Taylor Committee of Enquiry, when the idea was
quite modest - a smdl amount paid to every dtizen and legd resdent who hed
been in the country for more than one year legdly. From the beginning it was pad
to every individud a a right, not based on the household unit, and it was pad
regardless of maritd daus, family datus, race, gender and perceived work datus.
You may recdl that its introduction was advanced by severa Conditutiond Court
caxs, in which the Court ruled that the Government had an overiding obligation
to ensure the right to basc security in order to be ale to survive, function and
develop as human beings®

* A landmark case was Government of RSA vs.Grootboom and others, of October 4, 2000. One factor
in the successful introduction of the solidarity grant was that the Taylor Committee learned from the
expaience of GEAR and the Presdentid Labour Maket Commisson of 1995. The latter wes




Le me recdl the main objections in the course of tdling you what the
researchers have shown to be the man advantages. Initidly, the Ministry of
Fnance and a few wdl-placed, and wdl-paid, economists objected on the ground
of cost, aswdl as on grounds of churning and alack of targeting.

21 The cost argument

Cog dams amounted to the big politicd issue Critics did a little arithmetic,
and produced scay sums, which they lesked to the media with snide sarcestic
comments as if they had a monopoly of common sense Proponents had to
campaign hard, and took severd angles into the debate. Firet, they pointed out thet
under the UN Dedaration of Human Rights and the Internationd Covenant of
Socid, Economic and Culturd Rights and other interndtiond  tredties, the
Govenment had a commitment to provide everybody with enough income on
which to survive and develop. Not only tha, but dl politicd and socid leaders
publidy subscribed to that principle.

The citics sad that the country could not afford it, and taked about the
commitment to move ‘progressvely’ towards conditutiond  rights  But
economigts in and aound the Taylor Committee pointed out thet, besdes the fact
that over the previous few years the country had moved away from the direction
required by the Conditution, paying for it was redly about government and socid
priorities, not about the ability to pay. They pointed out that if you replaced
government tranders that went predominantly to the middle-income and upper-
income groups and merdy returned the income didribution to what it had been a
the time of the poliicd mirade when dmogt everybody in any public pogtion
sad it was too great for sugtainable devdopment, the money would be avalable to
pay every South African ditizen amodest income grant on which to survive.

somewhat preempted by the quick launch of GEAR, which was not subject to any substantive
evauation before its announcement and which was therefore accepted as officid mlicy without delay
or possible deralment by criticism from within the ANC.




Moreover, it was not even that hard. Just reverang the tax cuts to the richest
1 per cent of the population made in 1999-2000 and the proposed tax cuts for this
super-afluent dite in 20002001, would give dmos enough to make it work.
Savings could be generated by cutting subsdies to the affluent, induding cutting
the R26 hillion given to private sector medicd ad subsdies. Then some awkward
advocates of the grant pointed out that each year the Government's socid
minidries and depatments subgtantidly under spent their budgetary dlocations,
which could be used to hdp pay for the solidarity grant. Then they noted that the
Nationd Devdopment Funds had huge amounts locked up thet could be used to
give people basc income security. Besdes unspent trust funds, some whizzkid of
the time (who has gone on to greater things, quite judifiably) pointed out thet the
Lottery Fund, introduced in March 2000 if | recdl correctly, was generating an
ungpent surplus of over ten million Rands per month.

Other sources were quickly identified. The Taylor Committee proposed a
gpoecid temporary messure, an earmarked Solidarity Levy, which was a wedth tax
by another name. This was modest, but was regarded by most sensble affluent
people as a worthwhile price to pay to hep reduce povety and the socid threat
that it brought with it. Put Duntly, they saw it as a form of invesment in ther
future and, more significantly, in the future of their children and other relaives

There was even mord pressure exerted on the privaie penson fund industry
to contribute part of what was know as ‘penson fund surplus’ - edimated to be
80 hillion Rands a the time (or about 10 per cent of GDP), dthough they redly
reflected accumulaied resarves. A 10 per cent olidaity grant levy on those
aurpluses generated a huge initid amount, and incidentaly helped make those
companies more efficient in how they used ther funds, sO becoming more truly
defined benefit pension funds.*

* As the surplus shrank, partly because the levy encouraged pension funds to reduce their surpluses,
the funding of the solidarity grant was augmented by the profits from the Socia Investment Funds.




The cost condgderaions were soon shown to be a veneer for other less
laudable objections - like not wishing to dter the functiond and persond income
digribution, because those economids had their friends and rdatives in the
boardrooms around them, and not dtering the didtribution of public expenditure
0 a to reduce povety and inequdity directly’> With wage and income
differentidds among the grestes in the world, supply-Sde economic arguments
about the need to cut socid spending in order to give savers, investors and hight

income earners greater incentives through tax cuts looked rather contrived.

Some economigs agued agang the idea on grounds of fiscal discipline,
cdaming that the whole economic draegy depended on reducing the budget
deficit, which reguired the government to reduce socid spending. Proponents of
the <olidaity grant, induding prominent socid leaders and ANC  members,
pointed out that even if one accepted the economic orthodoxy, cutting the budget
defict merdy required revenue and expenditure to become cdoser. This did not
mean that socid spending had to fdl. The fact was thet public revenue as a share
of GDP was low by internationd standards. South Africa was a low-tax country,
and was gill lower in effective terms because despite the effort of the South
African Revenue Sevice, which had improved the tax teke by reducing tax
evason and arears. By the end of the century, government revenue was less than
many developing countries, and was less than twothirds of the average in
indudridized countries. The average tax rdio of 26 per cent was dso low by
international  standards in generd.® And it was low for countries with sSmilar

economic characteristics.”

It was dso pointed out thet, expressed as a share of ndiond income, socid
protection spending was low by intenationd standards. At the end of the 20"

® The economic orthodoxy of the 1990s was siill prevalent among the sow-adapting economists in
some circles. It went under the name of the Washington Consensus, which fortunately has long since
been discarded as misguided.

® M.Samson, K.MacQuene, I.van Niekerk and T.Ngqungwana, “South Africa’s apartheid debt”
(Johannesburg, ESSET, 1997).

" R.Harber, “South Africa's public finances’ (Pretoria, USAID).




century it was aout 23 per cent of GDP, which was actudly an overesimate of
the true amount because unlike most countries mogt of the expenditure was in the
private sarvice sectors. Pat of privae expenditure is essentidly  consumption
rather than protection spending, reflecting consumer demand, often reflected in
conspicuous perks. Neverthdess, even taking the 23 per cent figure as the redity,
it compared with over 40 per cent in severd indudridized countries induding
France and Itdy, and was lower than many developing countries as well.

When the solidarity grant was introduced, because it did not involve a means
te, it was found that very soon many more people were entering the recognized
monglary economy, boogiing visble economic growth and raisng taxable income
- a dynamic cog-bdancing effect that had not been taken into account in datic
cog andyss The incressed vighility and legitimacy of smdl-scde economic
activity hed a beneficid effect on the internationd capitd markets, because it was
induded in measures of naiond income showed that the country wes
expeiencing more rapid economic growth than had been thought and that more
employment growth was occurring than had been recognized, which the old
labour force datigtics had largely conceded (which is another gory). In short, the

dynamic costs were even less than the datic costs.

The critics had ds0 sad it would be inflationary. But this proved unfounded,
because the shift in the structure of demand for goods and services led to a rise in
the demand for basc domedticdly-produced tradable goods and services, and
induced an increased supply of such goods and services and a cut in the demand
for high-sot imported goods. That, of course, had favourdble effects (smdl a first)
on the baance of payments, which tended to strengthen the Rand and reduced
inflationary pressure. Another cost-reducing effect of the solidarity grant was that
it darted to generate smdl community projects that reduced the need for some
government-funded schemes that had high adminigraive  efidency,
displacement and deadweight costs.

However, you must remember thet the grestes cost saving bonus took time

to take effect. Petty vanddism and the incredible levd of crime in the country
started to fal. Research in the middle pat of the past decade, around 2005, tels us




2.2

that people, expecidly the young, darted to have more sdf-respect, with a bit of
money in ther pockets and the wherewithd to travd in search of work
opportunities, education and 0 on. Crimind activity dated to become less an
acceptable pat of the survivd draiegy of urban and rurd youth, and mord
pressures to behave like true South Africen citizens darted to grow. Of course,
once crime dated to fdl, invesment - especidly foreign drect investment, with
modern technology - darted to grow. The cost of the solidarity grant began to
look not just affordable but essential.

The “targeting” argument

The citics then turned to the theme that a solidarity grant would cost more
than a &rgeted, meanstested socid assdance scheme. This was subject to intense
debate. A socid assdance scheme gives a badc income to those who fill in a
form to show they ae poor. It might gppear that a universd solidarity grant is
more expensve becase it is given to evaryone but it is damed back in higher
taxes on the non-poor. The asociaed “churning” cost was soon shown to be
minor compared with the cog of adminigeing and monitoring, and policng, a

sHective scheme.

Ancther cogt saving daimed by advocates of a meanstested dternative was
something they could not meke too explicit, which was that only a minority of the
poor would actudly obtan a means-tested bendfit, so thet the actud cost would be
less than the budgeted cost. They tried to say thet those not dlaming “could not
need the money”. But this was soon ridiculed, even by the media Critics and
proponents eventudly agreed that the cost comparisons should be based on
budgeted cost figures. As for churning, it was soon redized tha with moden
technologies it was an easy maiter to daw back from the non-poor in taxes
effectivdly moving to what we dl teke for granted in 2011, an integrated tax
benefit system®

® Moves towards such integration were greatly strengthened by the expansion of the Earned Income
Tax Credit in the USA in the 1990s, and the Family Credit in the United Kingdom.
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The word “targeting” was one of those loaded euphemiams of the time,
which have long since been shown to be raher slly. Anyhow, it was argued by
critics that it should not be given to the nonpoor as wel as to the poor; better to
use a traditiond socid assgance scheme, they sad, by giving only to those who
satisfied a means test. In response, supporters of the solidarity grant pointed out
tha nowhere in the world did a means-tested scheme reach the overwheming
mgority of those living in poverty, because of low take-up rates Stigmeization,
lack of knowledge, fear of authorities in going to goply, and so on. Evidence from
indudtridlized countries showed that even where there were wdl-developed
adminidretive fadlities only a minority of those entited to means-tested benefits
actudly recaved them. The thought of complex means tests and asset teds
functioning efficiently or equitably in rurd and low-income urban aress, such as
the townships, was mildly absurd. A targeted scheme would not resch the redly
poor.

In response to this argument, a few defenders of means teding cited the
socid pension, which had proved to be one of the mgor forms of successful re
digribution, gpparently reaching nearly three out of every four dderly people in
the country a the time. This on paper operated on the bass of a means test. But
ironicdly, the success of the socid pension proved to be one of the ressons for the
eventua acceptance of the solidarity grant.

Firg, it was dmost undenidble that the penson was beneficid for poor
blacks, often helping to pay for the sthooling of grandchildren, as wel as beng
redidgributive to the poorest groups in sodety. Second, and cruddly, it wes
successful primarily because in practice it did not follow the letter of the law, in
that the means testing was largdy a gesture. Third, it was noted that even though
it was an excdlent scheme in practice, neverthdess it did not reach dl the dderly.
Only 72 per cent of those entitted to the penson actudly received it. Fourth, it
became the bass for the solidarity grant, because it was redized that it was in
effect a grant for the edely population, which was eadly converted into one

without the written pretence of a means test.
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2.3

24

So, the lobby for tageing and <Hectivity gradudly log credibility.
International  eviderce was Smply too strong, showing that while it was a way of
reducing public socid spending, it was dso a way of denying minimd income
security to alarge proportion of the poor and economicaly insecure.

The “uncontrollable level” argument

Another criticism & the time was the fear tha it would become
uncontrollable, rigng as a result of populigt politicd moves, perhaps just before
gened dections Even defenders of the proposd saw this posshility as red
enough to cause them concern. The aswer proved quite smple. Just as monetary
policy was taken largdy out of the hands of politicians by making centrd banks
independent of government - as the Reserve Bank had been — s0 it was agreed that
the vaue of the solidarity grant would only rise at a rate equd to the rise in the
vaue of nationd per capita income One-off upgrading could only be agreed if
twor-thirds of Members of Parliament voted for that change.

Jus as the deermingion of the levd was made independent, the
adminigration of the grant was adso made independent of government, overseen
by the Solidarity Grant Commissioner? In these ways, the fear of populist misuse
of the grant was assuaged.

The “disincentive to labour” argument

The next big line of critidsm a the time was that a solidarity grant given to
evayone without obligaion would induce laziness. It would, they sad, be a
disncentive to labour. My dear, wha a fuss they made about that! Defenders of
the idea had to explain again and again the postive effects d the bolsa escola and
renda mnima schemes in Brazil, and the progresa scheme in Mexico. But they
began by pointing out that, compared with meenstested sdective schemes, a
universd grant actudly provided a grester incentive to search for and to take pbs,

° Fortunatdly, an experienced person was available, having been Unemployment Insurance Fund
Commissioner, Shadrack Mkhonto. He became the first Solidarity Grant Commissioner in 2002,

12



particularly low wage jobs or lowincome own-account activities. Since this is
precisdly where most new work opportunities were emerging, this was crucidly

important.

This led back to the poverty trap and the unemployment trap. With means-
tested targeted schemes, there is a very margind tax rate for those moving from
having no income to some income, or in moving from being unemployed and
recaiving unemployment benefits to low-income employment. This is because one
day you have a benefit and the next you have an earned income that results in the
loss of the benefit. The effective tax rate is a combination of the tax paid on the
eaned income and the loss of date benefit. So, presuming that no tax a al wes
pad ether on bendits or initid income if a person was receiving socid
assgance of 520 Rands and then obtained a job paying 600 Rends, the effective
tax rate would be nearly 87 per cent. So, taking a job and working 44 hours a
week would give about 20 Rands- hardly an incentive.

The Minidry of Finance, or Tressury, redized tha this would have been
absurd, and that such a sysem would accentuate the problem of bariers to entry
to the legd labour market and an inducement to work in the grey economy. They
redized tha this would expose more workers to unsafe working conditions and
relt in a falure to build up longteem entittements a falure that would
eventudly result in their being dependent on date socid assstance because, being
in the grey economy they would not have private nsurance benefits or access to
state-based support.

25 The“lowering of wages” argument

A worry on the paliticd left about the solidarity grant, which was a concarn
of some in COSATU, was the view tha the payment of a guaranteed solidarity
grat to workers would dlow employers to lower wages and increese the
“exploitation” of workers. Although those advocating the South African Grant
understood the fear, they pointed out that it would have the advantage of
drengthening peopleés ability to say “no” to the offer of very low wages - the

13



3.

assurance of a modest guaranteed income giving them a dightly stronger &bility to
say “drop deed’ if offered a derisory wage, or if treated bedly in ajob.

There was some confuson with the “minimum weage’, to which the trade
unions were firmly committed. Some commentators and activigts thought that the
Grant was to be ingead of a minimum wage, and this caused some resentment.
However, it was pointed out that the two policy insruments were quite separate.
Moreover, the evidence suggested that a Statutory minimum wege, if set a a leve
to reduce the incidence of povety, would actudly have little impact on poverty
levdls, and have a sgnificant labour displacing effect’® One of the problems with
a minimum wage is tha in informd, flexible labour markets it is quite had to
enforce, involving codly monitoring, use of labour ingpectors and lengthy
legdigic procedures. However, the most important point wes that it was
recognized that one could decide on the merits or otherwise of a minimum wage
quite gpart from the solidarity grant.

The advantages for South African
children

One of the great advantages of the solidarity grant was that it helped reduce
child poverty by providing money directly - the grant is for al people, dbet a 50
per cent for children under the age of 12 - and by providing their mothers with a
grant, which they were able to use to support ther children. It must never be
forgotten how close the country came to aandoning the firg post-gparthed
generation.

An officd report entitted The State of the Nation's Children published in lae
2000, dong with a dudy for the Children's Budget Project, showed that poverty
among children was nat only extremdy high but was dso rigng - with 72 per cent

° H.Bhorat, “Are wage adjustments an effective mechanism for poverty dleviation? Some smulations
for domestic and fam workers’ (Universty of Cape Town, Development Policy Research Unit
Working Paper, N0.00/41, September 2000).
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of dl children aged 0-18, more then 12 million children, in povety, and with the
mortdity rate of children aged 05 years risng This was before the effect of
AIDS became subdantid, but even then a large and growing number of
households were actudly “heeded” by youngsters aged 10 to 17. This potentidly
anounted to a vey disgppointing legacy for the fird generdtion of politica
leeders after the end of gpartheid. Politicians didike the thought of a negative
legecy, and in this case they did not wish to fal for noble reasons. They redized
the danger, and knew that decisve action was required. The solidarity grant was
an effective way to address the crisis.

A rdaed advantage was that the grant was linked to school attendance.
Payment of the <olidarity grant to parents was initidly made conditiond on
obligatory school atendance by their children if they were aged 7 to 14.M This
resulted in higher and more equal school participation levels, and that in turn put
pressure on locd authorities to make more fecilities avaladle. Another good point
about the solidarity grant was that it enabled some children living a long way from
the nearest public school to be able to pay for locd trangport and to be more
nourished, because of the income, and to be more capable of atending school and
concentrating once they were there. We have seen the advantage of better
attendance rates in recent years, especidly now that more black children are
moving into tertiary education. As such, we can say quite legitimatdy that the
slidarity grat has drengthened the country’s long-term  economic  growth
potential.

The advantages for women

Neodasscd economids predicted that giving an unconditiond income
trander to people would reduce work. Proponents of the solidarity grant argued at

™ As in the Brazilian bolsa escola schemes, the rule from the outset was that children had to have a 90
per cent atendance rate over each term, unless they were ill or there was some other bona fide reason
for non-attendance. There was some initid concern about school over-crowding, but with more
children being able to attend school, loca pressures soon resulted in more concerted action by locd

authorities to improve the quantity and qudity of school facilities
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the time that it would do precisdly the oppodte In this they were supported by
the experience and detailed evaduaions of the bolsa escola schemes in Brazil. The
introduction of minimum income schemes in Brazlian cities had led to shap
increases in femde labour force participation rates'> The reasons were that it
gave the women enough money to be adle to afford dothing and travd to go in
search of employment, and that their children were more likdy to be atending
schoal.

A second reason for the outcome confounding the predictions of the nec
clasdcd economids was more aubtle and gave new meaning to  human
devdopment. Old labouris schemes of sodd insurance tied the provison of
benefits to the performance of labour, which meant in practice formd wage
labour. But, of course, many forms of work are not labour, and many have greater
ue vadue for individuds, families and their locd communities than many forms
of wage labour. The work of caring for children, edely rdatives people with
imparments, victims of AIDS surdy deserved jus as much socid protection as
the labour of making tea for the boss. Community work and voluntary work were
dso vduable and undervaued in natiiond accounts. Informal petty farming was
often neglected in labour Satistics aswell.

In dl of these cases, women in South Africa were heavily involved, and in
that they were contributing to the red process of human development - and not
being recognized as doing 0. The solidaity grant hdped to legitimize those
activities, and in some cases led to a maketization of the activities, suddenly
trandorming them into economic ectivity, thereby booding observed growth. And
by increesng ther vighility, it helped to lead to the emergence of organizations to
represent their interests and needs.

? L.Lavines e d, “Evauating the renda minima schemes in Brazil” (Geneva, ILO Socio-Economic
Security Programme Policy Paper, 2000).
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5.

The advantages for the unemployed

A \virtue of the solidarity grant is that as it is unconditiond, all the
unemployed receve it automdicdly. This is unlike any workers compensation
sheme or unemployment insurance benefit scheme, or an  unemployment
assigance scheme. In the 1990s, the Ministry of Labour spent a great ded of time
and money devisng an improved unemployment insurance sysem, going through
numerous drafts of a revised law to rectify the worst abuses of the old apartheid-
ridden scheme. There is no doubt that therr efforts produced a muchrimproved
desgn. However, the reformers were swimming againg the internationd tide. For
everywhere in the world, unemployment benefit sysems were proving to be
incressingly  ineffective™ In dmost dl countries where they existed, only a
minority of the unemployed actudly receved benefits, and in many there had
been a deady drift to rdiance on means-tesed unemployment assstance, which
dso did not reech a large proportion of the unemployed. Governments hed
introduced numerous conditions for entittement, which were dmost dways
somewha abitrasy and hard to define consdently or equitably. As they hed
tightened conditiondity, and shortened the duration of entittement to benefits on
the grounds that they had to encourage job seeking, so the cumsness of the
schemes became more obvious to dl but the most blinkered of observers. By the
1990s, other countries were quietly moving away from unemployment insurance
benefits dtogether.

By contrag with unemployment benefits, the solidarity grant mekes no a
priori judgment on whether the person's unemployment weas voluntary or
involuntary, and does not pry into peopl€s job sesking behaviour or ther
willingness to work, or indst that they queue pointlesdy to prove that they ae
unemployed and avalable. It treats people with repect, and essentidly presumes

¥ G.Standing, “Unemployment benefits and income security” (Geneva, ILO Socio-Economic Security
Programme Policy Paper, 2000).
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6.

that the vast mgority of people without work and able to work do in fact want
work, because in work they find a leest pat of ther socid and economic identity.
It presumes too that the vast mgority of people would not be content to live off a
vey modest guaranteed income. They want to do better than that, for themsedves,

ther families and for thair future,

The advantages for social equity

The ethicd case for the solidarity grant was not a minor matter. The Taylor
committee redized tha the economic dimensons done were possbly not
aufficient to win the struggle for the new policy. The mord case had to be made.
Accordingly, they took time to spesk to church leaders whose daus in the
community was judifiably high in the aftermath of the dtruggle agangt gparthed.
These leaders scarcely needed convincing that inequdity and socid injugtice hed
to be addressed more congructively. What they needed to know was whether a
trangparent, draightforward <olidarity grant was economicdly feesble and a

means of rectifying income injustices.

To them, and to other community leeders providing a <olidarity grant
seemed mordly sound, because it reflected a means of counteracting the
inequaities that were the legacy of a thoroughly unjust system. They were dso
able to gppreciaie the goped of Thomas Panes classc argument that everybody
in society has an egud right to share in the fruits of past development. Economic
rights were essentid for dl other rights, an argument being developed within the
United Nations High Commisson for Humaen Rights They dso saw the
developmentd gpped of such a olidarity grant, in that it would move towards “a
levd playing field” for dl South Africans. In the end, the support of church and
community leeders was impressve and important, dong with the support given by
agroup of enlightened employers.
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1.

8.

The advantages for the economy

One of the difficulties a the turn of the century was that the demand for basic
wage goods and the services that lower-income groups would want was low
because the purchasng power of the poor was ddfinitiond smdl. The Solidarity
Grant helped rectify tha, and dimulaed the so-cdled informd  economy,
congging manly of sndl-scde, African busnesses. Some described this as petty
capita accumulation; others used the populist tem of “the informa sector”.

Whatever the name, the boost given to it by the solidarity grant was much
more effective and sudtainable than would have been the case if heavy subddies
had been given to what were cdled “SMES’ (smdl and medium enterprises),
because such subsdies were prone to hefty deadweight and subdtitution effects.
The payment of a grant to people who became consumers meant that there was
pressure immediately to produce goods and sarvices that people actudly wanted,
and put more pressure on smal enterprises to be efficient. And then of course
there was the multiplier effect, the money in low-income communities generaing
demand for more products and more employment. The longterm bendficid
effects of this rased the country’s longterm (or what some economists cdled

‘naturd’) economic growth rete.

Conclusion

The South African Solidarity Grant seemed bold, even radicd, a the time it
was introduced. Some paliticians were worried about the gross sums of money
involved, and mused about the dangers as they saw them. Fortunady, others
warned of the greater dangers of timidity, of the mounting violence and eroson of
support for the ANC (as demongrated in the loca dections of November 2000).

Some noted that, as the great socid scientist Albert Hirschman had observed
- every progressive idea has been greeted by three reections - the dam of futility -
that it would not work - the dam of perversity - that it would have unintended
adverse effects on other parts of society and the economy - and the dam of
jeopardy - thet it would endanger other gods or accomplishments As Hirschman
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hed shown, once polides had been introduced, those objections tended to dip
away. It took courage to make the breek, even when it was clear to everybody that
the poverty and inequdity were not being defeated by more conventiond policies.

Fortunately, the courage and vison were there.
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