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Abstract

The study investigates the potential welfare effect of basic income support in reducing poverty and inequality
in South Africa. Using the 2017 labour force survey and a benefit incidence analysis, we consider three basic
income support scenarios: 1) universal income support for those aged between 18 and 59; ii) only those who
are unemployed receive the benefit; and iii) only unemployed individuals in extremely poor households
defined by the food poverty line receive the benefit. Results show that basic income support can reduce poverty
and inequality. However, the specific effects of the basic income support will depend on the targeting scenario
considered. The universal basic income support is more costly and has higher leakage, with more benefits
going to the non-poor. However, this universal support has the biggest overall impact on poverty and inequality
reduction because more South Africans receive income support under this scenario. Meanwhile, targeting only
the unemployed and the impoverished makes the basic income support more pro-poor and progressive, as well
as mitigating the leakage of the benefit to the non-poor. This scenario would however require that an

appropriate targeting mechanism is in place.
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1. Introduction

The debate on the distributional impacts of social transfers continues to be a contentious one,
especially in developing economies with limited resources available. One school of thought advocates
for social transfers to assist impoverished households in improving consumption (Lahey, 2018;
Fabrizio et al., 2020), whereas others argue that these transfers create undesirable welfare dependency
or adverse effects on the economy through increased taxes (Cury et al., 2016). We contribute to this
debate by investigating whether the benefits of social transfers, through the implementation of a basic
income support (BIS), achieve their primary purpose of improving social welfare in South Africa.

South Africa has progressed toward addressing the social and economic inequalities left
behind by the Apartheid regime. Interventions include, but not limited to, improved access to
education, improved infrastructure (such as electrification, sanitation and water) and improved access
to job market opportunities for the disadvantaged population. To address the high inequality and
poverty rates, the post-Apartheid government introduced or expanded several social welfare
programmes as a means to establish a more equitable society. These include the Child Support Grant,
the Disability Grant, the Older Person's Grant, the War Veteran's Grant and the Foster Care Grant.
These welfare programmes are distributed outside the labour market to assist the elderly, children and
the disabled. According to the 2021 General Household Survey, the percentage of households that
have benefitted from at least one social grant has increased from 30.8% in 2003 to 50.6% in 2021.
However, despite government efforts, inequality in South Africa remains persistently high, with only
slight improvements from 1993 levels. South Africa remains one of the most unequal countries in the
world, with a Gini coefficient of 0.63 as of 2021. South Africa also features relatively higher poverty
and unemployment rates than other middle-income countries with similar per capita incomes
(Inchauste et al., 2015). For example, South Africa had the highest unemployment rate, not only in
Africa, but globally in 2021 at 34%. To compound the inequality and unemployment crisis, South
Africa’s poverty rates continue to persist with nearly 18.2 million people out of a population of 60.6
million living in extreme poverty (the poverty threshold is US$1.90 a day) in 2022. These alarming
statistics lead to a call to expand existing social grant schemes, as a means to address poverty and
inequality in the country.

Social grants have been associated with multiple positive outcomes, including income,
savings, assets, food spending, school attendance, cognitive development, and others (Bastagli et al.,
2016). Specifically, social grants have been found to support consumption and to improve the welfare
of grant recipients and their households in South Africa. Investments in nutrition, schooling,
productive assets, and informal economic activity have also been associated with grants in South
Africa (Neves et al., 2009). In fact, Neves et al. (2009) and Banerjee et al. (2017) found no evidence

of the adverse effects that literature has sometimes suggested might be associated with grants, such



as disincentivizing work. Rather, evidence by Satumba, Bayat and Mohamed (2017) note significant
poverty reduction, particularly in poorer provinces, with the biggest impact on poverty coming from
the Child Support Grant, followed by the old age pension. Smaller effects on poverty were noted for
the disability grant, although the authors note that this grant had fewer beneficiaries. More recently,
Kohler and Bhorat (2020) found that the increase in grant spending, particularly on the Child Support
Grant, during the COVID-19 pandemic significantly increased the incomes of poor households. In
addition, they found that this spending has been pro-poor, helping with income redistribution.

Unemployment is among the greatest challenges that South Africa is facing, with economic
stagnation from COVID-19 and persistent inequality primarily to blame. Hunger is also a significant
challenge. According to the 2021 South African General Household Survey, the percentage of
households that had limited access to food decreased from 23,6% in 2010 to 17,8% in 2019 before
increasing to 20,9% in 2021 due to the COVID-19 pandemic.

Figure 1: Vulnerability to hunger and limited access to food, 2002 - 2021
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Source: General Household Survey (2021: pg.52), Statistics South Africa Statistical Release P0318.

The COVID-19 pandemic exacerbated existing inequalities through job losses and necessitated the
introduction of the Social Relief of Distress Grant (SRD) in 2020 to support those who were left
unemployed or impoverished. Against this background, the COVID-19 SRD Grant can be considered
as a pilot for permanent basic income support for citizens in the country.

Basic Income Support (BIS) would be a form of social assistance intended to provide financial
assistance to people between the ages of 18 and 59 years who cannot access employment or earn a
decent income. Basic income has been on the policy agenda in South Africa for at least two decades
- since the Taylor Committee in 2001. The introduction of the special COVID-19 SRD Grant renewed
interest in BIS in South Africa.



To date, very few cases of Universal Basic Income trials exist in developing countries. Those
that do exist point to the vital benefits a basic income grant system might provide. For example, a
basic income pilot in Otjivero, Namibia, saw reductions in poverty and child malnutrition, as well as
improvements in small-scale local economic activity (Haarmann et al., 2019). A randomized
controlled trial of basic income tested across nine villages in India similarly found positive impacts:
better nutrition, better health care and better agricultural productivity among those receiving the grant
(Davala, 2019). A recent large-scale experiment evaluating a universal basic income in rural Kenya
found significant reductions in hunger, sickness and depression (Banerjee et al., 2020). This
evaluation took place against the backdrop of the COVID-19 pandemic, and the authors note that
these benefits were received despite the pandemic context.

This study lends some insights to the scant basic income grant literature in developing
countries by investigating the hypothetical distributional impacts of the BIS in South Africa using
Labour Force Survey data collected in 2017. Given that the BIS has not yet been implemented, the
study simulates the possible effect of the grant under three scenarios. We compare the social welfare
effects of a universal basic income support to a targeted mean-tested basic income support. A
universal basic income support is a grant that all people (usually within a certain age group, e.g. all
working-age adults) qualify for, regardless of their employment status and income. A targeted basic
income support is only given to the population that meets certain qualifying criteria (e.g. they are
unemployed and/or have income below a certain level, usually the national poverty line).

Given that some form of support exists for children under 18 (child grant) and adults that are
60 years ad above (pension), we allocate the grant only for adults from 18 to 59. In the first scenario,
we consider universal income support for those aged 18 to 59. In the second scenario, we allocate the
benefit only to those aged between 18 to 59 and unemployed. Lastly, we allocate BIS only for
extremely poor individuals (defined by the food poverty line of the country in 2021) who are
unemployed and between the ages of 18 and 59. Under all the scenarios, we employ an income
incidence analysis approach based on the Commitment to Equity (CEQ) methodology to determine
whether implementing BIS redistributes resources to the poor. We ask two main questions. First, what
are the possible welfare benefits of a BIS programme on poverty and inequality in South Africa?
Second, how would the BIS's welfare benefits be distributed across the population if all those who
meet the criteria under each scenario get access to the BIS?

Our results suggest that BIS clearly has the potential to reduce poverty and inequality in the
country. However, the effect varies based on the targeting mechanism used to identify beneficiaries.
We note that targeting the unemployed and the impoverished makes BIS more pro-poor and

progressive and reduces the leakage of the benefit to the non-poor. On the other hand, universal BIS



has the highest potential to reduce poverty and overall inequality in the country, but also significantly
moreover expensive.

2. Related literature

The theoretical framework on which the empirical evidence on social transfers is based proposes that,
in general, cash transfers, such as the proposed BIS, can have both micro and macro level impacts on
the economy. At a micro level, grants influence how households allocate labour between work and
leisure and can therefore change labour force participation rates (Ferro et al., 2010). In addition,
households that receive the grant can improve and diversify their consumption patterns. At a macro
level, grants impact the fiscal balances through redistributing tax revenue to finance the cash transfers.
Furthermore, labour reallocations and household consumption changes can affect economic
production (Tiberti et al., 2018).

Empirical evidence in the literature evaluating social assistance programmes finds mixed
effects on social well-being. For example, Debowicz and Golan (2014) find that the poverty rates in
Mexico have reduced due to the Oportunidades programme. On the other hand, Cury et al. (2016)
find that two Brazilian social protection programmes have positive effects on poverty, but the positive
effects are largely offset by the higher taxes needed to finance the two programmes.

Other studies find that direct cash transfers provided to poor women improve female labour
force participation, with immediate positive impacts on poverty and inequality (Salehi-Isfahani and
Mostafavi, 2018). Moreover, cash transfers, have had meaningful impacts on poverty: for example,
the Productive Safety Net Program (PSNP) in Ethiopia has reduced poverty by 0.5 percentage points
each year since its implementation in 2005 (Hill & Tsehaye, 2018). Hirvonen et al. (2018) also find
poverty-reducing effects from the PSNP but note that this does not achieve a sizable inequality-
reducing effect. However, Fabrizio et al. (2020) conclude that such fiscal interventions can reduce
the income gap between the top 10 percent of the income distribution and the bottom 10 percent.

The expansion of grants in South Africa, particularly the Child Support Grant (CSG), which
was first introduced in 1998, has had an impact on overall household poverty levels, as well as
children's health and welfare. According to an impact assessment conducted by UNICEF in 2012,!
early receipt of the CSG (in the first two years of life) in South Africa was found to improve children’s
health, cognitive skills and completion of more grades of schooling. In addition, evidence suggests
that the CSG is more effective if it is incorporated into the household income as the recipients of the
grant mainly spend it on food and on paying school fees for their children (Khosa & Kaseke, 2017;
Granlund & Hochfeld, 2021). CSGs are found to have transformative effects at 1) an individual level

through reduced worry and stress due to improved financial security and planning, ii) an intra-

! https://www.unicef.org/southafrica/media/1 116/file/ZAF-South-African-child-support-grant-impact-assessment-2012.pdf



household level through increased decision-making power and bargaining power for women, and iii)
at a community level through spillover effects into church donations or informal savings associations
(Granlund & Hochfeld, 2021). Similarly, Tiberti et al. (2018) assess the CSG in South Africa and
find that the CSG decreases poverty, but the effects are small and unlikely to be robust, with the
wealthiest percentile showing a slight deterioration due to the decrease in wage revenues.

Currently, in South Africa, the BIS is being considered by policymakers to alleviate poverty
among unemployed citizens. However, the government faces resource scarcity and therefore needs
to create fiscal space to set up such a reform. As of 2021, 51% of household incomes came from
social grants nationally (GHS, 2021), with 20% of households depending on grants as their primary
source of income.?

Business organizations have cautioned against BIS, stating that the grant would be
unaffordable (depending on its structure and level, it could cost anything between R20 billion and R2
trillion a year)?, particularly with the burden of other social grants already in existence. Furthermore,
the business organizations argued that the grant might cause adverse effects on the economy through
higher taxes. Research undertaken by Business Unity SA (BUSA) and Business Leadership SA
(BLSA) found that raising taxes would be the most viable way to raise the required funds for the BIS.
This would involve significant increase in personal income tax. VAT would also need to be increased
by between 14% and 29%, effectively an increase of 2 percentage points from the current VAT level
of 15%, while the corporate tax would have to be increased by between 24% and 47%.*

Given the debate surrounding the BIS in South Africa, it is not surprising that policymakers
have grown interested in inquiry-based evidence that examines the affordability and potential positive
impact of basic income grants on welfare and on income redistribution while also considering trade-
offs (e.g. increased taxation).

3. Methodology

We employ traditional benefit-incidence techniques to explore how the welfare benefits of the basic
income support would be distributed across the population if all those who meet the criteria under
each scenario get access to the basic income support. This would allow us to understand the effect of
the grant on poverty and inequality. To this end, this study utilizes the Commitment to Equity (CEQ)
methodology (Lustig & Higgins, 2012 & 2018), which stipulates various methods of assigning
transfers or benefits to individuals to analyse their distributional impacts.

The CEQ method follows standard practice and uses market income or pre-transfer income as

the benchmark against which changes in welfare (poverty or income inequality in this case) due to

2 https://theconversation.com/south-africa-has-raised-social-grants-why-this-shouldnt-be-a-stop-gap-measure-138023

3 https://www.news24.com/fin24/economy/basic-income-grant-could-drive-south-africans-to-emigrate-study-says-20220725

4 https://www.timeslive.co.za/news/south-africa/2022-07-28-we-must-choose-which-hardship-we-can-bear-thuli-madonsela-on-basic
-income-grant-dilemma/
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the public expenditure instruments are compared. At the core of the CEQ method is the calculation
of different income concepts. Our analysis will use two income concepts, market income and
disposable income. Market income refers to income from wages and salaries in the labour market.’
This income is viewed as “pre-fiscal” because it refers to individual earnings before the government
influences the income distribution through its tax and spending policies. Disposable income is a cash
income available after the government has taken away direct taxes (such as personal income tax) and
has distributed direct transfers (such as BIS and "near cash" transfers).® Figure 1 summarizes the
different definitions of income used in the CEQ fiscal incidence analysis.

Figure 2: Definitions of income used in the CEQ fiscal incidence analysis
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The two income concepts are computed using the following formula:

Yi=1; = %;T;Sji + Xy BiSki (D
where Y; is individual i’s income after taxes and transfers (disposable income); I; is individual i’s
labour market income (income before taxes and transfers); Sj; is the share of tax (T') j paid by the

individual i. Sy; is the share of transfer (B)k received by individual i.” Market income is computed

5> Market income also includes income from investments and other taxable income earned by private means. However, the study only
considers wages from employment and salaries from self-employment due to data constraints.

® Governments also affect the income distribution of individuals through the provision of free or subsidized public services such as
health and education. Final income can be calculated as disposable income plus the value of these in-kind benefits minus any co-
payments and participation costs for those services. However, due to data constraints, the study does not consider other cash transfers
such as child grants and pensions and in-kind government provisions such as education and health.

7 The different taxes and income tax need to be included along with transfers in calculating the different income concepts. Considering
all taxes gives a more precise measure of the different income concepts and enables estimation of the effect of the transfers to mitigate
the negative (if any) effect of government taxes on poverty and inequality. However, since the study's objective is to simulate the
potential effect of new transfer (BIS) and data limitation, it only considers income tax on labour income (wages of employees and part
of the income of the self-employed).



from a household's income from employment. The value of the transfer is the hypothetical BIS for
those individuals that meet specific criteria. We used the food poverty line of ZAR 595 (in 2021
prices) as the transfer amount and investigated the redistribution effect of the transfer under three
scenarios. The three scenarios are: universal income support for those from the ages of 18 to 59;
universal income support for those from the ages 18 to 59 and unemployed; mean tested income
support for the unemployed from the ages of 18 to 59 that live in extremely poor households (defined
by the extreme poverty line of the country in 2021, ZAR 595).
In a nutshell, the following steps® in the analysis are followed:
(1) Identify all individuals that qualify for the BIS and allocate different income levels;
(i1) Obtain unitary benefits by dividing total benefits to individual beneficiaries and their
families (from step 1);
(i11)  Rank the identified individuals according to socio-economic status (such as quintiles of
household per capita income, poverty status, gender or education); and
(iv)  Assign the unitary benefit (obtained in step ii) across the distribution of beneficiaries and
compute the shares of the income allocated to different portions of the population.
In summary, the method identifies which socio-economic groups would benefit the most from the
grant and sheds light on how income impacts the welfare and livelihoods of individuals and their
households.

We acknowledge some limitations of the CEQ methodology, such as not incorporating
behavioural or general equilibrium effects. The CEQ methodology is also a point-in-time rather than
a lifecycle measure, which may limit the ability to capture the long-term effects of the policy on the
welfare indicators (Lustig & Higgins, 2017). Box 1 below summarizes the main limitations of the
method and the data. Despite these limitations, the method remains comprehensive for tax-benefit
incidence analyses available for middle-income and low-income countries to date, and the analysis
findings shed light on the implications of the introduction of BIS on poverty and inequality in the

country.

Box 1: Main Caveats of the CEQ analyses and data limitations

1. Fiscal incidence analysis does not take into account behavioural or general equilibrium effects. The
method simply focuses on average incidence rather than the incidence at the margin.

2. The assumptions about tax shifting and labour supply responses are also strong because these
include an implicit assumption that consumer demand and labour supply are perfectly inelastic.

3. The analysis does not take into account within household inequality (the intra-household distribution
of income).

4. Due to data limitations, the analysis excludes corporate income and property taxes. It also excludes
in-kind government spending such as infrastructure investments (including urban services and rural
roads), education and health. We also do not consider existing cash transfers such as child grants
and pensions.

8 see van de Walle (1998) for detail discussion.



3.1 Poverty and Inequality Measures

After computing market income and disposable income, inequality indices are calculated for each
income concept to assess the redistributive effect of BIS. Inequality is measured using the Gini index,
a widely used measure of income inequality. Using the Gini index, we can trace how inequality
evolves after BIS transfers are added and income taxes are deducted. We do this by computing the
index using before and after tax income. For instance, comparing inequality at the market and
disposable incomes shows how much redistribution is achieved by direct transfers (Enami et al., 2019;
Lustig and Higgins, 2016). Similarly, the impact of BIS on poverty is assessed by tracing the changes
in the popular Foster—Greer—Thorbecke (FGT) class of poverty measures across the different income
concepts (Foster, Greer, & Thorbecke, 1984). For poverty, we use three indicators; headcount index
(a measure of the proportion of the population that is poor), the poverty gap ratio (a measure of the
depth of poverty — the aggregate poverty deficit of the poor relative to the poverty line), and poverty
severity (a measure of the (squared) proportional shortfall from the poverty line). When assessing the
effect of government redistribution programmes through transfers and taxes on poverty and inequality
under this approach, the impact of any fiscal component depends on its magnitude and progressivity
(Lustig and Higgins, 2013).

3.2 Measures of Pro-poorness and Progressivity

For any measure of household income, this study measures the progressivity of fiscal policy
components (income taxes and the BIS transfer) by comparing the cumulative distribution and
cumulative concentration of the component before and after the component has been received. This
approach compares the cumulative distribution (cumulative concentration shares represented as a
concentration curve) of BIS with the cumulative distribution of market income (represented by a
market income Lorenz curve) and the cumulative share of the total population ranked by market
income (Duclos and Araar, 2006). Lorenz curves are used to make unambiguous comparisons about
whether BIS reduces inequality.® Similarly, concentration curves map the cumulative share of
benefits received from a particular category of transfers on the vertical axis against the cumulative
share of the population, ordered by pre-fiscal income, on the horizontal axis (Duclos & Araar, 2006).
One can also obtain aggregate progressivity indices by computing concentration indices (Duclos &

Araar, 2006). The concentration index is twice the area between the concentration curve and the

diagonal line. It is defined using a covariance formula as C* = cov(i,F (x))%, where Cf is the

concentration coefficient of fiscal component i with respect to market income x, F(x) is the

% Lorenz curves map the cumulative share of market income and disposable income on the vertical axis against the
cumulative share of the population, ordered by market or the 'reference' income on the horizontal axis (Enami et al.,
2018; Lustig and Higgins, 2018).



cumulative distribution of the market income, y; is the average value of component i. Figure 3 below
illustrates the concepts of general progressivity, regressivity or neutrality of transfers and taxes.

Figure 3: Graphic representation of progressivity of taxes and social transfers
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Figure 3 depicts three important points in terms of assessing the progressivity or pro-poorness of
government redistribution programmes. A transfer is globally progressive if the proportion of the
transfer received in relation to market income declines as income increases or when its concentration
curve lies above the market income Lorenz curve everywhere (Higgins & Lustig, 2016; Lustig, 2018).
A necessary but not sufficient condition for this is for the transfer's concentration coefficient to be
negative. A transfer will be progressive in relative terms if the proportion received in relation to
market income decreases as income rises or equivalently when its concentration curve lies
everywhere between the market income Lorenz curve and the 45-degree line (Lustig, 2018). On the
other hand, a transfer is globally regressive if the proportion of transfer received in relation to market
income increases with income or when its concentration curve lies everywhere below the market
income Lorenz curve (Higgins & Lustig, 2016; Lustig, 2018). A necessary but not sufficient condition
for this is that the concentration coefficient of the transfer should be positive. Finally, a transfer will
be ambiguous (i.e., neither progressive nor regressive) if the concentration curve of a transfer crosses
the market income Lorenz curve. We use the following criteria to describe how BIS redistributes
income:

e Progressive: BIS concentration curve lies above the Lorenz curve of the reference income
(labour income) but below the line of perfect equality (the 45-degree diagonal line). BIS is
progressive only in relative terms.

o Absolute progressive or “pro-poor”: BIS concentration curve is above the line of perfect
equality (the 45-degree diagonal line), and the monetary amount received falls as income

rises.



e Neutral: BIS concentration curve coincides with the Lorenz curve for the reference
(labour) income.

e Regressive: BIS concentration curve lies below the Lorenz curve for the reference income.
4. Data
Incidence studies combine information from national accounts and household survey data, or they
rely on incidence indicators from secondary sources, usually micro-data sets that collect information
from households and their members. Multiple generations of household surveys have been produced
since the end of the Apartheid in South Africa by Statistics South Africa (Stats SA). These household
surveys provide nationally representative micro-level information on the labour market. Although the
data landscape of South Africa is better than that of many African countries, the labour survey data
is not designed to conduct dynamic analysis and does not allow for straightforward comparability. To
tackle challenges related to comparability, the University of Cape Town, under its 'DataFirst’
initiative, stacked cross-sectional survey data called the Post-Apartheid Labour Market Series
(PALMS). This data consists of a harmonized compilation of four household surveys conducted after
1993 (Kerr et al. 2013). Notably, for the purpose of this study, the latest release (PALMS version 3.3)
captures labour income at the individual level that is consistent over time. PALMS data from 2008 to
2018 comes from the Quarterly Labour Force Surveys (QLFS) collected from nationally
representative data by Stats SA.

This study uses 2017 Quarterly Labour Force Surveys data which is part of PALMS, as a
primary micro dataset to allocate BIS transfers and income tax for each individual within a household.
The income variable in the dataset captures monthly earnings per capita before taxes and at constant
prices as of December 2015 (Kerr and Wittenberg, 2019). Income tax is allocated to individual labour
income based on SARS income tax rates. ' QLFS contains data on household labour income, area of
residence and other socio-economic characteristics of individuals, such as educational attainment,
race and gender. Per capita values are obtained by dividing the total labour income, income taxes paid
or transfers received by the total number of household members, defined as individuals who spent at
least four nights in a week together during the reference period. Table 1 shows the population
demographics across income quantiles, poverty status using the Lower Bound Poverty Line and
population group. From the table, we can see that 20% of the population belongs to each quintile.
About 60% of the total population lived in poverty, under the Lower Bound Poverty Line of ZAR
860. The majority (76%) of individuals residing in rural areas live in rural poverty. The corresponding
number of individuals living in urban areas is 51.3%, suggesting that poverty is higher in rural areas.

Similarly, the preponderance of the poor (about 85%) are black South Africans.

10 https:/ /www.sars.gov.za/ tax-rates /income-tax/average-income-tax-rates-comparisons/
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Table 1: Population Demographics

Quintiles of per capita income Poverty Status Population group
Non- Indian/ .
Q1 Q2 Q3 Q4 Q5 Poor poor Black  Coloured Asian White
Share of total 200 200 200 200 200 598 402 80.8 77 23 9.2
population
Share of poor 334 335 331 00 00 100.0 0.0 84.8 7.5 L5 6.2
population
Share of urban 161 201 153 229 256 513 487 72.4 10.9 3.5 13.2
population
Share of rural 274 198 289 145 94 759 241 96.8 1.5 0.1 1.6
population

Notes: Data are (number of individuals in the group)/(number of individuals in the population), using household size-weighted
expansion factors to estimate numbers.
Source: Own calculation using LFS, 2017

We build three scenarios to determine who receives the BIS transfer and to calculate the different
income concepts discussed in Figure 2. Given that some form of support exists for children under 18
(child grant) and for adults aged 60 and over (pension), we allocate the grant only for adults from 18
to 59. In the first scenario, we consider universal income support for all individuals aged 18 to 59. In
the second scenario, we allocate the benefit to those aged between 18 and 59 who were unemployed.
Lastly, we allocate BIS for individuals between the age of 18 and 59 that live in extremely poor
households (defined by the food poverty line, ZAR 595 per capita) and were unemployed in 2017. In
all the scenarios, the BIS transfer is assumed to be equivalent to the country's food poverty line, ZAR
595 per individual per month in 2021.!" We use R595 as it closely aligns with the COVID-SRD grant
extension and reflects the grant amount for the 2021/22 financial year. Following the argument of
Ravalion (2005) and van de Walle & Ren (2007), we used the income net of all social protection
transfers to rank the welfare of individuals and households in all the scenarios. This approach is based
on the argument that a reasonable measure of pre-transfer income should take out at least half of
social insurance benefits and 100% of any social assistance benefits. Finally, we used the Lower
Bound Poverty Line (LBPL), equivalent to a monthly value of ZAR 860, to assess the possible effect
of BIS under all three scenarios.

S. Results

5.1 Scenario 1 — Universal benefit for all individuals between the age of 18 and 59

As discussed in Section 4, in the first scenario, we allocated BIS amounting to ZAR 595 per month
per individual for all South Africans aged between 18 and 59. A universal basic income programme
such as BIS under this scenario is comparatively straightforward to implement; individuals receive a

fixed transfer regardless of income. From an implementation point of view, the main challenge is to

"' We also considered BIS transfer equivalent to the country's Lower Bound Poverty Line, ZAR 860 per individual per month in 2021
price and asses the possible effects using the Upper Bound Poverty Line, ZAR 1300 per individual per month in 2021 price. Our results
are consistent. The universal basic income support has the biggest overall impact on poverty and inequality reduction. While targeting
only the unemployed and the poorest makes the basic income support more pro-poor and progressive. Results are available from the
authors.



ensure that each person receives the transfer only once. Even though universal BIS distributes the
same value of the transfer to everyone, regardless of income, if it is financed through progressive
taxation, it can still result in a substantial redistribution of income to the poor (Hanna & Olken, 2018).
Table 2 provides basic descriptive statistics such as the number of households, individuals
and recipients of BIS under this scenario, expressed as simple (un-weighted) survey counts and
population (extrapolated counts) estimates. The Table suggests that BIS will have 23 million
beneficiaries under the first scenario, considering both direct and indirect beneficiaries. '?

Table 2: Sample and Population Sizes- Scenario 1

Sample size* Population**
Households Individuals Recipients Households Individuals Recipients

All observations 17783 47376 14 630 764 39 479 946
Universal BIS to 15 060 43297 25 699 12750913 36793782 23090 879

individuals aged 18 -59

Notes: *) The sample size columns show the number of households, individuals and recipients of BIS in the survey.
**) The population columns show the number of households, individuals and recipients of BIS expanded to the population using

expansion factors.
Source: Own calculation using LFS, 2017

5.1.1  Outreach (Coverage)

Under the first scenario, BIS will have about 59% direct and 93% direct and indirect beneficiaries,
respectively (Figure 4). Outreach is the proportion of direct and indirect beneficiaries of BIS in each
group (per capita labour income quantiles, area of residence, province, poverty status of the
households and population group). Given the nature of BIS under this scenario, universal benefit to
those aged between 18 and 59, the outreach of BIS under this assumption is not higher among the
poorest quintile of per capita income distribution. This is confirmed by looking at the outreach

(coverage) by the poverty status of households; non-poor households have higher access to BIS than

Figure 4: Outreach - Scenario 1
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12 Direct beneficiaries are individuals who directly access BIS, while indirect beneficiaries are family members of the
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Note: Outreach is the portion of the population in each group that have access to BIS under the scenario. Specifically, outreach is:
(Number of individuals in the specific group (African) who live in a household where at least one member has access to BIS)/ (Number

of individuals in the group) using household size weighted expansion factor.
Source: Own calculation using LFS, Q1 2017

5.1.2 Distribution of Beneficiaries

Figure 5 presents beneficiaries’ incidence, the proportion of direct and indirect beneficiaries in each
group. Beneficiaries’ incidence is calculated for each per capita quintile, area of residence, province,
poverty status and race. The figure shows that 59%, 68%, 29% and 81% of BIS direct beneficiaries
would be poor, live in rural areas and Gauteng, and would be black South Africans, respectively.
Regarding per capita income, 53% of direct beneficiaries belong to the bottom 60% quintiles.
Looking at the quintile of income, the majority of beneficiaries belong to the lower quantile of
income, the bottom 60, compared to the richest decile. Again, this finding confirms the vulnerability
of the unemployed individuals and their households in the country.

Figure 5: Distribution of beneficiaries - Scenario 1
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Notes: Beneficiaries' incidence shows the proportion of beneficiaries in each group. i.e. beneficiaries' incidence is: (Number of
individuals in the group who live in a household where at least one member receives BIS)/ (Total number of direct and indirect

beneficiaries).
Source: Own calculation using LFS, 2017

Table 3 presents another indicator of targeting accuracy, the Coady-Grosh-Hoddinott (CGH)
indicator for the bottom 10, 20, 30 and 40% of the per capita labour income distribution for both
direct and indirect beneficiaries. The CGH indicator is the share of direct and indirect beneficiaries
in the poorest x percent of the population divided by that share. This indicator is a linear
transformation of the results in Figure 5. As expected, BIS under this scenario has even targeting,

with CGH indicator of close to 1.
Table 3: Coady-Grosh-Hoddinott indicator-scenario 1

Direct and indirect beneficiaries Direct beneficiaries ONLY
10% 20% 30% 40% 10% 20% 30% 40%
Universal BIS transfer 0.95 0.95 0.95 0.93 091 0.88 0.88 0.88

Notes:
e  CGH indicator is the share of direct and indirect beneficiaries in a population group divided by the share of the

population in that group.
e A programme with even targeting (where every individual received the same transfer) would have CGH indicators of

1.0.



e  The indicator is calculated at the household level, setting as expansion factor the household expansion factor
multiplied by the household size.

Source: Own calculation using LFS, 2017
5.1.3  Average Transfer Value

Figure 6 below presents the average per capita BIS value for direct and indirect beneficiaries by per
capita income quintile, population group, poverty status, province and area of residence. The average
transfer is estimated by dividing the sum of BIS transfers received by a group by the number of direct
and indirect beneficiaries in that group, for instance, dividing the sum of BIS transfers received by
the poor by the number of poor individuals that are benefiting from BIS directly or indirectly.'?
Hence, this indicates the monetary ‘importance’ of the BIS to direct beneficiaries and to their families.
If the per capita benefit level falls with income, it indicates whether BIS has an element of benefit
targeting (in addition to beneficiary targeting). This progressivity of the benefit is not observed under
this scenario; the average BIS transfer does not decline from the poorer quintiles to the richer ones.
In parallel with the previous observation, the average value of BIS benefit for the whole
population is ZAR 373 per capita. However, the average value considering both direct and indirect
beneficiaries is higher for non-poor households and households that belong to the top income
distribution. This could be because poor households in South Africa tend to include more people than
their non-poor counterparts. For instance, in 2015, the poverty headcount ratio among one-person
households was about 5% compared to 68% for households with at least seven members (World

Bank, 2018).
Figure 6: Average Transfer Value, Per Capita, Beneficiary Households of BIS — Scenario 1
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e  Entries are the average per capita BIS transfer received. Calculation excludes households that did not receive the transfer.
Sample of households with positive per capita transfer. Averages are calculated across this sample, setting as expansion
factor the household expansion factor multiplied by the household size.

13 Note that BIS amount is the same for all direct beneficiaries (ZAR 595), the food poverty line in 2021 price.



e  All household members, recipients or not, are counted as beneficiaries. For each household, per capita average transfer is
estimated as (total transfers received)/ (household size)
e  Averages in monetary values in ZAR.
Source: Own calculation using LFS, 2017

5.1.4 Under-coverage and leakage

Table 4 presents the under-coverage and leakage rate of BIS while the programme targets those
between the age of 18 and 59 universally, for direct and indirect beneficiaries. Under-coverage is the
percentage of poor individuals that do not receive BIS. Leakage is the percentage of non-poor
individuals that receive the BIS transfers. It is important to note that coverage and under-coverage
depend on the chosen poverty line. Given that we chose to use the lower bound poverty, which is well
above the BIS transfer, equivalent to the food poverty line, there is a lower coverage of the poor by
definition.

Column 1 of Table 4 presents how many poor people are covered by the programme. 100
minus the coverage rate gives the under-coverage rate, column 2. Column 3 gives the share of non-
poor beneficiaries of BIS under the first scenario. Column 5 indicates the targeting differential that
measures how good or bad the targeting method under the scenario is. A good transfer has a targeting
differential (TD) close to 100, and a bad transfer has a TD close to -100. The BIS targeting differential
in this scenario is about 54% suggesting a higher exclusion rate.

Table 4: Under-coverage and Leakage- Scenario 1

Total poor
Coverage of Under- Leakage (% of Leakage ?argethg
the poor (1)  “®V9 8¢ peneficiaries) (3) (benefits) differential
@ @) ®)=1-0)
Direct and indirect beneficiaries 904 9.6 364 41.4 54.1
Direct beneficiaries ONLY 523 47.7 414 41.4 10.9

Notes:
e  Under-coverage is the percent of poor individuals that do not receive BIS.
e Leakage is the percent of individuals that receive the transfer and are not poor.
e  Sample of all households. Under-coverage and leakage are calculated across this sample, setting as expansion factor
the household expansion factor multiplied by the household size.
e  The targeting differential is the difference between the coverage rate and the participation rate for non-poor.
Source: Own calculation using LFS, 2017

5.1.5  Possible effects on poverty and inequality

Table 5 sheds light on the possible contribution of BIS to poverty and inequality if it targets all
individuals between the age of 18 and 59. It presents the simulated impact of the programme on FGT
measures of poverty, discussed in Section 3.1, namely, headcount, poverty gap and poverty severity
indexes and inequality measured by the Gini coefficient. The estimations assume that in the absence
of the BIS, a beneficiary household's per capita labour income falls by the transfer's value, ZAR 595.
Table 3 suggests that BIS under this scenario reduces inequality and poverty. Moreover, BIS under

this scenario decreases poverty rates after the BIS transfer, regardless of the poverty measure used.



For example, the headcount rate suggests a decline of 5 percentage points. Similarly, the Gini
coefficient would have been 7% higher without the BIS transfer.

Table 5: Impact of BIS on Poverty and Inequality Measures- Scenario 1

All households
FGTO FGT1 FGT2 Gini'*
Post- BIS transfer Indicators 0.419 0.411 0.409 0.744
Indicators without BIS transfer 0.468 0.430 0.419 0.813

Notes:
The simulated impact is the change in a poverty or inequality indicator due to BIS, assuming that household welfare will
diminish by the full value of that transfer.
FGTO - Poverty headcount index
FGT]1 - Poverty gap index
FGT?2 - Squared poverty gap index
Source: Own calculation using LFS, 2017

5.1.6  Progressivity and pro-poorness

As discussed in the methodology section, the progressivity of BIS is assessed using concentration
curves of the benefit distributions. Specifically, the concentration indices are compared with the
market income Gini index to classify the expenditure items into (i) progressive and pro-poor, (ii)
progressive but not pro-poor, and (iii) regressive (neither progressive nor pro-poor). Figure 7
summarizes the progressivity and pro-poorness of the BIS under the first scenario. As explained in
Figure 3, one can compare labour income and BIS transfer curves to assess the progressivity of a
transfer. When the concentration curve for a transfer lies above the Lorenz curve for the population
receiving the transfer, then the benefit has a more equal distribution than the country’s income does.
Hence, the benefit is progressive.

On the other hand, if the concentration curve lies below the Lorenz curve, then as a proportion
of total income, rich people gain more from the transfer than poor people do, and hence the transfer
is regressive. Figure 7 suggests that universal BIS transfer would be progressive. On the other hand,
the concentration curve for BIS lies below the 45-degree line, suggesting the poorest percent of the
population gains less than the transfer’s budget, so the benefit is not pro-poor.

Figure 7: Concentration curves - Scenario 1
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14 Our Gini coefficients are higher than the national estimates because we are using only labour income for the analysis.



5.2 Scenario 2 — BIS Unemployment benefit: for all individuals between the age of 18 and
59 and Unemployed.

In the second scenario, we allocated the BIS amounting to ZAR 595 per month per individual for all
South Africans that are aged between 18 and 59 and who were unemployed in 2017. Most developed
countries have unemployment benefit programmes to protect workers against major income losses
during spells of unemployment. By providing income to unemployed workers to meet basic
consumption needs, unemployment benefits aim to protect workers from depleting their assets or
accepting jobs below their qualifications (Moffitt, 2014). However, if unemployment benefits are too
generous both in terms of amount and duration, these can lengthen unemployment and raise the
unemployment rate. Thus, the policy challenge is protecting workers while minimizing undesirable
side effects in the short and long run. It is important to note that unemployment benefit programmes
vary from country to country based on eligibility requirements, benefit levels, and benefit duration.
These details can affect consumption, poverty, duration of unemployment and job-seeking
differently. For simplicity, we consider this unemployment benefit for all individuals between the
ages of 18 and 59.

Table 6 presents the basic descriptive statistics such as the number of households, individuals
and recipients of BIS under this scenario, expressed as simple (un-weighted) survey counts and
population (extrapolated counts) estimates. The table suggests that under this scenario, BIS will have
4.5 million beneficiaries, considering both direct and indirect beneficiaries.

Table 6: Sample and Population Sizes- Scenario 2

Sample size* Population**
Households Individuals Recipients Households Individuals Recipients

All observations 17 783 47376 14 630 764 39479 946
BIS to individuals aged 18 - 4109 14 405 5035 3553499 12531979 4464019

59 & unemployed

Notes:
e  *) The sample size columns show the number of households, individuals and recipients of BIS in the survey.
e  *¥) The population columns show the number of households, individuals and recipients of BIS, expanded to the
population using expansion factors.
Source: Own calculation using LFS, 2017

5.2.1 Coverage

Under this scenario, BIS will have about 11% direct and 32% direct and indirect beneficiaries,
respectively.!® The coverage of BIS under this assumption is relatively higher among the poorest
quintile of per capita income distribution. We also note that the coverage is higher among poor
households (38%) than non-poor households (21%), considering both direct and indirect

beneficiaries. Coverage is also higher among coloured and black households. This is in line with

15 Please note that only the unemployed between the ages of 18 and 59 years would benefit.



the empirical evidence that suggests that poverty levels are highest among black South Africans and
the unemployed (World Bank, 2018).

Figure 8: Outreach - Scenario 2
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Note: Outreach is the portion of each group's population that has access to BIS under the scenario. Specifically, outreach is: (Number
of individuals in the specific group (African) who live in a household where at least one member has access to BIS)/ (Number of
individuals in the group) using household size weighted expansion factor.

Source: Own calculation using LFS, Q1 2017

5.2.2  Distribution of Beneficiaries

Figure 9 shows the beneficiaries' incidence under the second scenario, where unemployed individuals
between 18 and 59 years old are assumed to benefit from BIS. The figure suggests that 76% of the
direct beneficiaries belong to poor households, 73% live in urban areas, and the majority (87%) are
from black households.

Figure 9: Distribution of beneficiaries - Scenario 2
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beneficiaries).
Source: Own calculation using LFS, 2017



The CGH indicator for the bottom 10, 20, 30 and 40% of the per capita labour income distribution
for both direct and indirect beneficiaries also confirms that BIS under this scenario is more pro-poor
than universal BIS (see table 7 below).

Table 7: Coady-Grosh-Hoddinott indicator

Direct and indirect beneficiaries Direct beneficiaries ONLY
10% 20% 30% 40% 10% 20% 30% 40%
BIS transfer for the
1.26 1.11 1.16 1.22 1.30 1.21 1.38 1.51
unemployed
Notes:

e  CGH indicator is the share of direct and indirect beneficiaries in a population group divided by the share of the population
in that group.
e  Larger numbers indicate that a programme is more progressive.
e A programme with even targeting (where every individual received the same transfer) would have CGH indicators of 1.0.
e  The indicator is calculated at the household level, setting as expansion factor the household expansion factor multiplied by
the household size.
Source: Own calculation using LFS, 2017

5.2.3  Average Transfer Value

Figure 10 shows the average per capita BIS value for direct and indirect beneficiaries by per capita
income quintile, population group, poverty status, province and area of residence under the second
scenario. The average transfer value indicates the monetary 'importance' of the BIS to direct
beneficiaries and to their families. As discussed previously, if the per capita benefit level falls with
income, it indicates whether BIS has an element of benefit targeting (in addition to beneficiary
targeting). This progressivity of the benefit is clearly achieved under this scenario: average BIS
transfer declines from the poorer quintiles to the richer ones. Similarly, the average value for both
direct and indirect beneficiaries is higher for poor households and households that are more
vulnerable to poverty, black households and households that reside in poor provinces.

Figure 10: Average Transfer Value, Per Capita, Beneficiary Households of BIS — Scenario 2
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Sample of households with positive per capita transfer. Averages are calculated across this sample, setting as expansion
factor the household expansion factor multiplied by the household size.



e  All household members, recipients or not, are counted as beneficiaries. For each household, per capita average transfer is
estimated as (total transfers received)/ (household size)
e  Averages in monetary values in ZAR.
Source: Own calculation using LFS, 2017

5.2.4 Under-coverage and leakage

Table 8 shows BIS under-coverage and leakage rates for direct and indirect beneficiaries under the
second scenario. Like in Table 4, Column 1 of Table 8 presents how many poor people are covered
by the programme. 100 minus the coverage rate gives the under-coverage rate, column 2. Column 3
gives the share of non-poor beneficiaries of BIS under this scenario. Column 5 indicates the targeting
differential that measures how good or bad the targeting method under the scenario is. The BIS
targeting differential in this scenario is about 13%, suggesting a higher exclusion rate than in the first
scenario (universal benefit to all ages between 18 and 59). The result suggests that using only age

groups and unemployment status is insufficient to target poor South Africans for such transfer

programmes.
Table 8: Under-coverage and Leakage- Scenario 2
Total poor
Coverage of the Under- Leakage (% of Leakage Targeting
L. differential
poor (1) coverage (2)  beneficiaries) (3)  (benefits) (4) G =M)-0)
Direct and indirect beneficiaries 37.7 62.3 24.4 20.1 13.3
Direct beneficiaries ONLY 14.2 85.8 20.1 20.1 -5.9
Notes:

e  Under-coverage is the percent of poor individuals that do not receive BIS.
e  Leakage is the percent of individuals that receive transfer and are not poor.
e  Sample of all households. Under-coverage and leakage are calculated across this sample, setting as expansion factor the
household expansion factor multiplied by the household size.
e  The targeting differential is the difference between the coverage rate and the participation rate for non-poor.
Source: Own calculation using LFS, 2017

5.2.5 Possible effects on poverty and inequality

Table 9 presents BIS simulated contribution to reducing poverty and inequality if it targets all
individuals between the ages of 18 and 59 who were unemployed in 2017. In line with our previous
observation, Table 9 suggests that BIS under this scenario reduces poverty slightly, regardless of the
poverty measure used. The headcount rate declines by 0.1 percentage points compared to around 5
percentage points in scenario 1. Similarly, the Gini coefficient would have been about 5 percentage
points higher without BIS transfer under this scenario. For comparison, the decline in Gini coefficient

under scenario 1 is around 7 percentage points.



Table 9: Impact of BIS on Poverty and Inequality Measures- Scenario 2

All households
FGTO0 FGT1 FGT2 Gini
Post-transfer Indicators 0.467 0.429 0.419 0.767
Indicators without BIS transfer 0.468 0.430 0.419 0.813

Notes:
The simulated impact is the change in a poverty or inequality indicator due to BIS,
assuming that household welfare will diminish by the full value of that transfer.
FGTO - Poverty headcount index
FGT1 - Poverty gap index

FGT2 - Squared poverty gap index
Source: Own calculation using LFS, 2017

5.2.6 Progressivity and pro-poorness
Figure 11 presents the progressivity and pro-poorness of the BIS under the second scenario. The
concentration curve for BIS transfer lies above the Lorenz curve for the population receiving the
transfer and above the line of equality (the 45-degree line), suggesting that BIS benefit under the
assumption of scenario two is both progressive and pro-poor.

Figure 11: Concentration curves - Scenario 2

1 -
0,9 1
0,8 1
0,7 1
0,6 1
0,5 1
0,4 4
0,3 1
0,2 1
0,1 1
0 - v v T T 3
0 0,2 0,4 0,6 0,8 1
Cumulative % of population, ranked from poorest to richest

Cumulative % of benefits

Line of equality Income per capita BIS

Source: Own calculation using LFS, 2017

5.3 Scenario 3 — Mean tested benefit for individuals between the age of 18 and 59,
unemployed and living in extremely poor households.
In the last scenario, we allocated the BIS amounting to ZAR 595 per month per individual for South
Africans between the ages of 18 and 59, who were unemployed and lived in extremely poor
households (defined by the food poverty line of the country). The argument behind targeting in this
scenario is to increase BIS efficiency by increasing the benefit that the extreme poor can get. In
countries such as South Africa, where poverty and inequality are extensive, and public resources are
limited, the case for targeting is attractive. The motivation for targeting arises from three features of
the policy environment, namely, the desire of public policy to maximize the reduction of poverty and
inequality, budget constraints and the opportunity cost of the trade-off between the number of
beneficiaries covered by the intervention and the level of transfers (Coady, Grosh and Hoddinott,

2004). However, distinguishing who is poor and who is non-poor is not an easy task. In fact, there



are considerable costs to acquiring information about who is needy, and even then, such information
is rarely perfect.

In this scenario, we used the food poverty line of the country and the unemployment status of
individuals to identify those that are destitute. Table 10 provides basic descriptive statistics such as
the number of households, individuals and recipients of BIS under this scenario, expressed as simple
(un-weighted) survey counts and population (extrapolated counts) estimates. The table suggests that
BIS, under the first scenario, will have 3.3 million beneficiaries, considering both direct and indirect
beneficiaries. The number of beneficiaries is the smallest of all the scenarios because of the targeting.

Table 10: Sample and Population Sizes- Scenario 3

Sample size* Population**
Households Individuals Recipients Households Individuals  Recipients
All observations 17783 47376 14630 764 39479 946
Mean tested BIS to individuals
aged 18 -59, unemployed and 3082 10293 3859 2 569 829 8563 588 3309 555
live in extreme poor households
Notes:

e  *) The sample size columns show the number of households, individuals and recipients of BIS in the survey.

e  **) The population columns show the number of households, individuals and recipients of BIS, expanded to the population
using expansion factors

Source: Own calculation using LFS, 2017

5.3.1  Outreach (Coverage)

Under this scenario, BIS will have the least coverage: 8.4% direct and 22% direct and indirect
beneficiaries. The outreach of BIS is higher among the poorest quintile of per capita income
distribution. Indeed, the BIS transfer under this scenario goes only to those whose per capita earnings
belong to the bottom 60 percent. We also note that the outreach (coverage) for the non-poor is 0%.
Looking at other characteristics, coverage is the highest among black and coloured individuals, those
who reside in rural areas and in poor provinces such as Free State, Northern and Eastern Cape.

Figure 12: Outreach - Scenario 3
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Note: Outreach is the portion of the population in each group that have access to BIS under the scenario. Specifically, outreach is:
(Number of individuals in the specific group (African) who live in a household where at least one member has access to BIS)/ (Number
of individuals in the group) using household size weighted expansion factor.

Source: Own calculation using LFS, Q1 2017

5.3.2

Figure 13 shows beneficiaries’ incidence, the proportion of direct and indirect beneficiaries in each

Distribution of Beneficiaries

group, for the mean tested scenario where we target the extremely poor and the unemployed. Again,
beneficiaries’ incidence is calculated for each per capita quintile, area of residence, province, poverty
status and race. Considering both direct and indirect beneficiaries, 100%, 65%, 27% and 88% of BIS
beneficiaries would be poor, live in urban areas and Gauteng, and be black South Africans,
respectively. Again, looking at the quintiles of per capita income, all beneficiaries belong to the
bottom three quantiles. This finding suggests that combining unemployment and poverty status might
be a practical criterion for identifying the country's most vulnerable individuals.

Figure 13: Distribution of beneficiaries - Scenario 3
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beneficiaries).
Source: Own calculation using LFS, 2017

The CGH indicator for the bottom 10, 20, 30 and 40% of the per capita labour income distribution
for both direct and indirect beneficiaries is also greater than 1 suggesting BIS under this scenario is
more progressive.

Table 11: Coady-Grosh-Hoddinott indicator - Scenario 3

Direct beneficiaries ONLY
20% 30%

Direct and indirect beneficiaries

10% 20% 30% 40%

10% 40%

Mean tested BIS to individuals
aged 18 -59, unemployed and live
in extreme poor households
Notes:
e  CGH indicator is the share of direct and indirect beneficiaries in a population group divided by the share of the
population in that group.
e  Larger numbers indicate that a programme is more progressive.
e A programme with even targeting (where every individual received the same transfer) would have CGH indicators of
1.0.
e  The indicator is calculated at the household level, setting as expansion factor the household expansion factor multiplied
by the household size.

1.84 1.63 1.69 1.78 1.76 1.63 1.86 2.03

Source: Own calculation using LFS, 2017



5.3.3  Average Transfer Value

Figure 14 shows the average per capita BIS value for direct and indirect beneficiaries by per capita
income quintile, population group, poverty status, province and area of residence. The average
transfer value indicates the monetary ‘importance’ of the BIS to direct beneficiaries and to their
households. The average value of BIS benefit is ZAR 229 for direct and indirect beneficiaries, and
ZAR 595 for direct beneficiaries. The value of the average transfer value also declines with income;
the average BIS transfer is the highest for the two poorest quintiles compared to the third quantile,
suggesting that the BIS transfer is more important to the poorest. As expected, the average value for
both direct and indirect beneficiaries is higher for the country's vulnerable, black individuals and
individuals that live in Free state, Gauteng and the Eastern Cape.

Figure 14: Average Transfer Value, Per Capita, Beneficiary Households of BIS — Scenario 3
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Notes:
e  Entries are the average per capita BIS transfer received. Calculation excludes households that did not receive the transfer.

Sample of households with positive per capita transfer. Averages are calculated across this sample, setting as expansion
factor the household expansion factor multiplied by the household size.
e  All household members, recipients or not, are counted as beneficiaries. For each household, per capita average transfer is
estimated as (total transfers received)/ (household size)
e  Averages in monetary values in ZAR.
Source: Own calculation using LFS, 2017
5.3.4  Under-coverage and leakage
Table 12 presents the under-coverage and leakage rate of BIS under the third scenario. Using
unemployment and the extreme poverty line reduces the leakage to zero percent. However, it is
important to note that using these criteria still has a high exclusion error; the coverage of the poor
using the upper bound poverty line is only 34%. This result suggests that a more refined targeting
strategy, in addition to unemployment and extreme poverty, is required to improve coverage for the

poor.



Table 12: Under-coverage and Leakage- Scenario 3

Total poor
Leakage (%
Targeting
Coverage of Under- of Leakage
. I ) benefi ) (benefits) (4) differential
the poor coverage eneficiaries enefits
®)=1)-3)
3)
Direct and indirect beneficiaries 344 65.6 0.0 0.0 344
Direct beneficiaries ONLY 13.3 86.7 0.0 0.0 133

Notes:
o  Under-coverage is the percent of poor individuals that do not receive BIS.
Leakage is the percent of individuals that receive transfer and are not poor.
e  Sample of all households. Under-coverage and leakage are calculated across this sample, setting as expansion factor the
household expansion factor multiplied by the household size.
o  The targeting differential is the difference between the coverage rate and the participation rate for non-poor.
Source: Own calculation using LFS, 2017

5.3.5 Possible effects on poverty and inequality

Table 13 presents the possible contribution of BIS to poverty and inequality if it targets the
unemployed who are between the ages of 18 and 59 and live in extremely poor households. Results
suggest that BIS under this scenario reduces inequality, poverty gap, and poverty severity and poverty
headcount. The headcount rate, poverty gap and poverty severity index declined by 4.8, 2 and 1
percentage points, respectively. Likewise, the Gini coefficient would have been 7 percentage points
higher without BIS transfer. Compared with the previous scenarios, the reduction in poverty and
inequality under this scenario is close to the universal BIS. However, the universal BIS shows the
highest decline in poverty headcount, poverty severity index and Gini coefficient.

Table 13: Impact of BIS on Poverty and Inequality Measures- Scenario 3

All households
FGTO0 FGT1 FGT2 Gini
Post- BIS transfer Indicators 0.420 0.410 0.409 0.748
Indicators without BIS transfer 0.468 0.430 0.419 0.813

Notes:
The simulated impact is the change in a poverty or inequality indicator due to BIS,
assuming that household welfare will diminish by the full value of that transfer.
FGTO - Poverty headcount index
FGT]1 - Poverty gap index

FGT2 - Squared poverty gap index
Source: Own calculation using LFS, 2017

5.3.6  Progressivity and pro-poorness

Figure 15 summarizes the progressivity and pro-poorness of the BIS under the third scenario. As
discussed in Figure 3, we compare labour income and BIS transfer curves to assess the progressivity
of BIS. The concentration curve for a BIS transfer lies above the Lorenz curve for the population
receiving the transfer, suggesting the BIS benefit under this scenario has a more equal distribution

than the country’s income does. Hence, the benefit is progressive. In the same vein, the concentration



curve for BIS lies above the 45-degree line, suggesting the poorest percent of the population gains
more than the transfer’s budget, so the benefit is pro-poor.

Figure 15: Concentration curves - Scenario 3
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6. Conclusion
The study investigates whether implementing BIS has a positive welfare effect on poverty and
inequality reduction in South Africa using a benefit incidence analysis and the CEQ methodology.
The analysis uses the 2017 labour force survey combined with income tax rate data from SARS.
Given that the BIS has not yet been implemented, the study simulates the possible effect of the grant
under three scenarios.

In the first scenario, we consider universal income support for those aged between 18 and 59.
In the second scenario, we allocate the benefit to those aged between 18 to 59 who are unemployed.
Lastly, in the third scenario we allocate BIS for unemployed individuals that live in extremely poor
households (defined by the food poverty line of the country in 2021) who are between the age of 18
and 59. Results show that BIS clearly has the potential to reduce poverty and inequality in the country.
However, the effect varies based on the targeting mechanism used to identify beneficiaries. Targeting
the unemployed and the impoverished makes BIS more pro-poor and progressive and reduces the
leakage of the benefit to the non-poor. However, while more costly, universal BIS has the highest
potential to reduce poverty and overall inequality. From a policy perspective, the government can
better target its resources to the poor and disadvantaged groups by focusing on the vulnerable
population segment. However, the implementation mechanism to enforce this targeting needs to be
in place. Finding the right criteria to identify the poor and proper implementation of the programmes
largely determines the programme's success in improving the welfare of the poor.

It is important to acknowledge the limitations of this study. The results only illustrate how
BIS would affect income distribution under various assumptions, without establishing any causal
relationships. Data limitations prevented us from assessing how the new program would interact with
existing programs. Additionally, we didn't account for government spending on in-kind services like

education and healthcare, or changes in tax rates to finance BIS. It is worth noting that public spending



in social services goes beyond income redistribution, with a focus on improving individual capacity,

social well-being, and creating an inclusive society. In future studies, it would be beneficial to include

other transfers, explore different welfare indicators, and examine alternative tax structures.
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