Executive Summary

Introduction
South Africa is in the throes of a serious debate about
implementing a basic income grant (BIG). The key issues
around which there is debate is whether a BIG is affordable,
whether it would deepen the crisis of sustainability of the
country’s public finances, and whether it would lower the
rate of economic growth and job creation.
This report seeks to address these issues systematically,
by answering six key questions about a BIG, its affordability,
and what alternatives exist. It makes the case that, while
horrific levels of unemployment and poverty in South Africa,
combined with slow economic and employment growth,
make calls for a BIG understandable, a BIG that is large
enough to make a meaningful impact on poverty would
slow economic growth and could lead to fiscal and financial
crisis. The bottom line is that public spending in South
Africa already exceeds the bounds of what is affordable,
so adding a large new spending commitment will make
matters worse.

Question One: Why is SA thinking about
instituting a basic income grant now?
Somewhere between 60 and 70 per cent of South Africans
are poor – an estimate premised on the 2014 estimate by
StatsSA that 55% of South Africans are poor, adjusted by the
reality that the intervening period of slow growth, Covid-19
and the violence in KwaZulu Natal must have thrown more
people into poverty.
The single greatest driver of poverty is our very high, and
rapidly rising, level of unemployment. The existing social
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safety net – quite large in comparison to other developing
countries – does not provide income support for able-bodied,
working-age adults. A BIG would help close this gap.
There are two other reasons why a BIG has gained so much
political traction now:
•
The introduction of the social relief of distress (SRD)
grant of R350 per month provided critical support to
poor households over the past two years as Covid-19
and then the violence in KwaZulu Natal have ravaged
livelihoods. The grant’s success at mitigating the
worst effects of the current crisis, together with its
repeated extension, makes it politically difficult to
end.
•
The ANC appears to have lost confidence in its
existing model of development to deliver the jobs
needed to reduce poverty. A BIG is now seen by
many of its key leaders as essential for its continued
electoral viability.

Question Two: What do proponents of a BIG
say they want?
There is no single position advocated by proponents of a
BIG, though there is general agreement that if a BIG were
to make a meaningful contribution to reducing poverty (a) a
large number of people would have to be eligible and (b) the
value of the grant would have to be a meaningful fraction of
the value of the current poverty line. Thus, most proponents
seem to think that a BIG should cover all adults or all
unemployed adults, and that it should be worth at least
R800 per month. This would cost somewhere between R200
billion and R300 billion a year, depending on eligibility rules.
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Question Three: Doesn’t South Africa already
do a lot of redistribution?
A BIG should not be seen in isolation of other policies that
seek to achieve the same broad goals. Social and economic
policy in South Africa is determinedly redistributive in
character, both through the budget (where taxes are raised
primarily from the relatively well-off and spending is
concentrated on delivering services to all and redistributing
income), and through non-budget means.

Redistribution through the budget: National government
currently spends around R2.1 trillion a year, of which more
than half is accounted for by the “social wage”: mainly free
and near-free education and healthcare, and social grants.
These spending programmes are well-targeted and they
deliver services disproportionately to poorer households.
Social grants already account for a larger share of national
income than is the norm for developing countries. Some
care must be taken with the figures because the costs of
delivering services like education and healthcare are driven
by public sector wages. This being the case, the rise in
spending on these services does not mean an increase in
the value of these services to the poor especially when the
quality of those services is low.

Off-budget redistribution: Apart from redistribution
funded through the budget, a number of policies seek
to direct income, wealth and opportunity to individuals,
households and firms in order to achieve economic
transformation. There is no way to quantify the annual
or aggregate value of these, although one estimate of the
value transferred through BBBEE schemes involving listed
companies estimated that R300 billion had been transferred
by 2015. Again, a certain amount of caution is required here
because much of the value transferred in these schemes is
concentrated in very few hands.

Question Four: Can we afford a BIG?
The critical question is whether South Africa can afford a
BIG. The short answer is no. South Africa has run a large
structural deficit for nearly 15 years. The result is that the
ratio of debt to GDP has risen rapidly. These trends imply
that current spending is unaffordable, so adding a large,
permanent spending commitment to the mix will only
reinforce the unsustainable character of fiscal policy.
Some proponents of a BIG seem to recognise that a large,
permanent increase in spending must be accompanied by a
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large, permanent source of new tax revenues. The Institute
for Economic Justice (IEJ) has proposed a plethora of new
taxes or increases to existing taxes that, it says, could raise
up to R300 billion a year in new revenues. Reviews of their
work, however, show that the assumptions they have made
are deeply flawed and implausible, and that raising new
revenues at this scale would be much more difficult than
they suggest.
A more significant problem is that proponents of a BIG have
made no serious attempt to assess the extent to which the
imposition of a tax shock of the scale they envisage would
slow economic growth, and by how much. This is, however,
a near certainty. The implication is that even if introduction
of a BIG was accompanied by new taxes to pay for it, the
negative effect on economic growth would mean that it
would become even more difficult to stabilise the debt ratio.

Question Five: Could a BIG be part of a
package that induced more rapid economic
growth?
One response to the challenge of a BIG’s non-affordability
is to propose that its introduction be accompanied by the
implementation of a range of growth-friendly structural
reforms. The resulting growth, so the argument goes, would
generate the resources needed to pay for the BIG.
Of course, faster growth would make more government
spending affordable. However, advocates of an approach
that links the BIG to growth-friendly reforms are not taking
sufficiently seriously the risk that the BIG will itself slow
growth. Given that the reforms they propose are unlikely to
raise growth rates sufficiently to offset a further rise in public
spending, or will do so but only over a long period of time,
the overwhelming likelihood is that the introduction of a BIG
would raise the debt ratio by worsening the sustainability
of the public finances. The growth-suppressing effects
of a BIG would overwhelm the growth-enhancing effects
of the reforms, which would struggle to gain traction as
growth declined further. By undermining the credibility
and sustainability of macro-economic policies, a BIG would
make it less likely that any set of reforms would induce the
growth that would be needed to fund the BIG itself. The BIG,
in other words, would not facilitate faster growth, but would
undermine it further. To the extent, therefore, that a BIG is to
be implemented, it should be introduced after growth rates
have been raised, not before.
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Question Six: What alternatives exist for
reducing poverty?
There is no magical solution to the enormous challenge of
poverty. That does not mean there is no solution. Poverty
can be reduced, but doing so will require determination
and boldness, and an approach to economic growth that is
different from what we have today.
The focus has to be on employment creation and poverty
reduction which means the strategy must be one that:
•
Maximises growth,
•
Ensures that growth is as labour-intensive as
possible, and certainly more labour-intensive than
the current economy, and
•
Improves the effectiveness of all redistributive
spending in the economy, while ensuring that that
spending does not itself undermine growth.

Maximising growth: The most important component of
the solution to our challenges is faster growth. This requires,
first and foremost, a credible pathway back to sustainable
public finances, the unsustainability of which weighs down
on the economy through increased uncertainty, lower
investment levels and higher interest rates. In addition to
fiscal sustainability, we need to make much faster progress
in overcoming the hard constraints on growth – especially
the lack of electricity generation, logistics and skills. We
also need much more market-friendly policies that lower the
cost of doing business and help raise levels of investment.
Above all, we need to address the collapse of governance
that we have endured over the past 15 years. Unless and
until the threat of return of the corruption and lawlessness
experienced under Jacob Zuma is eliminated, there is little
chance of sustained economic growth.

Increasing the labour-intensity of growth: Government
needs to grasp the nettle of labour market reform. Both
South Africa’s employment law and its wage-setting
systems create onerous demands, especially on small and
new businesses. Addressing the needs of these businesses
for a more accommodative labour market regime has
the potential to spur employment creation, especially for

the unskilled workers whose labour is more likely to be
demanded by small firms than by large ones.

Improving the efficacy of redistributive spending:
The efficiency and effectiveness of public education and
healthcare are deeply problematic. It is well past time to
fix these broken systems, or to develop alternative delivery
mechanisms through public private partnerships or some
other means.
Hard questions also need to be asked of the costs and
benefits of “off-budget” redistribution. The various laws,
regulations and charters that define the role of BBBEE have
raised the costs of doing business. No doubt, it has achieved
a measure of success in its own terms, though it is much less
clear how much that change would have happened anyway.
In the meantime, the costs of these policies (a figure that
includes the regulatory complexity that these rules have
created) have slowed economic growth and, therefore, job
creation.

Concluding remarks
The extent of South Africa’s many crises – poverty, growth,
poor governance, increasingly fractious social and political
relations – means that there are no easy answers to the
challenges we face. While a BIG appears at first glance to
offer some prospect of improving the lot of the many millions
of people who live in poverty, its costs, when combined with
the already unsustainable level of public spending, will
make it far harder to pull the economy out of the hole into
which we have dug ourselves.
There are no easy answers to South Africa’s socio-economic
challenges. The truth is that we have dug ourselves into
a deep hole, one from which we can extricate ourselves
only with sustained economic growth that is as rapid and
as labour-intensive as possible. A BIG, while superficially
appealing, would significantly undermine the quest for
faster growth by making our public finances even more
unsustainable. Magical thinking about the benefits of a BIG
that ignore the costs and the risks does more harm than
good.

Read the full report available on CDE’s website (www.cde.org.za)
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