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This edition of Focus is dedicated to the memory of Prof. Harry Zarenda,
who has passed away recently. Harry was a Research Fellow of the Helen
Suzman Foundation. He was — as Jobannes Fedderke points out — one
of the most dedicated teachers of Economics. He deeply influenced many
generations of students. He was a warm, generous human being, whose
commitment to intellectual life was widely known and respected by both
his colleagues and students at Wits. His generosity was not confined to
helping students when they got themselves into financial difficulties, but
also extended to an extraordinary generosity of spirit. As a teacher, he fook
enormous pains over his students, and never sought rewards beyond what
he understood to be his duty as a teacher. Fuad Cassim, in his eulogy to
Harry, speaks about his commitment to and passion for putting people
Sforst. He was, as Fuad says, a true mensch.

'The articles in this edition of Focus are written by former colleagues who all wished
to memorialise Harry’s memory by writing on their current research interests.

Jesmond Blumenfield reflects on South Africa’s long running quest for economic
growth. He reviews the various initiatives post-1994, beginning with the RDP
and GEAR, and he goes on to consider ASGISA, the New Growth Path and
the National Development Plan. He concludes with a discussion of SMEs and
highlights the great irony in South Africa’s hitherto disappointing search for
growth — that SMEs are a primary source of output and employment growth.
Policy makers should take careful note of his observations.

Charles Simkins identifies ten things that one should know about inequality. He
begins by noting that one must be willing to grapple with large normative issues
when thinking about inequality, and he reminds us of William Blake’s famous
epigram that “one law for the lion and the ox is oppression.” How then are we to
conceive of inequality and what sort of policy interventions are both desirable and
necessary? He also argues, importantly, that the distribution of income is more
primary, than the distribution of wealth. Again, policy makers would do well to
consider the point Simkins raises in his discussion about inequality.

Martin Wittenberg reviews the story of wages in post-apartheid South Africa. His
concluding observations are that the evidence suggests that real transformation in
the labour market is still some way off. Wittenberg offers two observations which
may very well impact on future policy interventions: First, that while the union
movement has become more representative of higher income working individuals,
it seems likely that as the ANC becomes more alienated from median workers the
more instability we are likely to see. And, secondly, that persistent wage inequality
may very well raise the pressure for additional legislative interventions, perhaps of
a populist type, in the not-too-distant future.



Joshua Hovsha and Amy Meyer reflect on the
informal economy and sustainable livelihoods. They
trace the origins of the informal economy to the
Apartheid and pre-apartheid eras, and consider how
marginalised men and women have had to survive
through their participation in the informal economy.
They highlight much of the current dissatisfaction
of the existing regulatory environment which affects
hawkers and informal business. They make the strong
plea that South Africa’s informal economy should
be viewed and celebrated as a way to address past
economic marginalisation and discrimination.

A starting point for addressing the problems of
inequality is, of course, being in possession of the
hard data. This is a prerequisite before any policy
initiatives can be launched which would address the
questions of inequality. Here, Peter Perkins’ account
of work ‘behind the scenes’ of economic statistics
serves as a very useful and instructive reminder of
what goes on in keeping official statistics up-to-date
and relevant.

Johannes Fedderke tackles the problem of knowledge
creation in South Africa by posing an initial question
related to South Africa’s comparative international
status. He first considers South Africa in relation to
the rest of Africa, where South Africa’s performance
appears to be reassuring in a number of areas. But,
as he points out, virtually all countries in Africa lie
considerably below South Africa in terms of GDP per
capita measures. The more appropriate comparative
group are
countries with comparable levels of development.

middle-income and upper-income
Here, South Africa’s research performance is poor.
Fedderke considers various explanations including
the incentive mechanisms which do exist. But the
real problems lie in the incentive structures that the
national science bodies provide where, he argues,
incentives are too weakly tied to research excellence.

Robert Vivian bureaucrats are

undermining our constitutional democracy. He

argues  that

takes as his starting point Magna Carta, whose
800th anniversary the world celebrates — or should
celebrate — this year. He reviews the various
provisions or articles of Magna Carta and applies
them to the South African condition. The Financial
Services Board, should take special note of Vivian’s
argument — but so should Parliament which as an
institution, he argues, has failed.

THE ECONOMY

Anthony Leiman considers the South African
fisheries in the context of conservation, competition
and industrial organisation. Many of the conclusions
are quite startling, and almost counter-intuitive. But
this may be so only because we have been schooled
into believing that a greater diversity in terms of
numbers is the way forward. Leiman argues that
when access to fishing is fragmented, and fishing
rights are insecure — and there does appear to be a
secondary market in these fishing rights — then the
fishing industry itself is about to enter dire straights.

Trudi Hartzenberg considers the major challenges
surrounding South Africa’s regional integration
within the context twenty-first century trade
developments. She stresses that regional integration
has to be rules-based, transparent and predictable,and
that there must be legal certainty around investment,
production, trade and work in Africa. Without these
certainties Africa will be severely disadvantaged as
the century proceeds.

Fuad Cassim brings us back to the questions of
growth and reform in South Africa, where he
introduces some lessons from India’s Licence Raj
system. Cassim is concerned about the levels of
distrust that exist between the private sector and
government. As he points out, a similar situation
prevailed in India. But through small, but significant
adjustments of the regulatory burden, significant
growth of and participation in the Indian economy
resulted. As with Blumenfield, Cassim highlights
the importance of small and medium businesses as
the greatest creators of jobs and creators of wealth
in emerging economies. He has no doubt in the
importance of allowing this sector of the economy
to grow because of the impact that it can have on
unemployment and social tensions in the country.
We have included Fuad Cassim’s tribute to Harry
Zarenda immediately after this paper.

We end with two book reviews: Dr Anthony Egan’s
review of Prof. Charles van Onselen’s Showdown at
the Red Lion: the Life and Times of Jack McLoughlin
and Prof. Jack Spence’s review of Lord Robin
RenwicK’s Mission to South Africa.
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W As the old saying goes, when one finds oneself stuck in a hole, it’s time fo

stop digging. Would that South Africa’s policy-makers would heed this
dictum in relation to the long-standing and key objective of securing a
decisive increase in the country’s economic growth rate. More specifically,
the ultimate aim is to raise the sustainable annual growth-rate ceiling
well above its historical level of around 3.5%. Yet, in the 21 years since
the advent of democracy, this overriding objective has proved worryingly
elusive.

Promises (or, more often, predictions) of faster growth continue to abound in policy
documents, State of the Nation addresses, budget statements and many other public
sources. Yet, despite successive re-brandings and re-launches of supposedly pro-
growth strategies and initiatives, the economy has remained firmly stuck in its slow-
growth hole. Indeed, except in the four years from 2004 to 2007 — when the global
economic environment was hugely supportive, and the average growth rate of GDP
was able to rise (temporarily) to around 5% - the country’s growth record has often
failed even to approach its current maximum potential.

While economic growth is a complex organism, subject at different times to different
currents and determinants, the basic requirements for raising the long-term growth
ceiling are not all that mysterious. In essence, they require identification of the
existing constraints on growth and the implementation of policies designed to
alleviate those constraints. In so doing, policy-makers also have access to the lessons
of past policy efforts, both at home and abroad. In a competitive world, the requisite
policies almost invariably will include major improvements in the domestic business
and investment climates.

For a country with such great and diverse resources, and so much economic potential,
South Africa’s poor growth performance surely constitutes mismanagement at
best, and negligence at worst. Of course, given its legacy of Apartheid-distorted
social and economic structures, the newly democratised State faced daunting policy
challenges. But it also presented vast new opportunities. Indeed, in the early 1990s,
at the start of its political transition, South Africa was widely deemed to have the
potential to become the ‘gateway’ to, and the ‘locomotive’ of, the whole of Southern
— even sub-Saharan — Africa. Instead, it has severely short-changed its own citizens
and become a deadweight drag on the wider region — a sorry way to repay the
sacrifices endured by all in the long struggle for political freedom.
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By international standards, a target of 5%-6% growth, sustained over 5-10 years is
not an excessively immodest ambition. The purpose of this essay is to demonstrate
that South Africa’s failure to achieve even this limited objective has been due not
— as recently claimed by President Zuma — to the primacy of the continuing legacy
of Apartheid, but more to the repeated failure by the ANC-led government to
incentivise the mobilisation of investment capital, and to re-assure investors that
their contribution is welcomed and valued.

In addressing this subject, it is useful to bear in mind four fundamental economic
observations:

*  First, the key long-term driver of economic growth is positive net fixed

investment (or ‘fixed capital formation’). In the short — or even the medium

— term, the growth rate can be stimulated internally by higher consumption
spending (for example, on the back of increases in domestic disposable incomes),
or externally by rising export earnings. However, absent appropriate increases
in gross fixed investment, such higher growth is not sustainable unless it is
accompanied by higher productivity.

*  Second, ‘positive net fixed investment’ materialises
only when total (‘gross’) investment exceeds 77733; also show that, in many gf the
the rate of depreciation of the existing stock of
fixed capital — essentially comprised of buildings,
machinery, equipment and physical infrastructures,
and the technologies they embody. The annual 15% Of GDR imp/ying near—neg/igib/e
rate of depreciation of South Africas capital net investment ggl‘n s,
stock is estimated to run at around 15% of GDP.
Historical data show that real output growth
rates in excess of 3.5% per year are achievable only when associated with gross
investment ratios of 20%-30% of GDP. They also show that, in many of the
past 21 years, real gross fixed investment has barely risen above 15% of GDP,
implying near-negligible net investment gains.

past 21 years, real gross fixed

investment has barely risen above

+  'Third, private fixed investment, including foreign direct investment (FDI), is
not readily susceptible to coercion. It can be encouraged — or discouraged — by
the general ‘investment climate’, and its nature and location can be influenced
by fiscal or other incentives. However, its raison detre is the pursuit of profit, and
the scale of capital investment is therefore driven by the scale of the anticipated
excess of revenues over costs. Legislative, fiscal or regulatory measures that
impose additional costs on business enterprises will influence this calculus
negatively. The essential point is that private holders of potential financial
investment capital are under no obligation to invest in projects that appear to
them to be unprofitable or subject to excessive risks. This fact may be frustrating,
even galling, for some policy-makers, but it is part of the immutable reality of
market-based economies.

*  Fourth, privately-driven economic growth is the ultimate source of employment
P y g ploy
growth. The nature of the growth path — ‘capital intensive’ or ‘labour intensive’
— will influence the overall rate of job creation, and public-sector ‘works
programmes’ can temporarily absorb relatively large numbers of otherwise
jobless workers. However, sustainably faster economic growth is indispensible
for permanently reducing large-scale unemployment.
p y g larg ploy

Development planning. In the latter half of the 20th century, it was common
practice in many developing countries for governments to produce grand economic
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or socio-economic development plans, programmes, scenarios and visions for the
future. This practice was encouraged by many development economists of the time
and by appeals to some contemporary theories of development. Few, if any, among
the consequent plethora of such exercises succeeded in delivering on their promises.
'The reasons for their failure were manifold, but they generally included excessively
ambitious objectives (‘targets’) and seriously unrealistic assumptions, the absence
of credible institutions and implementation mechanisms and, more generally, the
contradictions inherent in trying to subject a market-based economy — as most
developing-country economies ultimately were — to

the constraints, rigours and distortions of a centralised
The already substantial evaluative planning process.

literatures on these two approaches

Economic reform and structural adjustment. By the

diverged somewbhat in their 1990s, the manifest shortcomings of this ‘development

respective focuses.

planning’ approach had led to its virtual demise, and
attention had shifted instead to the pros and cons of
two other country-level approaches, namely:

* the ‘economic policy reform’ programmes adopted (voluntarily) by a broad range
of countries, both rich and poor and socialist and capitalist alike; and

* the far more controversial ‘structural economic adjustment’ programmes adopted
(typically involuntarily,and at the behest of the World Bank or/and the International
Monetary Fund) by a significant number of (mostly) developing countries.

The already substantial evaluative literatures on these two approaches diverged
somewhat in their respective focuses. The ‘policy reform’ school was mainly
concerned with the ‘how to do it’ question — in particular how to maximise the
benefits of policy reform for society at large. The ‘structural adjustment’ literature
was focused on the social and economic costs — both real and supposed — of the
adjustment programmes. However, both were also concerned about the underlying
politics of the implementation process, with particular emphasis in the structural
adjustment case of its political legitimacy. Also of common concern was a debate,
both theoretical and empirical, about the appropriate sequencing of structural and
policy reforms.

‘Washington Consensus’. The main practical consequence of both approaches was
the emergence of the so-called ‘Washington Consensus’, which set out a number of
broadly pro-market policy recommendations for countries adjusting to a globalising
world. The recommendations can be summarised as follows:

* at the macroeconomic level, promoting stabilisation of monetary and fiscal
policies, and the redirection of public spending away from subsidies towards
pro—growth and pro-poor services, including healthcare, primary education and
investment in infrastructure; and

* atamore microeconomic level, promoting liberalisation of foreign-trade, foreign-
investment, interest-rate and exchange-rate policies, privatisation of state-owned
enterprises (SOEs), and broad deregulation (with appropriate safeguards) of
most other markets, including the labour market.

'The macro-level objectives were relatively uncontroversial, if only because prudent
management and the sustainability of public finances were a no-brainer for all but
the lunatic fringe, although the parameters of monetary policy stabilisation were
somewhat more debatable. Most practical criticisms of the ‘consensus’were directed
at the recommendations for micro-level reforms, which were open to much more
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legitimate debate in respect of their sequencing and of their impacts on different —
and frequently entrenched — interest groups. Because of its emphasis on liberalisation
of markets from governmental ‘interference’, the Washington Consensus became
widely described as a ‘neo-liberal’ policy programme.

The global relevance of the Consensus was significantly boosted in the 1990s by the
collapse of the Soviet Union and the emergence of a new class of former communist
‘transition’ countries, navigating their way towards more capitalist economic systems.
Indeed, their transition was widely, if arguably prematurely, viewed as demonstrating
the ultimate triumph of capitalism over communism/socialism.

Perhaps partly for this reason, but partly also because
of the overlap in policy direction and content

At the extremes, it came to be

between the policy reform and structural adjustment

approaches, for many on the political ‘left’, the identified as the putative instrument
Washington Consensus became ideologically tainted. of g/obal ‘neo-colonialism’ and

At the extremes, it came to be identified as the ?zeo—imperia/ism’. In the process, ifs
‘putatave 1r'1st.rurr’1€nt of global neo.—colomahsr.n and appellation as neo-liberal’ became for
neo-imperialism’. In the process, its appellation as .

‘neo-liberal’ became for the left less a description and the left less a descrlpt ion and more an
more an ideological category. ideologim[ category.

Global policy environment. This, broadly, was
the global policy environment in which South Africa began its own transition,
politically from a system of white domination to full democracy, and economically
from international isolation to international (re)integration.

Although pre-occupied with the sheer magnitude and complexity of the domestic
political, social and economic challenges lying ahead, the ANC initially was not
wholly immune to these global pro-liberalisation trends. This was evident during
the transition period in two key policy areas:

* In the dying years of the Apartheid era, the then-dominant Anglo American
Corporation had been promoting both public and private presentations of its
‘High Road-Low Road’ scenarios for South Africa’s future. During the political
transition period, these presentations were paralleled by sustained high-level,
but low-profile, lobbying by business leaders both at home and abroad, Such
‘educational’ efforts proved widely influential, most notably in inducing the
ANCs leadership to do the seemingly unthinkable by resiling from its hitherto
unshakeable policy commitment to nationalisation of the mines, banks and other
‘commanding heights’ of the economy.

* The ANC also approved and implemented a significant liberalisation of foreign-
trade policy, in the form of substantial reductions in import tariffs, thereby exposing
some South African exporters to enhanced competition in global markets.

These developments — particularly the wolfe face on nationalisation — were of
considerable significance in maintaining interest among potential investors in
South Africa, both externally and internally, during the transition. Given the
country’s rich resource endowments, and the opportunities implicit in the need to
redress the vast socio-economic and developmental backlogs that were the legacy
of Apartheid, such interest levels were high. However, so also were the levels of
uncertainty regarding the country’s future political, social and economic stability
and, hence, the future business and investment climate.
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Indeed, the RDP was unquestioningly
embraced as the foundation stone of the

RDP. Unfortunately, when it came to the drafting of the ANC’s manifesto for the
first non-racial elections in 1994, in the form of the Reconstruction and Development
Programme (RDP), little heed was paid either to the lessons of the development
planning era or to fundamental economic realities.
This is not to understate the political importance of
the RDP as a unifying aspirational document for the
whole polity at a time of great danger and uncertainty.
Indeed, the RDP was unquestioningly embraced as the

post-election Government of National foundation stone of the post-election Government of
Uﬂiiy (GNU‘)’ and it is diﬁicu[z‘ 0 National Unity (GNU), and it is difficult to conceive

conceive of any development plan
anywbhere that has carried a greater

of any development plan anywhere that has carried
a greater degree of political legitimacy. However,
the fact remains that the RDP’s greatest strength —

degree of political legitimacy. namely that it was able to represent all things to all

people — was also its greatest weakness. In less than
two years after the election, the RDP had proven so
overambitious, so impractical, and so flawed, both institutionally and politically, that
— in the wake of a currency crisis driven by the opacity of economic policy — it was
completely abandoned in all but name.

The main lessons afforded by the failure of the RDP were essentially the same as
those that had undermined ‘development planning’in the previous decades:

*  Symbols, no matter how widespread their political support, are no substitute for
real policies in promoting economic development

* The need for difficult political choices and clear identification of priorities cannot
be obviated by mere rhetoric or good intentions

*  Without clarity of institutional structures development plans have no prospect of
successful implementation

*  'There are unavoidable trade-offs in seeking to address economic growth, socio-
economic reconstruction and economic redistribution simultaneously

*  Without economic growth, the requisite resources for implementation, including
fiscal revenues, will not be forthcoming.

These factors did very little to assuage the legitimate concerns in the financial
markets that South Africa would be a safe and welcoming place in which to conduct
business.

GEAR. Early in 1996, the RDP was peremptorily displaced by the Growth,
Employment and Redistribution (GEAR) programme. Though seldom officially
acknowledged, the content of GEAR was influenced by the prior circulation of
a ‘big business-promoted strategy document entitled ‘Growth for All'. Driven
mainly by then-Deputy President Thabo Mbeki, GEAR’s main pillars echoed
the substance of the Washington Consensus, in that it sought to generate growth
via ‘responsible’ or ‘conservative’ fiscal and monetary policies, trade liberalisation,
deregulation of markets, and privatisation of state-owned enterprises. Moreover, at
first glance, GEAR appeared to be cognisant of the aforementioned political and
institutional lessons to be derived from the RDP experience.

* Macro success. On the macro level, GEAR succeeded almost beyond
expectation. It was responsible for instilling into the government — now led by

a tripartite alliance comprising the ANC, COSATU and the SACP - a strong
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and hitherto enduring commitment to conservative monetary and fiscal policies.
Unfortunately, the common sense inherent in the pursuit of macro stabilisation
did not inhibit the powerful left wing within this ruling alliance from expressing
trenchant and ideologically motivated opposition to these policies. To its credit,
the government held to its more technocratic course, thereby earning significant
‘credibility’ in the financial markets.

*  Micro failure. By contrast, in the face of determined ‘internal’ leftist opposition
to this ‘neo-liberal assault’, GEAR failed badly on the micro policy front. Leaving
aside the long-term policy issues — such as promoting and diversifying the
country’s export profile and tackling the critical shortage of skills — which were
manifestly not going to be resolved within a single generation, GEAR effectively
imploded in respect of two other fundamentals, namely the labour market and
privatisation. In short, the labour market was subjected to more, rather than less,
regulation; and an extensive privatisation programme, restyled on ideological
grounds as a ‘restructuring’ of SOEs, and which took some five years to draft,
was simply never seriously implemented.

¢ Labour costs. The Affirmative action (AA),

employment  equity (EE) and  improved Howewver, there can be no doubt that a

employment conditions policies, including new

primary effect of the increases in labour-

rules on hirings and firings, were amongst the
earliest post-apartheid legislative measures enacted market regulation was to raise the direct
by the new government. This was clearly a necessary CoSts 0f g;nplgymen t

political priority, given that the labour market

was the locus of some of the worst attributes of

apartheid-era policies. Few would therefore seriously begrudge those already in
employment, along with the newly employed beneficiaries of AA and EE, their
enhanced rights and rewards. However, there can be no doubt that a primary
effect of the increases in labour-market regulation was to raise the direct costs
of employment. Taken together with the indirect costs associated with the
displacement and loss of existing (mainly white) skills, and the lower productivity
of some new recruits, these cost increases will have rendered many existing
private enterprises less willing to create significant new job opportunities — and,
though difficult to prove formally, probably deterring some new investments.

* Privatisation. The absence of a vigorous privatisation programme, along with
the virulence and radicalism of the opposition, even in principle, to the disposal
of state-owned enterprises was arguably even more damaging to the investment
climate.

At the time of the transition, South Africa had well in excess of 300 SOEs,
accounting collectively —and startlingly — for some 50% of the country’s fixed capital
assets'. A national framework agreement (NFA), negotiated in 1995 between the
government and the trade unions, permitted some restructurings in principle but
afforded labour an effective veto over the decision-making process. Between 1997
and 2003, only around a score of (mostly small) operations were privatised, in most
cases only partially so. A formal ‘restructuring’ policy framework, mandated by the
cabinet in 1999 and published a year later, was intended to address the “perceived
market uncertainties about the government’s restructuring priorities”. In practice,
the policy was subsequently sidelined, and following the 2004 general election it
appears to have been quietly shelved.
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Two observations seem appropriate here. First, given the current dysfunctional
state of several of South Africa’s key SOEs, and while acknowledging that not
all privatisations are desirable and successful, it seems improbable that a more
substantial and principled privatisation effort would not have brought about at least
some efliciency gains, along with a much-needed boost to private investment.

Second, it is doubtful whether market perceptions of the government’s priorities
were much improved. On the contrary, the unabated virulence and scale of the ‘leftist’
opposition within the ruling alliance bore testament to the fundamental internal
schism about the role of the State in post-apartheid South Africa. Moreover, the
ANCs tolerance of this opposition left a continuing
question mark in potential investors’ minds about

In short, despite initial appearances to the government’s inability and/or unwillingness to

the contrary, GEAR — like the RDP

before it — ultimately failed to meet the

POZ itical and institutional re q uirements accepted an implicit trade-oft in which abandonment

Jfor a successful development programme. of GEAR’s micro-level platform was regarded as the
price to be paid for securing adherence to its macro-

assert its stated policy priorities in favour of GEAR’s
objectives, even though the programme remained

official policy. Indeed, the ANC appeared to have

level objectives. If so, while such a trade-off may have
worked politically (in that it kept the tripartite alliance together, albeit at times
rather tenuously), it did very little for the creation of a growth-enhancing business
climate.

In short, despite initial appearances to the contrary, GEAR — like the RDP before it
—ultimately failed to meet the political and institutional requirements for a successful

development programme. GEAR not only patently lacked political legitimacy;

despite its positive rhetoric, it failed to implement the policies that it promised.

Black economic empowerment (BEE). The turn of the century brought a major
new policy thrust with very substantial consequences for the domestic business and
investment climates. During most of President Nelson Mandela’s administration
from 1994 to 1999, racial reconciliation was a primary socio-political goal, while
economic policy was — as noted earlier — concentrated mostly on the elimination
of labour-market discrimination instead of taking the necessary steps towards
fostering a more investor-friendly and growth-enabling business environment.
Except in respect of the labour market, black economic empowerment was not an
official policy priority. Instead, the empowerment thrust was largely privately driven,
with a range of (mostly) large and white-run corporations bestowing significant —
and high profile — equity stakes on consortia of black investors who financed the
deals through the medium of ‘special purpose’ empowerment vehicles.

While some of these schemes delivered handsome and quick returns, many of the
financing structures were seriously flawed: they lacked commercial focus; they did
not represent new investments; and they carried very high market risk. When
global stockmarkets fell sharply in the late 1990s, a significant number of these
empowerment deals suffered serious capital losses. Arguably even more damaging
was the embarrassing revelation that this form of empowerment was creating a
small new black capitalist get-rich-quick elite with little interest in redressing the
fundamental inequalities of income and wealth in South African society.

BEE was largely put on hold from 1998 to 2001 while a Commission, chaired
by Cyril Ramaphosa, sought to define BEE anew and develop a coherent vision
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and strategy for the project. Meanwhile, Mandela’s successor, Thabo Mbeki, was
elevating socio-economic ‘transformation’ to the highest policy priority, with
particular emphasis on the empowerment of hitherto ‘historically disadvantaged’
South Africans in every sphere of economic life.

In 2001, Ramaphosa’s commission claimed that the lack of meaningful economic
participation by blacks, coupled with ‘ingrained racism’, constituted a ‘structural
impediment’ to the efficient functioning of markets and, hence, to economic
growth. It proposed the formulation of a comprehensive 10-year state-driven
integrated national de-racialisation strategy, including a wide range of highly
specific empowerment targets, including black ownership, equity, directorships,
and managerial posts. There was also a call for at least 50% of all government and
parastatal procurements to be reserved for black-owned suppliers.

Presumably concerned about the legislative burden implied by such an overarching
response, and fearing that such heavy-handed intervention in the private sector
would cause investors to take fright, the government held back from endorsing
the commission’s proposals. Instead it opted to pursue a more piecemeal sector-by-
sector approach, through the concept of negotiated sectoral empowerment ‘charters’,
in terms of which the relevant employers, labour representatives and government
departments would reach consensus on the targets and
mechanisms for increasing empowerment. Moreover,

in the face of biting criticism of the narrow scope of In this I igb 4, 1t was § mmdy surp ris ing

the class of beneficiaries, the strategy was re-named that, a’uring the mid-2000s, when
‘broad-based’ BEE (or BB-BEE). global commodity prices were booming
While many (white) employers had, by this stage, and mining companies worldwide
come to terms with the inevitability — and the were investing heavily in new prospects
desirability — of some form of black empowerment, and operations, South jqu'm attracted

the scope for government intervention in the affairs
of private enterprises was considerable. Firms
wanting to be eligible to tender for any public sector
procurement contracts had no choice but to take on
black ‘empowerment partners’. The issuing of licences in sectors such as media,
telecommunications and gaming, the acquisition of new rights in the mining and
energy sectors, and approvals of public-private partnerships became contingent on
the meeting of increasingly onerous empowerment obligations.

a disproportionately small share of
the action.

Moreover, the road to these outcomes was a bumpy one with sometimes potentially
disastrous consequences. Most notoriously, in mid-2002, excessive zeal on the part
of the ministry of mines in seeking to set unrealistically high BEE targets led to
panic selling of mining shares, and considerable time and effort was needed to
rebuild investor confidence in the negotiations. No less damaging to confidence and
goodwill, were the public excoriations by ministers and other senior (black) public
figures of white business leaders who had the temerity to question the empowerment
strategy or even to allude to the additional costs being imposed on firms. In this
light, it was scarcely surprising that, during the mid-2000s, when global commodity
prices were booming and mining companies worldwide were investing heavily in
new prospects and operations, South Africa attracted a disproportionately small
share of the action.

Despite several tightenings of loopholes, raisings of bars, shiftings of goalposts, and
threats of ‘sticks’— including, recently, proposed criminalisation of recalcitrant white
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The issue of corruption, which is central
to the business environment, offers

employers — rather than ‘carrots’, BEE has patently failed even in its own terms.
Twelve years after the passing of the first BB-BEE Act, criticism of the strategy
remains widespread both within and outside of government. Far from stimulating
investment and growth, BEE has added substantially to enterprise costs.

ASGISA/NGP/NDP. While GEAR has never been formally annulled, the past
decade has witnessed the promulgation of three further plans, namely the 2005
Accelerated and Shared Growth Initiative for South Africa (ASGISA), the 2010
New Growth Path (NGP), and the 2012 National Development Plan (NDP).
Undaunted by previous failures to stimulate faster growth, the ambition and lack of
credibility of these documents beggars belief:

* ASGISA promised to increase the growth rate to an annual average in excess of
6% by 2010, and to halve unemployment and poverty by 2014

* 'The NGP aimed to create 5 million new ‘decent’ jobs by 2020 — current total

employment is only around 8 million — thereby reducing the unemployment rate
from 25% to 15%

* The NDP —which extends to no fewer than 444 pages, with a 70-page Executive
Summary — envisages the creation of 11 million new jobs, and an economy close
to full employment by 2030. As with the RDP, the NDP has attracted formal

support from most sections of public life including

the ANC, but crucially not from the ‘left’ within
the tripartite alliance. This fact threatens to derail
the programme — which otherwise contains largely
sensible and unobjectionable policy recommendations

an instructive example: f rom GEAR — and will likely render it incapable of implementation.

through to the NDE every plan has
contained a stron J4 commitment to

Adverse investment climate. Apart from their
excessively ambitious targets, and concerns about their

combat ing corruption. ... Instead, effective political backing, all these plans have lacked
the breadth and depﬂy g”corrupz‘ion, one crucial element, namely a credible commitment

especially (though not only) in the public

sector, has become increasingly endemic.

to creating an investor-friendly business environment.
The issue of corruption, which is central to the business
environment, offers an instructive example: from
GEAR through to the NDP, every plan has contained
a strong commitment to combating corruption. Yet
the rhetoric has never been translated into effective policy. Instead, the breadth and
depth of corruption, especially (though not only) in the public sector, has become
increasingly endemic.

More generally, there is a seeming aversion to, even hostility towards, business and
enterprise. It is true that there have been occasional references — in budget speeches
and the like — to the important economic role played by the private sector as a
partner in meeting the country’s economic challenges. However, looking back over
the past 21 years, it is difficult to recall many — if any — instances of government
ministers, or other senior political figures within the tripartite alliance, standing up
for the rights and needs of private businesses in generating growth, employment
and incomes in the wider economy. Instead, the private sector is routinely criticised
for its collective ‘sins’ of omission and commission in its conduct.
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One of the private sector’s most neglected needs is for greater certainty about the
policy environment. Instances abound of policy statements being made, only to be
subsequently ‘clarified’ or amended. More fundamentally, some legislation has been
passed but not promulgated because of gross deficiencies in its formulation.

SME:s. These facts highlight one of the greatest ironies in South Africa’s hitherto
disappointing search for growth. Evidence from around the world demonstrates
conclusively that smaller businesses (‘SMEs’) are a primary source of output and
employment growth. During the Apartheid era, black-owned SMEs were a rarity, at
best discouraged or at worst disallowed by a host of restrictive laws and regulations.
It was a reasonable expectation that the end of Apartheid would lead to a veritable
explosion in black entrepreneurship within the SME sector, strongly lifting output
and employment growth rates. However, this outcome has clearly not materialised.

Since there has been no evident shortage of SME finance collectively from
government, big business and aid agencies, there can be only two possible
explanations for this conundrum: either black South Africans are inherently less
entrepreneurial than other nations; or growth in the SME sector is still being
artificially inhibited by restrictive policy and regulatory environments. The former
explanation seems highly improbable; given the ANC’s high propensity to restrict
and regulate economic activity in general, the latter explanation is highly probable.

This situation should provide the country’s policy-makers with substantial food
for thought. Instead of producing periodic grand plans and visions with near-zero
prospects of implementation and realisation, and imposing ever more restrictions
and obligations on business, they might usefully consider sweeping away many of
the measures that are evidently holding back the growth of the SME sector. In short,
let them stop digging ever deeper into their slow-growth hole, and unleash instead
the latent power of smaller enterprises to generate truly broad-based and real black
empowerment in the form of jobs and incomes for the masses. Once that outcome
has been achieved, there will be time enough — and reason enough — to regulate their
behaviour more closely.
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Here’s the list:

1. One bhas to be willing to grapple with large normative issues when thinking
about inequality.

Consider the parable of the labourers in the vineyard: some hired early in the
morning, some at the third, at the sixth, at the ninth and at the eleventh hour. At
the end of the day, all are paid a penny, with predictable results:

And when they received it, [the first hired] murmured against the goodman of
the house, saying, these last have wrought but one hour, and thou hast made
them equal to us, which have borne the burden and the heat of the day. But
he answered one of them and said, Friend, I do thee no wrong: didst not thou
agree with me for a penny? ... Is it not lawful for me to do what I will with my
own? (Matt xx: 11-15)

From a Kingdom of God perspective, Jesus is completely unconcerned about
inequality in the hourly wage rate.

Or consider the relative treatment of men and women, about which there is
simply no consensus across the globe. A man stepping aside to let a woman enter
a room first is politeness in one culture and sexual harassment of the first degree
in another. And then, there’s the burga.

It is not necessary to become an expert in all religions and philosophies in order
to enter a debate about inequality. But it is necessary to keep asking oneself: What
is bothering me here, and why? Which forms of inequality should not happen?
To which forms of inequality may I be indifferent? And are there any forms of
inequality that I should support? To the last question, a positive answer has been
returned by people as different as William Blake (“One law for the lion and the
ox is oppression™), Friedrich Nietzsche (morality as an expression of the cunning
resentment of the weak) and John Rawls (inequality is justified if it leads to
improvement of the position of the least well off).

The accumulation of heterogeneous facts about inequality is not by itself sufficient
to make a useful contribution to an ongoing debate. Normative clarity is needed
to sort through, order and present factual material in an illuminating way.

2. When describing inequality, one must always be in a position to answer the
question: inequality of what?

In the economic sphere, there are a number of variables of interest and they are

all different:

*  Wealth, conceived of as net worth,;
* Earnings among employed people;

14
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* Household income before taxation and public expenditure;

* Household income after taxation and public expenditure;

* Consumption;

* The share of gross value added taking the forms of (a) compensation of
employees or (b) property income: the shares accruing to labour and capital;

* In segmented societies, income accruing to the segments. In South Africa,
racial shares of income are salient.

One may have economic, sociological and political theories relating some of these
variables and there are accounting relationships between them, but confusion
abounds unless one keeps straight the conceptual basis of what is being measured.

There are other issues which may have economic salience. Take personal beauty,
for example. While aestheticians have argued for centuries about what beauty is,
most people know that some are more beautiful than others, a fact only partly
mitigated by all the plastic surgeons and orthodontists in the world. Studies
tend to show that beautiful people tend to earn more than ugly people with
the same productive characteristics.> Should beautiful people be subject to a
special tax in the interests of equality? By way of a
thought experiment, it has been suggested that if

we could determine economically valuable personal An important distinction is between
endowments at birth, these should be taxed as lump

equality of opportunity and equality of

sums to be paid off over a life time. Such a tax would )
avoid the inefficiencies of the taxes we are used to, outcome. Outcomes are easier to measure

especially the asymmetric treatment of labour, whose than opportunities, but methods for
product is taxed, and leisure, which is not taxed. assessing equalz'ty ofoppan‘unity have

An important distinction is between equality of been dwe[OPm’ in recent years.
opportunity and equality of outcome. Outcomes are
easier to measure than opportunities, but methods
for assessing equality of opportunity have been developed in recent years®. At

the normative level, there is a school of thought called ‘luck egalitarianism’ which
argues as follows: People should be fully compensated for differentials in fortune
over which they have no control. But they should bear fully the consequences of
the choices they freely make. Luck egalitarians are therefore interested in equality
of opportunity. However, one can argue for equality of outcome on two grounds.
The first is that of ‘hard determinism’. This holds that ignorance, fecklessness and
the like are not freely chosen but are themselves determined, so that decisions
could not have been otherwise. And the second is that of ‘merciful treatment’.
If an ignorant or feckless decision leads to great hardship, the punishment is too
great for the crime.

3. Inequality and poverty are usually taken to be distinct concepts. Yet both can be
measured in either absolute or relative terms.

The most widely used measure of inequality is the Gini coefficient. It is based
on the Lorenz Curve, which plots the proportion of the total income of the
population (y axis) that is cumulatively earned by the bottom x% of the population
(see diagram). The line at 45 degrees thus represents perfect equality of incomes.
The Gini coefficient can then be thought of as the ratio of the area that lies
between the line of equality and the Lorenz Curve (marked A in the diagram)
over the total area under the line of equality (marked A and B in the diagram);
ie,G=A/(A+B).
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The simplest measure of poverty in a
society is the percentage of households

Figure 1 —The Gini coefficient

Gini coefficient = A/(A+B)
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The Gini coefficient is a relative measure, which varies between zero and one.
The Gini coefficient for the distribution of household income as measured by
the South African Population Census in 2011 was 0.68. Suppose the income of
every household had doubled overnight. Then the
Gini coefficient would have remained at 0.68, since
the relative positions of households would have
been preserved. On the other hand, had an absolute

c[assij?ed as poor. The World Bank measure of inequality been used, inequality would
estimates that 14.5% oft/.)e world’s have risen. Suppose the gap between two households

population was poor on this definition
in 2011. The ratio for sub-Saharan

C and D had been R1 000 per month before the
doubling. After doubling, the gap would have risen to
R2 000 per month. Absolute measures of inequality

Af?’ic‘ﬂ in the same year was 48.6%. have been thought out, but they are virtually never

used in practice.

On the other hand, poverty lines are often defined in absolute terms, say 1.25
US dollars per person per day, or purchasing power parity equivalent in other
countries. A household is regarded as poor if it has an income of less than two
dollars per day for every member. The simplest measure of poverty in a society is
the percentage of households classified as poor. The World Bank estimates that
14.5% of the world’s population was poor on this definition in 2011. The ratio for
sub-Saharan Africa in the same year was 48.6%.
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On the other hand, it is perfectly possible to define poverty in relative terms
and it is frequently done. The European Union, for instance, regards a household
as poor if per capita income in it is less than 60% of the median per capita
household income. The justification for this is that low relative income leads to
social exclusion, since poor families cannot afford to participate in activities that
most of the other members of the society can undertake. If ‘society’ is taken to
be the ‘nation’, it follows that a poor household in Germany may not continue to
be (relatively) poor if it were to migrate to Bulgaria while keeping its purchasing
power parity income constant. Its position would not change in relation to an
absolute poverty line.

Thomas Piketty, in his much discussed Capital in

the Twenty-First Century, directs our attention from It is a view that has its South A frimn
summary measures of inequality across the entire

adherents. It betokens a certain

wealth distribution towards what is going on the top

1% or 0.1% of it. He reminds us more than once of hollowness of identity. And it becomes
Balzac’s Pere Goriot who sacrifices everything so that scary when Peop]e are willin g to corrupt
his two daughters can occupy stations at the top of and kil in support inf-

French society. He has his reasons, since he wants to
explain the growing concentration of wealth. But his
analysis plays straight into the view that one hasn't lived unless one has consumed
in a way that only the richest can sustain. It is a view that has its South African
adherents. It betokens a certain hollowness of identity. And it becomes scary when
people are willing to corrupt and kill in support of it.

4. The reasons for inequality, however measured, are multiple, complex, interacting,
imperfectly understood and hard to weigh against each other.

Consider the following abstract from a National Bureau of Economic Research
Working Paper* on inequality in the United States:

We conduct a systematic empirical study of cross-sectional inequality in the
United States, integrating data from the Current Population Survey, the Panel
Study of Income Dynamics, the Consumer Expenditure Survey, and the Survey
of Consumer Finances. In order to understand how different dimensions
of inequality are related via choices, markets, and institutions, we follow
the mapping suggested by the household budget constraint from individual
wages to individual earnings, to household earnings, to disposable income,
and, ultimately, to consumption and wealth. We document a continuous and
sizable increase in wage inequality over the sample period. Changes in the
distribution of hours worked sharpen the rise in earnings inequality before
1982, but mitigate its increase thereafter. Taxes and transfers compress the level
of income inequality, especially at the bottom of the distribution, but have little
effect on the overall trend. Finally, access to financial markets has limited both
the level and growth of consumption inequality.

And this is not all, as the authors observe:

One branch of the literature has focused on the wages of full-time men. This
work aims to describe the evolution of dispersion in productivity and skills,
and to trace its macroeconomic sources to changes in technology, trade, or
institutions. Another branch of the literature has focused on labor supply,
studying, for example, how changes in female participation affect measures
of economic inequality. Other authors have emphasized that the extent to
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So figuring it all out is no walk in the

park, even in the United States, with all

its data and skilled analysts. based on structural models with heterogeneous
agents and incomplete markets should therefore
prioritize incorporating these features.

which increasing dispersion is permanent or transitory in nature has important
implications for policy and welfare, and have investigated income dynamics. This
shift from studying the sources of rising inequality toward exploring its welfare
implications continues with papers investigating the dynamics of inequality in
household consumption, a more direct measure of well-being.

And they conclude:

Endogenous labor supply and government
redistribution play especially important roles in
shaping the dynamics of inequality. Future research

So figuring it all out is no walk in the park, even in the United States, with
all its data and skilled analysts. South Africa is less well endowed. Students of
income distribution here have found that the State does not collect information
of sufficient quality to allow reliable inferences to be drawn, despite repeated
government insistence about the centrality of the inequality issue. can.

5. In the debate about Thomas Pikettys and Simon Kuznetss views about capital’s
share of net value added, it is Kuznets which fits the South African experience.

Figure 2 presents the shares of labour (compensation of employees) and capital
(net operating surplus) in net value added at factor costs between 1946 and 2013.

Figure 2 — Share of labour and capital in net value added
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The share of labour fluctuates around a mean of 63% and the share of capital
around a mean of 37%. The share of labour tends to increase in a recession and
decline in an upswing, since wages adjust more slowly than prices. Accordingly,
gross operating surplus takes a hit when demand is weak and recovers in an
upswing.

Kuznets believed that a roughly constant share of labour and capital was one of
the ‘stylised facts’ that growth theory had to explain and which was a feature of the
Solow growth model articulated in the 1950s°. Kuznets’s view was dismissed by
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Piketty as a fairy tale, masking a secular tendency for the share of capital to grow.
Some might point to the rise in capital’s share from 1982 to 2007 as evidence for
Piketty’s view, but (a) capital’s share was at its lowest level during the postwar
period in 1982, (b) capital’s share has fallen since 2008 and (c) capital’s share
in 2013 was close to the 1946 level. There is no secular erosion of labour’s share
leading to a long term increase in inequality in South Africa.

6. The structure of the labour market is a major determinant of inequality

The South African labour market has been worked over extensively during the
last century by special interests with political clout and is inefficient as a result.
Specifically,

* The employment ratio® is considerably lower than the median for any countries
with per capita income in the range US $5 000 — 8 000 in 2013’. The median
for these countries was 55%. South Africa’s employment ratio was 39%.

* 'The corollary is very high unemployment. The Quarterly Labour Force Survey
estimated unemployment at 25.4% in the third quarter of 2014. If one adds in
discouraged workers (those who have given up looking for work), the rate rises
to 32.2%.

* 'The situation is particularly bad among the young. A NEET is defined as a
young person not in employment, education or training. Figure 3 graphs the
proportion of NEETS by age in September 2011. Figure 3 shows the slow
absorption of young men into employment, with NEETS constituting over
40% of the population at age 24. The position is worse for young women, with
NEETs constituting nearly 60% of the population in their late 20s. The youth
wage subsidy should make a useful contribution in raising absorption into
employment among the young.

* 'The Extended Public Works Programme offers employment at wages between
R70 and R130 per day. The size of the programme is limited by the funds
available and the ability of the three tiers of government to develop shelves of
labour intensive projects. There are plenty of people willing to work for these
wages.

Figure 3 - NEETs

age

T ® Male
|— * Female
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Growth is weak and the wage

At present, the labour market protects the position of some workers by shutting
out others.

Limited competitiveness in the product market worsens unemployment. Professor
Johannes Fedderke® points out that markups are high in South Africa. Worse,
they are unevenly distributed throughout the economy. Workers can share in
monopolistic and oligopolistic rents and negotiate up wages in leading firms,
and these wages are then extended to all in the same industry. This serves to
inhibit employment by small firms which, in other countries, are a major
source of employment, as does elaborate procedures for dismissals. Advice from
organizations such as the World Bank, OECD and IMF, as well as top economists

who have studied the South African economy is to get rid of extension.

Under these circumstances, the wisdom of extending
minimum wages in South Africa at present is
questionable, even though such measures are under

elast iCity Ofde ma”dfor unskilled active consideration in the United States and Europe.
labour is high. Intensification of shut A rise in minimum wages is most likely to improve

out will be the inevitable result.

equality when the wage elasticity of the demand for
labour? is low and the economy is growing strongly, so
that people thrown out of work are soon reabsorbed.
Both conditions are satisfied in the United States at
present. Neither is in contemporary South Africa. Growth is weak and the wage
elasticity of demand for unskilled labour is high.’® Intensification of shut out will
be the inevitable result.

7. Theinability of the educational system to turn uneducated and untrained people in
educated and trained people in sufficient numbers is a major source of inequality.

Table 1 shows that unemployment rates among adults of prime working age vary
considerably by education.

Table 1 - Unemployment rates by level of education

Third quarter 2011

Ages 35 to 49

I
Up to complete general education 27.2% 27.2%
Incomplete further education 21.1% 26.8%
Complete further education * 14.0% 17.3%
Higher education 5.7% 5.4%

Note: *Complete further education does not imply a pass in the relevant examination
at the end of the phase. It merely refers to reaching the highest level in the system

There is effectively full employment among those having completed a higher
education qualification, with unemployment rising as one descends the educational
hierarchy.

From an economic point of view, education and training should be undertaken
until the marginal private rate of return drops to the rate of return on other
investments of similar risk. There is no incentive on the part of any individual to
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pass this point, which occurs at different stages for different people. The position
is complicated by the facts (a) that the social rate of return is different from the
private rate (my literacy is worth more in a generally literate society) and (b) that
much education is subsidized by the State. Judged by this criterion, the South
African education and training system is deficient because:

* primary and secondary schooling are inefficient. Study after study has shown
that ‘time on task’ is on average considerably below the official standard.
Coverage of the curriculum is slow and incomplete, teacher knowledge is
lacking (especially in mathematics and science), schools are disorganized and
accountability has largely been lost.

* the vision of multiple pathways through further
education and training (post Grade 9) has been

! : © The upshot of all this is supernormal
very imperfectly implemented. Senior secondary . . : <
schooling remains the dominant path and many rates Of‘i eturnfo 7 the minor izy Of‘
learners enter Grade 10 unequipped to complete P€0P1€ who succeed in the educational
the national senior certificate curriculum. High system and /Jlg/_) unemploymem‘ fb?’

rates of repetition and drop out ensue, with fewer

everyone else, with clear adverse
consequences for inequality.

than 50% of Grade 10 entrants emerging with
a pass in the NSC. Enrolments have increased

in further education and training colleges, but
without a commensurate increase in resources.
Moreover, many learners drift into technical education, having failed in the
school system, rather than as a result of a conscious decision taken at the end
of Grade 9 (or Grade 12 for more senior technical qualifications). The reform
of industrial training undertaken more than a decade ago has not worked well
across the board. And there is no short cycle, unit standard and practically
based vocational education system for those who have emerged from Grade 9
functionally illiterate and innumerate.

* 'The aim is to have 1.6 million university students by 2030, up from just under a
million at present. This goal can be reached, but all the main actors would have
to do things they are not currently inclined to do:

i. the Treasury needs to subsidize universities at a somewhat higher rate (at
0.9% of GDP),

ii. the Department of Higher Education and Training needs to encourage
private higher education and to fix the National Student Financial Aid
Scheme,

iii. the universities need to move a trimester rather than a semester system and
to increase third stream income (i.e. income from sources other than fees
and the state subsidy), and

iv. students will have to accept that it will get harder to find a university place.

* 'The constraints on effective education and training are all the more serious

because the demand for labour has become steadily more skill intensive since
the 1970s.

The upshot of all this is supernormal rates of return for the minority of people
who succeed in the educational system and high unemployment for everyone else,
with clear adverse consequences for inequality. This shows up as high ratios of (a)
earnings at the 50 percentile to earnings at the 10% percentile and (b) earnings at
the 90™ percentile compared with earnings at the 10% percentile in wage/salary/
commission formal employment. Table 2 compares the ratios with other countries
whose 90-10 ratio is above seven.
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Table 2 — Earnings percentile ratios: high wage inequality countries

South Africa 2013 3.8 14.2
Brazil 2013 2.8 7.2
Colombia 2013 2.2 9.1
India 2012 2.8 7.2
Indonesia 2013 2.4 9.7
Latvia 2013 2.5 9.2
Malaysia 2012 4.0 9.3
New Zealand 2010 2.2 10.3
Peru 2012 2.2 11.5
Turkey 2012 3.4 7.1
United Kingdom 2013 2.1 10.9

8. Social disorganisation worsens inequality.

Start with the nuclear family as depicted in 1950s American primers: Mom, Pop,
Dick and Jane, and their dog, Spot (your waitron can substitute halaal, kosher or
other culturally preferred names). Gramps and Granma, having saved prudently
throughout their working lives, are self-sufficient in retirement. Mom and Pop’s
siblings are all in nuclear households of their own, except Bob who seems happy
enough in San Francisco. That is about as good as it gets as far as household
income distribution goes: two adults looking after two children with no other
claims on household income.

Of course, it wasn't like that throughout American society in the 1950s. Rougher
conditions were to be found in the projects’’. And things are certainly very
different in contemporary South Africa, as Table 2, drawn from the 2013 General
Household Survey, shows. Table 3 looks at the available information from the
point of view of children, of whom there were 21.7 million under the age of 21'2

Table 3 — Position of children in South Africa, 2013
Panel A — Orphans

Both parents definitely alive 79.0%
Mother only definitely alive 12.2%
Father only definitely alive 3.7%
Both parents definitely dead 4.6%
Unknown 0.5%
Total 100.0%

Panel B — Parents in same household

Both parents in household 42.7%
Mother only in household 37.5%
Father only in household 3.0%
Neither in household 16.8%
Total 100.0%
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Panel C - Relationship to household head

Head/Acting head 0.9%
Husband/wife/partner of head 0.5%
Son/daughter/stepchild/adopted child

Male head 33.1%
Female head 19.6%
Brother/sister/stepbrother/stepsister 2.2%
Grandchild/great grandchild

Male head 11.4%
Female head 22.5%
Other relative 9.2%
Non-related persons 0.7%
Total 100.0%

Panel D — Income support

W1tho.ut.wage/ s'alary/ 250 28.4% 30.9%
commission/business
With wage/salary/ 22.7% 46.4% 69.1%
commission/business

Panel A shows that nearly 80% of children have both parents alive. However,
only 43% of children in the same household as both their mother and father.
A further 37% live in a household containing only their mother and 3% in a
household containing their father only. One sixth of all children do not live with
either parent.

53% of children are sons, daughters, stepchildren and adopted children of the
household head. One third of children live in a household headed by a grandparent,
though one or both parents may also be present. 9% are other relatives of the

household head. Nearly 1% of households are child headed.

Over 30% of children live in households without any private income from wages,
salaries, commissions or businesses. Most of these children live in households
with one or more social grants, but one in forty children live in households with
no reported income at all. Less than a quarter of children live in households which
depend only on private income. Nearly half of children live in households which
receive private income augmented by social grants.

These statistics indicate the limits of the extent to which children participate in
their parents’incomes, though in some cases remittances will be sent from parents
living outside the households containing their children. Inequality between
children is something children can do little, if anything, about.

One might note, in passing, that there is an economic literature on the distribution
of income within individual households, but little is known about this topic in
South Africa.
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9. Tbe distribution of income is more primary than the distribution of wealth

'This is for two reasons:

* While great fortunes are different’, most people hold wealth in order to
smooth consumption over their lives. In the early stages of adult life, people
may borrow to finance education, so that their net wealth is negative. As they
start to earn, they put aside money to repay debt, finance rainy days and their
retirement. Their wealth accumulates, reaching a maximum at retirement and
then starts to decline. Some people may plan bequests, and their heirs are in
any case jointly entitled to any estate left at death. It follows that, if there
is an unexpected wealth windfall, a person will revise upward their planned

consumption path and liquidate part of their wealth
to finance it. This explains the tendency of black
Distribution Ofwea]t/g is a[ways economic empowerment beneficiaries to liquidate
wealth transfers. Poorer people will probably contract
their time horizons to age 60, when the state old
age pension becomes available, and may adopt an
distribution Of consumption. even shorter time horizon, given the excitement of
unprecedented consumption opportunities. To this
extent, wealth transfers do not stick and the wealth
ends up in the hands of people willing to hold it. The life cycle theory also
implies that the distribution of wealth at any point in time tells one a limited
amount, because two people may have exactly the same lifetime consumption,
but may have different levels of wealth because there is a difference in age.

more unequal than the distribution of

income, which is more unequal than the

* Distribution of wealth is always more unequal than the distribution of income,
which is more unequal than the distribution of consumption. Moreover,
there are surprising facts about the distribution of wealth across countries.
Credit Suisse publishes estimates of the distribution of wealth. Table 4 sets
out estimates of the share of the top decile (10%) in total wealth 2014 for
46 countries. Bear in mind that estimates of wealth are more uncertain than
estimates of income and the considerations above.

Table 4 — Share of the top decile in total wealth, 2014

Less than 60% Australia, Belgium, Canada, Finland, France, Greece, Ireland,
Italy, Japan, Netherlands, New Zealand, Portugal, Singapore,
Spain, United Kingdom [15]

Above 60% and Austria (63.8%), China (64.0%), Germany (61.7%), Korea
less than 65% (62.8%), Mexico (64.4%), Poland (62.8%), Taiwan (62.0%),
United Arab Emirates (60.4%) [8]

Above 65% and Chile (68.9%), Colombia (65.2%), Czech Republic (67.3%),
less than 70% Denmark (67.5%), Israel (67.3%), Norway (65.8%), Saudi
Arabia (66.4%), Sweden (68.6%) [8]

Above 70% Argentina (71.8%) , Brazil (73.3%), Egypt, Hong Kong,
India, Indonesia, Malaysia (71.8%), Peru (73.3%), Philippines,
Russia (84.8%) , South Africa (71.7%), Switzerland (71.9%),
Thailand, Turkey (77.7%), United States (74.6%) [15]

Notice:
* how high the concentration is in three Scandinavian countries (Denmark,
Norway and Sweden) with extensive welfare states, and
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* that the concentration is lower in South Africa than either Switzerland or the
United States.

All this said, it cannot be denied that resentment will build up in societies where
the median wage in stagnant or declining, but where the positions of the wealthy
improve. A sign of the times is a poll conducted at the annual meeting of the
American Economic Association in December 2014, where participants were
asked to decide what was more important for contemporary investigation. The
majority decided that the distribution of wealth was more important.

10. Tbe Gini coefficient may not have changed much over the last forty years.
However, much bhas changed as far as racial shares of personal income are
concerned.

Professor Michael McGrath'* estimated that, in 1970, Black people received 20%
of personal income, Coloureds and Asians 10% between them and Whites 70%.
These proportions were practically constant between 1917 and 1970.

No longer. Table 5 sets out estimates from the 2011 Population Census. Since
nearly all households in South Africa remain racially homogenous, households
can be classified by the race of the household head.

Table 5 — Racial shares of personal income, 2011

Average Household Gini

household income coeflicient

Racial income per index within

share year (Rand) (All=100) group

Blacks 46.2% 76 709 60 0.615

Coloureds 8.0% 131970 103 0.622

Asians 5.9% 292 090 227 0.658

Whites 39.3% 427 057 332 0.622
Unspecified 0.7%

All 100.0% 128 477 100 0.681

The “within group” Gini coefficients are similar, Asians having a slightly higher
level than the other groups, and they are nearly as big as the overall Gini coefficient.
White households have average incomes that are 3.3 times the overall average
and the corresponding figure for Asian households is 2.3. The average Coloured
household is virtually at the overall average and the average Black household has
income 40% below the overall average.

Conclusions

The main conclusions are these:

1. One has to be clear about one’s normative concerns and about which aspects of
inequality one want to measure.

2. The explanation of inequality is always complex and not fully understood
anywhere, and in South Africa, in particular.

3. Major sources of household income inequality in South Africa are (a) the
functioning of the labour market, (b) the educational system and (c) social
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4.

disorganisation. Next to these, the distribution of wealth plays a part, but a
relatively minor one.

Racial shares of personal income have altered a great deal in the past forty
years.

Focus, caution and careful analysis are all required when thinking about inequality.

Uncritical endorsements of fashionable positions will not do.

FOOTNOTES
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Like many of Blake’s epigrams, this one rewards pondering

Thus Bertolt Brecht and Kurt Weill's satirical sung ballet, The Seven Deadly Sins, contains the following lines:

She shows off her small white behind/ worth more than a small factory. (Easily true in 1933 when the production first appeared.)

By among others, the World Bank

Jonathan Heathcote, Fabrizio Perri and Giovanni L Violante, Unequal we stand: an empirical analysis of economic inequality in the United
States, 1967-2006, National Bureau of Economic Research Working Paper 15483, November 2009

Both Simon Kuznets and Robert Solow were eminent American economists in that era

The employment ratio is employment divided by the population age 15 and over

South Africa’s per capita income in 2013 was US $ 6 618

Professor Fedderke is a leading South African econometrician

The wage elasticity of the demand for labour is the percentage drop in employment in response to a one per cent increase in the wage. So if
a 1% wage increase results in a 0.2% drop in employment, the elasticity is 0.2.

Professor Fedderke cites an elasticity estimate of 2.2 for unskilled labour.

The American term for government owned rental housing

Children are taken to be under the age of 18. But this is unrealistically low when considering the dependence of young people on their
households. The average age of leaners in Grade 12 is almost 20, for instance.

In so far as great fortunes are transmitted down generations, each generation acts as a curator of this wealth, drawing down some of the
proceeds to finance consumption.

Formerly professor in the Department of Economics at the University of KwaZulu-Natal
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Wages in Post-apartheid

South Africa

South Africa entered the post-apartheid era with one of the most unequal
income distributions in the world. Inequality in wages was a key driver
of overall inequality. Redistribution was one of the top priorities of
the new government. To that end several pieces of legislation were
introduced to reform the labour market, including the Labour Relations
Act (1995), the Basic Conditions of Employment Act (1997) and the
Employment Equity Act (1998). Institutions like the National Economic
Development and Labour Council (NEDLAC) were introduced to
give unions a stronger say in policy debates and the establishment of the
Commission for Conciliation, Mediation and Arbitration (CCMA) was
intended to regulate labour disputes.

Rising wage inequality 1994-2012

After nearly two decades of such interventions intended to address inequality what,
if anything, has been their impact? Wittenberg (2014) has provided evidence that
inequality among wage earners has actually widened over the post-apartheid period.
The top tail of the earnings distribution has moved away from the median, so that
the gap between the median and the earner at the 90th percentile has increased
sharply. As a result the gap between average wages and median wages has also
increased. This is shown graphically in Figure 1: The band of incomes around the
median wages (per month) when compared to the mean. Figures are all deflated to
June 2000. The thick band in that figure is the range of wages lying 10% cither side
of the median. It is clear that median wages have been fairly static (in real terms),
while average wages have increased noticeably over the period.

Figure 1: The band of incomes around the median wages (per month) when
compared to the mean. Figures are all deflated to June 2000
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One of the key questions that one needs to confront when dealing with pictures
like Figure 1, is whether or not there have been compositional changes in the labour
force that have resulted in these changes. If, for instance, there had been strong
growth in employment particularly among low income workers, this would clearly
result in a lowering of the median income overall. In this paper we raise the question
to what extent the character of workers at the bottom of the distribution, around
the median or at the top have changed over the post-apartheid period. To that end
we divide the overall distribution of employees into three groups: a) those earning
below 90% of the median, b) those earning between 90% of the median and 110%
of the median, and ¢) those earning above 110% of the median. In terms of Figure
1, we are contrasting a) those below the blue band, with b) those falling into it and
¢) those lying above it. All our analyses are conducted on the PALMS dataset (Kerr,
Lam and Wittenberg 2013) which assembles all the Statistics SA datasets with
labour market information.

Demographic characteristics of low, median and high wage
earners

In Figure 2: Racial breakdown of those earning below, at and above the median
we show the racial breakdown of the three groups and its evolution over the
post-apartheid period. It is clear that in this respect not much has changed — the
proportion of African South Africans in the bottom earning group remains over
80%. It is also around 80% of the group in the band around the median and has
stayed just below 60% of the group earning above the median.

Figure 2: Racial breakdown of those earning below, at and above the median

Proportion in each race group
by position in the income distribution
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'The gender composition of each of the groups has changed, however, as more women
have entered the labour force. It is evident, from Figure 3: Gender composition of
low, median and high wage earners, that there are more women among the low wage
earners than there are higher up the income distribution.
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Figure 3: Gender composition of low, median and high wage earners
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The age distribution, shown in Figure 4: Average age among low, median and high
wage earners suggests that there haven’t been major compositional shifts among low
and median earners, but that the group that earns above the median wage is a bit
older at the end of the period than at the beginning. It suggests that experience may
be more heavily rewarded in the more recent past.

Figure 4: Average age among low, median and high wage earners
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Another dimension which shows strong changes over this period is education, as
shown in Figure 5: Average education levels among low, median and high wage
earners. This graph is interesting for many reasons. Firstly, it shows a strong correlation
between education levels and ones’ position in terms of income distribution. The
average education level of individuals at the bottom of the distribution is clearly below
those at the median who are, in turn, below those at the top. Secondly, there have been
strong increases in attainment in all these groups over the last twenty years, with the
biggest gains at the bottom. The fact that this has not translated into a narrowing of
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the gap between the median and those at the top indicates that the returns to higher
education are very strong and have, perhaps, even increased.

Figure 5: Average education levels among low, median and high wage earners

Average education (years)
by position in the income distribution
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Economic and labour market characteristics of low, median and
high wage earners

We can also investigate the characteristics of the occupations and the sectors in
which low, median and high wage earners fall. The first piece of evidence in that
regard is provided by Figure 6: Breakdown of low, median and high wage earners by
sector. The “modal” sector for the low wage earners was agriculture at the beginning
of the period and it was domestic service at the end. Workers in the retail sector
(“trade”) are also well represented among the low wage earners. The “modal” sectors
for the median earners are manufacturing and retail trade, while service workers are
the single largest group among the high wage earners. Interestingly the strongest
compositional shifts, evident in this graph, is the overall drop in agricultural work,
although there is some doubt whether the levels in the early October Household
Surveys are accurately estimated. Workers in the financial sector make up an
increasing proportion of all three groups, suggesting that the expansion of this

sector has not added only high paid jobs.
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Figure 6: Breakdown of low, median and high wage earners by sector
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The breakdown of the three groups by occupation shown in Figure 7: Breakdown
of low, median and high wage earners by occupation suggests that the composition
of the three categories has remained fairly stable on this dimension: those earning
below the median are largely in unskilled occupations; median earners come from
a range of different occupations from unskilled to craft workers, to white-collar
service workers; while people earning above the median come mainly from clerical,
technical, professional and managerial positions.

Figure 7: Breakdown of low, median and high wage earners by occupation
Proportion in key occupations
by position in the income distribution
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Another piece of evidence is shown in Figure 8: Unionisation rate among low,
median and high wage earners, where we consider the unionisation rate among
low, median and high wage earners. The figures suggest a declining unionisation
rate over the period in the middle of the distribution (the blue band in Figure 1).
Those earning below the median always had a very low unionisation rate, with some
suggestion that it decreased over the period. At the end of the period there is a very
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clear gap between the unionisation rate above the median (between 40% and 50%)
and at the median (25% to 35%).

Figure 8: Unionisation rate among low, median and high wage earners
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What has happened to the median worker?

The evidence presented here suggests that there hasn't been a dramatic change in the
nature of the “median worker”. This worker is now a little more likely to be a woman,
will have a little more education, but will still be an African skilled or semi-skilled
worker in manufacturing or retail. This worker will be less likely to be unionised
now than in 1994.

In some senses this group of workers was the core constituency of the governing
party in 1994, and the main supposed beneficiary from the labour market reforms.
The fact that this group has seen only small real wage gains underpins the
internal ructions in COSATU as well as some of the discontent expressed in less
organised ways. Indeed, as suggested by Figure 8 many of these individuals now
find themselves outside the ambit of COSATU. The union movement instead has
become representative more of higher earning individuals. To the extent to which
the ANC becomes more alienated from the median worker, the more instability we
are likely to see.

Overall the evidence suggests that real transformation in the labour market is still
some way off. South Africa in 2012 is still one of the most unequal societies in
the world (Leibbrandt et al 2012). And unfortunately wage inequality is still a
part of that picture. This may very well raise the pressure for additional legislative
interventions, perhaps of a populist type, in the not too distant future.

DATASETS
Kerr, Andrew, David Lam and Martin Wittenberg (2013), Post-Apartheid Labour Market Series [dataset], Version 2.1, Cape Town: DataFirst
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The Informal Economy and
Sustainable Livelihoods

The informal market is often considered to be an entity distinct from the
larger South African economy. However, it has the potential to alleviate
poverty and create jobs in areas where few other opportunities exist. Thus, the
creation of sustainable livelihoods within the informal economy presents an
integral opportunity to contribute to overall growth in South Africa. In order
to harness this potential, a transformation of perceptions may be necessary
with the perspective of the economically disadvantaged and vulnerable
prioritised.

Socio-Economic History

South Africa’s current socio-economic conditions should be understood within
the context of the Apartheid and pre-apartheid eras. One aspect worth noting is
that the Apartheid segregation laws were designed to ensure that people of colour
were confined to townships and excluded from appropriate education and business
skill acquisition. However, Apartheid legislation is one factor among an array of
interconnected components, which together combined to undermine education,
training and livelihood opportunities in South Africa throughout the 20th century.
Such limitations on employment opportunities led large segments of unskilled
South Africans to seck a form of earning in the informal sector.

The planners of Apartheid sought to build a level of economic stability for the
regime with the aim of avoiding popular uprisings. At the centre of this strategy
was the image of a married black male breadwinner “living in a formal township
house and working a stable job in manufacturing, mining, or the civil service”.!
This model was also considered essential to South Africa’s modernisation agenda
in the earlier stages of development. However, in time it was cast aside in favour
of new strategies. The consequences for communities however, was the systemic
undermining of the stability of township life which has been termed a “crisis of social
reproduction’- a term referring to the transfer of culture, knowledge and labour
power from generation to generation.? The ultimate effect was a compounding of
limits on opportunity.

Part of redressing both past inequality and ongoing economic marginalisation
must involve the creation of new economic opportunities. One approach may lie in
moving beyond the traditional framework of set income and instead focusing upon
the broader category of ‘livelihoods’.

Sustainable Livelihoods

The notion of sustainable livelihoods emerges from models of participatory
development, which became prominent in the 1990s. Instrumental in this field is
the work of Robert Chambers. Beyond serving as a means for efficient planning,
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‘employment, in the sense of

having an employer, a job, a

administration and maintenance, Chambers® presents his model as a means
of empowerment, whereby locals come to be the owners of the development
programme. This approach requires a fundamental reversal of the way in which
poverty and deprivation are understood. Specifically, Chambers* calls for a focus on
the realities and priorities of the poor as the most critical considerations.

Chambers asserts that in redressing deprivation, attention be given to prospects
of ‘livelihoods’ as opposed to merely income. This larger category refers to “the
means of gaining a living” and includes one’s own capabilities
as well as tangible assets, shared resources and general support
from others.” In explaining the distinction between income
and livelihood, Chambers® uses the maxim of the Greek poet

Archilochus: “The fox knows many things, but the hedgehog

workp/ace and a wage is more knows one big thing’. According to Chambers full-time
widespread as an aspimiion employees live with the security of having to know only one

than as a reality.”

‘big thing’- a solitary fixed income. In contrast, the path of
the poor often resembles the position of the fox, relying on a
variety of activities.

A common feature of livelihood strategies are basic projects such as home-
gardening in both rural and urban environments. In this way, “individuals and
families diversify and complicate their livelihood strategies in order to increase
income, reduce vulnerability and improve the quality of their lives.””

Ultimately, livelihood strategies rely upon a thriving informal market. As Chambers
explains “employment, in the sense of having an employer, a job, a workplace and
a wage is more widespread as an aspiration than as a reality.” ® Instead, security at
the local level is dependent upon a variety of formal and informal activities that
cumulatively allow for sufficient income. Chambers rejects the notion that general
fiscal growth will inevitably translate into benefits for all. Instead, it is asserted that
such ‘progress’ may also “destroy livelihoods™. Consequently, he outlines measures
of protection including securing land and waters rights, the removal of restrictions
upon the informal sector and providing access to effective healthcare.

In our current situation, a shock to the established elements of livelihoods may be
perceived. Indeed, it would appear that the image of the industrial male has been
lost —a situation aggravated by an overall lack of formal employment opportunities.
Chambers warns that in such situations “where economic crisis and structural
adjustment cut urban jobs, the proportion of foxes can be expected to increase.”
The informal economy is a vital area for such “fox” strategies, therefore attention
should be given to the role of this space within the current South African context.

'The Informal Economy

'The South African informal economy is made up of multiple instances of unofficial
trade. It is not a direct part of the formal economy and often generates its own,
smaller markets in areas where this unregulated sector thrives.!® It incorporates
activities such as the “selling or offering or rendering of services in a public road
or a public space” and operating an informal, unregistered, small business from
one’s private property'. This includes any road-side shops, ‘spaza’ shops, newspaper
and other vendors, wind-screen washers, and the trade of goods or services outside
of a privately owned, registered space. Lower educational and skills requirements
allowing for more inclusive business opportunities make the informal economy
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essential for livelihoods in developing countries.

Particularly, in those that allow for fewer opportunities . . . .
to build education and skills as a result of economic, In [lg/ﬂ‘ oftl limited 7".612‘6’ ofecan(')mlf
political and social instability™, growth as well as societal restraints

o ) there is a need to address socio-economic
South Africa’s current unemployment rate is 25.2%.

In light of a limited rate of economic growth as well
as societal restraints there is a need to address socio- vulnerable. For manmny South Af"ifﬂnS;
economic inequality in order to empower the most informal trade is the ‘alfernative to
vulnerable. For many South Africans, informal trade
is the “alternative to unemployment”**.

inequality in order to empower the most

unemployment”

In South Africa, each municipality is empowered to
write by-laws that regulate informal trade®. Some of Johannesburg’s by-laws'¢, as
an example, are explained below:

* Persons must apply to the Municipal Council (‘COUNCIL”) for a lease
granting the license to trade informally. Trading without this lease is illegal, and
can result in a fine or imprisonment.

* The Council may restrict any areas in its jurisdiction from informal traders. This
can be done arbitrarily and existing traders may be removed.

* Informal traders may not create smoke, fumes, odours, noise or pollution of any
kind.

* Informal traders may not conduct their trade in a way that creates a nuisance.

The qualification for “nuisance” is broad and ambiguous, to the detriment of
informal traders.
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* Informal trade may not be conducted in front of, or within range of a formal
business

These by-laws reveal some of the stringent regulations upon informal trade
indicating its standing as an unregarded source of income and livelihood creation.
In contrast, the South African Local Government

: : : Association (“SALGA”) asserts that the informal
The 7‘6’0111‘}/ —as desa’lbﬂl’by l‘/%’Aﬁ’lC&m sector should be viewed as an “important part of

Coapergz‘iqje fbr Hawkers and Informal government’s strategies to address unemployment,
Business (ACHIB) — is ofinformal support livelihood creation and reduce vulnerability”"’.

traders bEing fOT ced away f rom their The reality — as described by the African Cooperative
livelihoods by Municipal Councils. for Hawkers and Informal Business (“ACHIB”) —

is of informal traders being forced away from their

livelihoods by Municipal Councils. Applicants for
leases, without which they cannot trade, are forced to
wait months before ‘legally’ starting or being allowed to go back to work. ACHIB
approaches the current situation in light of a thirty-year struggle for the rights of
informal traders and describes, in grave terms, the loss of support and attention
the organisation has received in recent years. It is feared that constraints on the
informal economy is resulting in a limitation of livelihood opportunities'®. These
concerns are reinforced by research illustrating that if the informal economy were
“pushed out of business”, South Africa’s unemployment rate would rise by an
estimated 20 percent®

The Gauteng Informal Business Sector Strategy of 2014 (“STRATEGY”) suggests
that some factors hindering and sabotaging informal trade are: lack of finance,
inconsistent enforcement, insufficient business infrastructure, and a void of relevant
policy. In response the Strafegy recommends a planned, funded and sufficient
incorporation of the informal sector into the larger economy?®!. It is believed that
this will create vital livelihood opportunities for those who lack formal skills and
education. It is argued that results will be seen in areas with especially high levels
of unemployment.

In particular, the Strazegy highlights the importance of supporting informal trading
in townships, focusing on development of the sector. This should be done with
an eye towards dismantling the precarious elements of social reproduction that
Apartheid has left behind. Prioritising informal trading helps to generate economic
growth and secure thriving and developing townships. It also increases the skills
that move over from the informal to the formal economy?®.

However, we cannot view the informal economy as being exclusively the township
economy. In so doing, we fall into the trap of racialising the informal economy,
thereby setting it outside the borders of urban life and perpetuating exclusivity.
While the township economy should be a part of a thriving informal economy,
traders should also be permitted and encouraged to continue and initiate trading
in cities.

Conclusion

South Africa’s economy and its related development may benefit greatly from
expanding to include and prioritise the informal sector. Indeed, the creation of
incomes and accompanying livelihood opportunities cannot be seen in the context
of formal business alone. Such an approach may only slow the growth of job and
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livelihood development. Instead, income and employment generation become

possible when people are encouraged and enabled to participate in a diverse
range of livelihood activities.

Ultimately, South Africa’s informal economy should be viewed and celebrated

as a way to redress past economic marginalisation.”
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Statistics South Africa (“Stats SA”) is a government department that is
governed by the Statistics Act, No. 6 of 1999. Section 3(1) of the Act states
that the purpose of official statistics is to assist organs of state, business, other
organisations and the public in planning; decision-making or other actions;
and the monitoring or assessment of policies, decision-making or other
actions. Section 3(2) of the Act requires that official statistics must protect the
confidentiality of respondents’ information and must be: relevant, accurate,
reliable and timely; objective and comprehensive; compiled, reported and
documented in a scientific and transparent manner; disseminated impartially;
accessible; in accordance with appropriate national and international standards
and classifications; and sensitive to distribution by gender, disability, region
and similar socio-economic features.

The Statistics Act is available on Stats SA's website: www.statssa.gov.za. Also
available on Stats SA's website are its annual reports, which document Stats
SA’s operations and the many changes that have taken place in Stats SA and its
publications in recent years. Worldwide, official statistical agencies have an image
of producing pretty much the same material year-in, year-out, but for statistics to
remain reputable and dependable their compilation requires continual maintenance
and improvement. The discussion that follows provides a short overview of
developments of Stats SA’s “economic statistics”, which are listed in Table 1. These
are based on enterprise surveys and a variety of other external sources. Excluded
from the discussion is Stats SA’s very extensive set of household surveys (except for
household expenditure in the context of the consumer price index), as well as other
statistical releases and reports which deal with the population and society rather
than the economy per se; labour statistics too are not covered in the discussion.

Table 1 reflects the current (2015) state of play regarding Stats SA’s economic
statistics. A similar table for five years ago would not look very different. But behind
the scenes there is a continual agenda of change to keep things up to date. Such
changes, even the major ones, often go unnoticed or are quickly forgotten. This
article will remind some readers, and inform others, of innovations that have taken
place and will touch on forthcoming changes in the national accounts, improvements
in communication, and a few constraints and concerns.
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Table 1 - “Economic statistics”: monthly, quarterly, annual and periodic statistical releases and reports

published by Stats SA

Monthly:

Mining (reference number P2041); Manufacturing (P3041.2); Electricity (P4141); Building plans passed and
building completions (P5041.1); Wholesale trade (P6141.2); Retail trade (P6242.1);

Motor trade (P6343.2); Food and beverages (P6420); Tourist accommodation (P6410); Land transport (P7162);
Liquidations and insolvencies (P0043); Civil cases for debt (P0041); Consumer price index (P0141); Producer
price index (P0142.1); Contract price adjustment provisions (P0151); Export and import unit value indices
(P0142.7).

Quarterly:
Capacity utilisation in manufacturing (P3043); Quarterly financial statistics (P0044); Quarterly financial statistics
of municipalities (P9110); Gross domestic product (P0441).

Annual:

Agricultural survey (P1101); Building plans passed and building completions (P5041.3); Building completions
(Report 501101); Annual financial statistics (P0021); Capital expenditure by the public sector (P9101); Financial
statics of: extra-budgetary accounts and funds (P9102), higher education institutions (P9103.1), provincial
government (P9121), national government (P9119.3) and consolidated general government (P9119.4); Financial
census of municipalities (P9114); Non-financial census of municipalities (P9115); Environmental economic
accounts compendium (Report 04-05-20); Tourism satellite account for South Africa (Report 04-05-07);

Information and communication technology satellite account for South Africa (Report 040701); Input-output
tables for South Africa (Report 04-04-02).

Periodic:

Large sample surveys (LSSs) are conducted for the following industries every three to four years: mining;
manufacturing; electricity, gas and water; construction; trade; transport, storage and communication; real estate,
activities auxiliary to financial intermediation and business services; and personal services. (In most cases the
LSSs provide more detailed information than the monthly, quarterly and annual surveys. They provide important
information for researchers and policy makers, for the national accounts, and for determining weights of price
indices. Selected environmental accounts are published periodically, which, inter alia, provide information relevant
to sustainable development).

Prices (inflation statistics)

A good place to start is the monthly consumer price index (“CPI”), which has
undergone a number of changes since 2009. A “new” CPI was introduced in February
2009. There were many differences between the “old” CPI and the “new” one, the
four biggest being (I) the classification system that was used, (II) the updating of
the consumer basket and weights' (including the method used for determining the
weights), (III) the change in base year from 2000 = 100 to 2008 = 100, and the (IV)
treatment of housing. Previous rebasing and reweighting exercises typically involved
linking the old and new series together, but the changes that were made in 2009
were so extensive that a parallel run of the CPI was required for 2008. In other
words, the CPI had to be recalculated from January 2008 using the new criteria
so that accurate annual percentage changes (i.e. the annual inflation rate) could be
calculated from January 2009 onwards.

The basket and weights for the CPI are derived from surveys of household
expenditure and supplementary sources. In 2009 (2008) the new CPI weights were
based mainly on Stats SA’s income and expenditure survey (“IES’) for 2005/06. An
important innovation in the 2005/06 IES was the use of a diary in which households
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were requested to keep a daily record of their daily expenditures, whereas previous
expenditure surveys had relied on households’ ability to estimate their expenditures
from their records and memory. In addition, the survey was conducted over 12 months
whereas previous surveys were conducted in a single month. The new classification
system (Classification of Individual Consumption by Purpose in place of the International
Trade Classification) and the new expenditure survey methodology resulted in changes
in the CPI weights that were much larger than usual. In particular there was a large
decline in the weight of food, although this was partly the result of an increase over
time in incomes in real terms (higher-income households tend to spend a lower
proportion of their income on food than lower-income households).

In the housing component of the CPI, mortgage bond costs (“old CPI”) were replaced
with owners’ equivalent rent (“new CPI”), which measures the opportunity cost to
home owners of forgoing a rental income by living in the house they own rather
than renting it out. One of the complications of the
mortgage bond approach was that a tightening of

Statistics South Africa is committed monetary policy, usually intended to reduce inflation,

to maintaining a high level of

was accompanied by a rise in the mortgage interest
rate, which placed upward pressure on the CPIL. This

P r?fé&gwnalﬂ_m and ST, and was addressed through the CPIX, which excluded
this is ﬂPP”ffCMl‘ed by users. It also the mortgage bond component from the inflation
shows a high level of commitment calculation. With the change in methodology the

to collecting good quality data, to

CPIX was no longer needed and it was discontinued.

mez‘/.;odo/og ical soundness and to Further updates to the CPI took place in 2013 when the
Pub/i:bin g reliable indices. CPI was rebased to December 2012 = 100. The basket

and weights were updated, based mainly on Stats SA’s
IES of 2010/11. Other changes were the introduction
of food prices collected in rural areas; fruit and vegetable prices from the informal
sector; quality adjustments for motor vehicles, cell phones and selected household
appliances; quantity adjustments; and a “trimmed mean” measure of core inflation.

Stats SA rebases the CPIl and updates its weights every four to five years.
Improvements in CPI methodology are typically introduced at the time of rebasing
and reweighting, although interim adjustments may also be made. For example, the
pricing of clothing is difficult because of changing fashions and sales (discounts):
from January 2008 sale prices were excluded from the clothing index, and in
December 2014 Stats SA announced that quality adjustments would be introduced
for clothing and footwear with effect from January 2015.

A detailed explanation of the CPI is available in Stats SA’s publication The South
African CPI Sources and Methods Manual. In 2011 a peer review of the CPI was
conducted by an international CPI expert who, while making recommendations for
turther improvements in the CPI, concluded that

“Statistics South Africa’s Consumer Price Index is generally of a good quality
and adheres to many of the relevant international standards and to recognised
good practices in index construction and in statistical production more generally;
The statistical foundation of the South African CPI has not been stronger than
it is now. Statistics South Africa is committed to maintaining a high level of
professionalism and transparency, and this is appreciated by users. It also shows
a high level of commitment to collecting good quality data, to methodological
soundness and to publishing reliable indices.”
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A report on the CPI peer review is available on Stats SA’s website.

Like the CPI, the producer price index (“PPI”) is also published monthly and
has also undergone substantial changes since 2008. Prior to 2008, although the
components of the PPI were generally reliable, the compilation of the headline PPI
was problematic in three main respects. Firstly, the high-level weights were based on
sales rather than value added, which could result in substantial differences between
the PPI and the GDP (gross domestic product) deflator when calculated for GDP
components covered by the PPI. Secondly, the headline PPI combined products
that were completely different in nature and at different stages of production, so that
it was difficult to interpret what the headline PPI was really measuring; for instance,
it included food prices at both the agricultural and manufacturing stages, and it
included import prices. Thirdly, the export and import price indices suffered from
low response rates. The shortcomings of the PPI were dealt with in three stages.

Firstly, early in 2008 the high-level weights were

updated using value added rather than sales, thereby An important ernelon ofz‘/yeprajecz‘

bringing the PPI weights more in line with national . .
was a campaign to work closely with

accounts weights, and the practice of including import
prices in the headline PPI was discontinued. industry associations and specific

] ) respondents to ensure that the relevant
Second, a multi-year project to completely overhaul

goods would be priced accurately

the PPI was initiated, culminating in a set of five
PPIs that were first published in early 2013 with new and that 771071l‘/9[_y response rates
weights and a new base year. The new headline PPI would be }]lg/g

measures prices of final manufactured goods (goods

that are in their final form, ready for retailers to sell to

consumers). The other four PPIs measure the prices of intermediate manufactured
goods (goods that require further processing before they reach final stage); electricity
and water; mining; and agriculture, forestry and fishing. An important dimension of
the project was a campaign to work closely with industry associations and specific
respondents to ensure that the relevant goods would be priced accurately and that
monthly response rates would be high.

Third, another multi-year project was undertaken to deal specifically with export
and import prices. Collecting export* and import prices is difficult and expensive
to do properly, so Stats SA investigated whether export and import ‘unit values’
(value divided by quantity) could be compiled from international trade statistics
provided by the South African Revenue Service. This culminated in the monthly
publication of export and import unit value indices with effect from early 2014
(which replaced the previously published export and import price indices). Detailed
explanations of the PPIs and UVIs are available in Stats SA’s publications Producer
Price Index: Methods, Sources and Theory; and Export and Import Unit Value
Indices: Methods and Sources.

Economic activity and the national accounts

Thus far, the discussion has concentrated on prices (inflation), which comprise just
one part of economic statistics. Most of the time series in Table 1 are measures
of economic activity, many of which require accurate prices for conversion to
measures of economic activity in volume terms (i.e. in real terms or in constant
prices). Ongoing maintenance and/or improvement takes place across all of Stats
SA’s economic statistics. These take the form of new samples, new base years, new
weights, new deflators, improved seasonal adjustment, and keeping up to date
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Stats SA invests heavily in keeping its

with international accounting standards. For instance, the deflators used for retail
trade are updated every three to four years using weights from the large sample
survey of the retail industry, and the calculations for manufacturing production and
wholesale trade in constant prices were affected by the changes in the PPI described
above. Series that are seasonally adjusted have been subjected to more sophisticated
seasonal adjustment techniques that produce more reliable results, in particular
regarding the “Easter effect” (the Easter holidays usually fall in April but sometimes
fall in March, which complicates the process of seasonal adjustment in some cases).

Most economic statistics, whether they measure
prices or economic activity, are used in Stats SA’

compilation of “GDP”. GDP is the most widely

estimates OijDP as accurate as PO.YSZ'b le. used measure of economic growth, and its accuracy is
Every ﬁ@e years the GDP (and the highly dependent on its source data, whether the latter

entire national accoum‘s) is benchmarked come from official or other sources. Both the level

using the latest available annual and

periodic surveys.

of GDP and period-to-period changes in GDP are
important economic indicators for a wide spectrum
of users, and Stats SA invests heavily in keeping its
estimates of GDP as accurate as possible. Every five
years the GDP (and the entire national accounts) is
benchmarked using the latest available annual and periodic surveys. A new base
year is introduced and historic data are revised accordingly. Benchmarking of the
national accounts is the reconciliation of high-frequency monthly/quarterly data
that track short-term dynamics in the economy with more accurate and detailed
annual and periodic data of lower frequency.

The five-yearly national accounts benchmarking and rebasing exercise typically
provides a good opportunity for introducing improved coverage and/or
methodologies. The results of the latest benchmarking and rebasing were published
in November 2014 (the base year was changed from 2005 to 2010, i.e. the accounts
in constant prices now use 2010 prices instead of 2005 prices). An important
innovation in 2014 was the introduction of key elements of the 2008 System of
National Accounts (“SNA”), which replaced the 1993 SNA.The SNA is the national
accountant’s ultimate guide for compiling the national accounts; it is a product of
the United Nations, the IMF, the World Bank, the OECD and Eurostat.

Highlights of the last four national accounts benchmarking exercises are shown in

Table 2.

Table 2 — Main innovations in national accounts benchmarking

1995 base year SNA 1993 (replacing SNA 1968); increased coverage in
(implemented in 1999) | areas such as the informal sector and telecommunications

New business register based on tax records; Supply-use

?.OOOIbase };ezr. 2004) tables for annual estimates; Double deflation (i.e. separate

tmpementecin deflation of components to calculate value added)
Inclusion of non-observed economy (illegal and

?i(r)r(l);li)rjlseen};zzrin 2009) underground activities); Increase in compilation level of

supply-use tables

2010 base year SNA 2008 (important elements); Use of (inter alia) 2011
(implemented in 2014) | population census
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The next GDP rebasing is scheduled for 2019 (change from 2010 base year to 2015
base year). However, if current plans continue to run smoothly, important changes
in the compilation and presentation of GDP will take place in early 2016. In South
Africa the current institutional arrangement for the estimation of GDP is that the
“production”approach (or calculation) is the responsibility of Statistics South Africa
(the official estimate of GDP), while the “expenditure” approach is the responsibility
of the South African Reserve Bank (“SARB’). In theory the production and
expenditure approaches must result in the same GDP estimate; in practice the
results can be quite different, and consequently the expenditure estimate of GDP
contains a residual to ensure that its published GDP estimate is the same as the
production estimate.

It is rare, if not unique to South Africa, for the
production and expenditure estimates of GDP
to be compiled by separate institutions. The SNA
provides a consistent framework in which source
data can be confronted, reconciled and balanced to fmining in Qﬁfiﬂ/ statistics and

reach GDP measured by different approaches. The national accounts, the expenditure—

volur?le (.)f source qata is large. It is not o.pt1ma1 for A I OJFGDP L. pan‘icu/ar.
two institutions with different core functions, legal

A group of young economists and
statisticians was recruited for intensive

mandates, staff complements and organisational
cultures to compile separate estimates of a concept as complex as GDP using the

full range of opportunities provided by the SNA framework.

Consequently, in 2012 Stats SA initiated a long-term project to build the capacity
that would be required for Stats SA to take responsibility for the expenditure
calculation of GDP. A group of young economists and statisticians was recruited
for intensive training in official statistics and national accounts, the expenditure-
based estimates of GDP in particular. The training was conducted by several
international experts in national accounts, and in preparing for the transition, Stats
SA has worked closely with the SARB at every stage of the project. The work has
progressed well, and if it continues to do so, expenditure-based estimates of GDP
will be published by Stats SA for the first time in early 2016. Users will receive
the production and expenditure GDP estimates simultaneously in one statistical
release, which should assist them in analysing the results more effectively (currently
the production estimates are published two to three weeks before the expenditure
estimates).

The GDP expenditure project has also provided an opportunity, with the assistance of
international experts, to assess the adequacy of source data for the national accounts.
As stated above, the volume of source data that must be analysed in the compilation
is large. But for national accountants, large is never enough! The national accountant
will always want more information, in as much detail as possible, and delivered
sooner rather than later. The survey that has received the most attention in this
regard is the Quarterly Financial Statistics (“QFS”). To be of full benefit to GDP,
the QFS results need to be available earlier than has historically been the case, and
as a primary source for fixed investment and changes in inventories, the QFS (or a
variant thereof) requires significant re-engineering.

The export and import unit value indices mentioned in the previous section are
a recent innovation that rely on administrative data (trade data from SARS).
Administrative data may provide cost-effective solutions in other areas as well, such
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For example, research has been

as estimates of economic activity at regional level, and Stats SA will continue to
explore these possibilities.

Communication with the public

For any official statistics agency, whose independence and neutrality are of the
utmost importance to its credibility, communicating official statistics requires a
careful balance. On the one hand it is important to make statistics accessible to
the public and to explain their meaning clearly, especially considering that a large
portion of the public (worldwide) is fearful of the very concept of statistics. On the
other hand, in the process of disseminating data and demonstrating how they can
be used, it is important for statistical agencies to avoid
being drawn into contentious policy debates beyond
the mandate of their enabling legislation.

conducted _fOT a number Uf‘ additional Communication is not ‘behind the scenes’ (on the
enterprise surveys, name[y air transport, contrary!), but is nevertheless mentioned here as Stats

communications and real estate. But for

these and other new surveys to proceed,

SA has taken a number of steps to communicate
its statistics more effectively. Stats SA’s website
was recently revamped, with one of the many new

additional funding would be T€gui7’56l’- features being data stories based on statistical

releases. Increased attention has been given to press
conferences with presentations that aim to explain
the data clearly. In 2012 the layouts of several statistical releases were revamped to
improve their presentation. Other recent developments include the introduction of
‘apps’ on Apple products and the use of Twitter. In 2014 an economic statistics user
group was instituted to complement a number of more specific user groups that
already exist. These user groups are an important channel for Stats SA to inform
users of forthcoming developments and for users to give feedback to Stats SA and
raise concerns which they may have regarding economic statistics.

Constraints and concerns

While the developments outlined above convey a generally positive message
about recent achievements and further progress to come, in the world of economic
statistics there will always be room for further improvements in existing surveys
and the potential for additional surveys to fill gaps in the coverage of the economy.
For example, research has been conducted for a number of additional enterprise
surveys, namely air transport, communications and real estate. But for these and
other new surveys to proceed, additional funding would be required. A full census
of agriculture, last conducted in 2007, would also require additional funding (the
agricultural survey listed in Table 1 is confined to commercial farms registered for
tax).

An ongoing concern for Stats SA is the administrative burden that is placed on
respondents in completing our questionnaires, and the associated risk of lower
response rates if the burden becomes too onerous and/or respondents perceive
their co-operation to be a waste of time and effort. Communicating a message of
the importance of reliable official statistics, to both respondents and the public in
general, is therefore an ever-present imperative for Stats SA.

There is widespread demand for many of Stats SA’s economic statistics to be made
available at a regional level rather than national only. It is difficult to comment on
the prospects for any progress here in the near future, as even with increased funding
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(to run larger samples, for example) there would be serious obstacles, one of which
is the problem of respondent burden which has already been mentioned. This is
an area in which innovative use of administrative data may provide answers. Users
have also requested access to unit data from existing
surveys, but there are legal obstacles to meeting these
requests arising from strict confidentiality provisions B S Afri e

in the legislation and the willingness of respondents

) . . to be optimal and internationally
to Comp ete our questlonnalres.

comparable it will be important for
A final issue to mention here is the implementation Stats SA to im s Jement a South A f?’imn

of a new classification system for Stats SA’s enterprise
surveys. Currently these are based on SIC 5 (Standard
Industrial Classification of all Economic Activities,
fifth edition). SIC 5 is based on the third revision
of the International Standard Industrial Classification of all Economic Activities
(“ISIC 3”), with suitable adaptations for South African conditions. ISIC 4 was

published in 2008, and it introduced many changes in the classification of economic

version of ISIC 4.

activities. For South Africa’s economic statistics to be optimal and internationally
comparable it will be important for Stats SA to implement a South African version
of ISIC 4. This, however, would require substantial funding, which may be difficult

to secure in the current environment of public-sector budgetary constraints.

Conclusion

Keeping a nation’s official statistics up to date and relevant goes far beyond the
repetitive processes that the public tends to associate with the day-to-day running
of a national statistical office. Certainly there are many routine procedures without
which Stats SA would not be able to function, but alongside those are programmes
of change that are an ever-present requirement if official statistics are to live up to
the expectations of the Statistics Act (refer back to the opening paragraph). The
preceding discussion provides some insight into developments that have taken place
in Stats SA’s ‘economic statistics’in recent years, as well as plans f