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

KEYWORDS
basic income support, benefit incidence analysis, inequality,
poverty

JEL CLASS IF ICAT ION
E62, H31, H22, H20

1 INTRODUCTION

The debate on the distributional impacts of social transfers continues to be contentious, espe-
cially in developing economies with limited resources available. One school of thought advocates
for social transfers to assist impoverished households in improving consumption (Fabrizio et al.,
2020), whereas others argue that these transfers create undesirablewelfare dependency or adverse
effects on the economy through increased taxes (Cury et al., 2016). We contribute to this debate
by investigating whether the benefits of social transfers, through the implementation of a basic
income support (BIS), achieve their primary purpose of improving social welfare in South Africa.
South Africa has made some progress towards addressing the social and economic inequali-

ties left behind by the Apartheid regime. Interventions include, but are not limited to, improved
access to education, improved infrastructure (such as electrification, sanitation and water) and
improved access to job market opportunities for the disadvantaged population. To address the
high inequality and poverty rates, the post-Apartheid government introduced or expanded sev-
eral social welfare programmes as a means to establish a more equitable society. These include
the Child Support Grant (CSG), the Disability Grant, the Old Age Pension, the War Veteran’s
Grant and the Foster Care Grant. These welfare programmes are distributed outside the labour
market to assist the elderly, children and the disabled. According to theGeneralHousehold Survey
(GHS, 2021: 27), the percentage of households that have benefitted from at least one social grant
has increased from 30.8% in 2003 to 50.6% in 2021. However, despite government efforts, inequal-
ity in South Africa remains persistently high, with only slight improvements from 1993 levels.
South Africa remains one of the most unequal countries in the world, with a persistent per capita
expenditure Gini coefficient of over 0.60 (Statistics SA, 2019). South Africa also features relatively
higher poverty and unemployment rates1 than other middle-income countries with similar per
capita incomes (Inchauste et al., 2015). For example, South Africa had the highest unemployment
rate, not only in Africa but globally in 2021 at 34% (Quarterly Labour Force Survey [QLFS], 2022).
To compound the inequality and unemployment crisis, South Africa continues to struggle with
high poverty rates. Nearly 18.2 million people out of a population of 60.4 million were living in
extreme poverty in 2023, using the international poverty threshold of US$1.90 a day per person
(2011 PPP) (Cowling, 2024). These alarming statistics lead to a call to expand existing social grant
schemes as a means to address poverty and inequality in the country.
Social grants have been associated with multiple positive outcomes, including income, sav-

ings, assets, food spending, school attendance and cognitive development (Bastagli et al., 2016).

1 Unemployment refers to the percentage of the labour force that is actively seeking employment (QLFS, 2022).
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POSSIBLE WELFARE BENEFITS OF BIS 3

Specifically, social grants have been found to support consumption and to improve the welfare of
grant recipients and their households in South Africa (Neves et al., 2009). Investments in nutri-
tion, schooling, productive assets and informal economic activity have also been associated with
child support and old age grants in South Africa (Neves et al., 2009). In fact, Neves et al. (2009)
and Banerjee et al. (2017) found no evidence of the adverse effects that literature has sometimes
suggested might be associated with grants, such as disincentivizing work. Instead, evidence by
Satumba et al. (2017) notes significant poverty reduction, particularly in poorer provinces such as
Eastern Cape and Limpopo, with the most significant impact on poverty coming from the CSG.
Though the monetary value of the CSG is lower than the old age pension grant, the CSG is South
Africa’s largest social cash transfer programme, targeting a larger share of the population, fol-
lowed by the old age pension. At the time of the study in 2016, 71% of the grant holders were
beneficiaries of the CSG in relation to the 18.8% who received the old age pension (Satumba et al.,
2017). Smaller effects on poverty were noted for the disability grant, although the authors note
that this grant had fewer beneficiaries. More recently, Bhorat and Kohler (2020) found that the
increase in grant spending, particularly on the CSG, during the COVID-19 pandemic significantly
increased the incomes of poor households. In addition, they found that this spending has been
pro-poor, helping with income redistribution.
Unemployment, persistent inequality and economic stagnation reinforced more recently by

COVID-19 are some of the challenges that South Africa faces. Hunger is also a significant chal-
lenge. According to the South African GHS (2021: 51), the percentage of households that had
limited access to food decreased from 23.6% in 2010 to 17.8% in 2019 before increasing to 20.9%
in 2021 due to the COVID-19 pandemic. The COVID-19 pandemic exacerbated existing inequal-
ities through job losses and necessitated the introduction of the Social Relief of Distress (SRD)
Grant in 2020 to support those who were left unemployed or impoverished. Prior to the COVID-
19 pandemic, BIS had been on the policy agenda in South Africa for at least two decades—since
the Taylor Committee in 2001. The introduction of the special COVID-19 SRD Grant renewed
interest in BIS in South Africa. The COVID-19 SRD grant in South Africa can be seen as a pilot for
permanent BIS for several reasons. First, the SRD grant was introduced as an emergencymeasure
in response to the COVID-19 pandemic to provide temporary relief to individuals who lost income
due to lockdownmeasures. Despite being temporary, the grant’s structure and the response it gen-
erated highlighted the potential for a more permanent BIS system. A report by Van den Heever
et al. (2021), conducting a review on the feasibility of a BIS in South Africa, recommended that
the existing COVID-19 SRD grant be used as a platform for an expanded system of BIS, given that
the grant involved limited trade-offs and risks with regards to raising additional revenue. Sec-
ond, unlike more established social grants in South Africa, COVID-19 SRD targeted a broader
demographic affected by sudden income loss, including unemployed working-age individuals
who typically did not qualify for other grants. This has sparked interest in the concept of uni-
versal basic income or a more comprehensive form of income support. Lastly, despite challenges
like payment delays, the COVID-19 SRD grant’s implementation has shown the ability of the pub-
lic infrastructure to rapidly disburse funds to a large number of recipients, demonstrating the
potential for a more permanent basic income programme.
BIS would be a form of social assistance intended to provide financial assistance to people

between the ages of 18 and 59 who cannot access employment or earn a decent income. To date,
very few cases of Universal Basic Income trials exist in developing countries. Those that do exist
point to the vital benefits a basic income grant systemmight provide. For example, a basic income
pilot in Otjivero, Namibia, saw reductions in poverty and child malnutrition, as well as improve-
ments in small-scale local economic activity (Haarmann et al., 2023). A randomized controlled
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trial of basic income tested across nine villages in India similarly found positive impacts: better
nutrition, better health care and better agricultural productivity among those receiving the grant
(Davala, 2023). A recent large-scale experiment evaluating a universal basic income in rural Kenya
found significant reductions in hunger, sickness and depression (Banerjee et al., 2020). This evalu-
ation took place against the backdrop of the COVID-19 pandemic, and the authors note that these
benefits were received despite the pandemic context.
This study lends some insights to the scant basic income grant literature in developing countries

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

grant under three scenarios. As some form of support exists for children under 18 (child grant)
and adults that are 60 years and above (old age pension), we allocate the grant only for adults
from 18 to 59. We exclude those under the age of 18 because the CSG in South Africa covers all
children under the age of 18 that are eligible for the grant. We also exclude those above the age of
59 because the old age pension grant covers beneficiaries from 60 years and above, who are also
expected not to be receiving any other type of social grant. In addition, some poor householdsmay
benefit from a combination of social grants if the members include pensioners, young children
and/or disabled persons. However, no income support currently exists for adults in South Africa
between the ages of 18 and 59, unless they have a disability (Van den Heever et al., 2021). In the
first scenario, we consider universal income support for those aged 18–59. In the second scenario,
we allocate the benefit only to those aged between 18–59 and unemployed. Lastly, we allocate BIS
only for extremely poor individuals (defined by the food poverty line of the country in 2021) who
are unemployed and between the ages of 18 and 59. Under all the scenarios, we employ an income
incidence analysis approach based on the Commitment to Equity (CEQ) methodology to deter-
mine whether implementing BIS redistributes resources to the poor. We ask two main questions.
First, what are the possible welfare benefits of a BIS programme on poverty and inequality in
South Africa? Second, how would the BIS’s welfare benefits be distributed across the population
if all those who meet the criteria under each scenario get access to the BIS?
Our results suggest that BIS has the potential to reduce poverty and inequality in the country.

However, the effect varies based on the targeting mechanism used to identify beneficiaries. We
note that targeting the unemployed and the impoverished makes BIS more pro-poor and progres-
sive and reduces the leakage of benefits to the non-poor. On the other hand, universal BIS has the
highest potential to reduce poverty and overall inequality in the country but is also significantly
more expensive.

2 RELATED LITERATURE

The theoretical framework on which the empirical evidence on social transfers is based pro-
poses that, in general, cash transfers, such as the proposed BIS, can have both micro and macro
level impacts on the economy. At a micro level, grants influence how households allocate labour
between work and leisure and can therefore change labour force participation rates (Ferro & Kas-
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POSSIBLE WELFARE BENEFITS OF BIS 5

souf, 2010). According to Tiberti et al. (2018), although social grants, such as the old age pension,
can be a source of income to young adults in the household, they can also work as a disincen-
tive for young adults to search for employment and may prolong their stay in the household. In
addition, cash transfers, such as the CSG, may end up benefiting the adult instead of improv-
ing children’s welfare (Duflo, 2003). On the other hand, households that receive social grants can
improve and diversify their consumption patterns, particularlywhen the beneficiaries arewomen.
Evidence suggests that larger improvements in child and household welfare are associated with
income given to women (Duflo, 2000). At a macro level, grants impact the fiscal balances through
redistributing tax revenue to finance the cash transfers. Furthermore, labour reallocations and
household consumption changes can affect economic production (Tiberti et al., 2018).
Empirical evidence in the literature evaluating social assistance programmes finds largely pos-

itive effects on social well-being. For example, Debowicz and Golan (2014) find that the poverty
rates in Mexico have reduced due to the Oportunidades programme, and Cury et al. (2016) find
that two Brazilian social protection programmes have positive effects on poverty, but the positive
effects are largely offset by the higher taxes needed to finance the two programmes. Other studies
find that direct cash transfers provided to poor women improve female labour force participa-
tion, with immediate positive impacts on poverty and inequality (Salehi-Isfahani & Mostafavi,
2018). Moreover, cash transfers have had meaningful impacts on poverty: For example, the Pro-
ductive Safety Net Program (PSNP) in Ethiopia has reduced poverty by 0.5 percentage points each
year since its implementation in 2005 (Hill & Tsehaye, 2018). Hirvonen et al. (2018) also find
poverty-reducing effects from the PSNP but note that this does not achieve a sizable inequality-
reducing effect. However, Fabrizio et al. (2020) conclude that such fiscal interventions can reduce
the income gap between the top 10% of the income distribution and the bottom 10%.
The expansion of grants in South Africa, particularly the CSG, which was first introduced in

1998, has had an impact on overall household poverty levels, as well as children’s health and wel-
fare. The CSG was set at R460 in 2021, whereas the food poverty line in 2021 prices was R595 per
individual. As of 2022, 13 million children were receiving this grant (Dikoko & Patel, 2023), an
increase from 10.7 million in 2011/12 (Tiberti et al., 2018). According to an impact assessment con-
ducted byUNICEF in 2012,2 early receipt of the CSG (in the first 2 years of life) in SouthAfricawas
found to improve children’s health, cognitive skills and completion of more grades of schooling.
Qualitative interviews with grant recipients suggest that the CSG is incorporated into the house-
hold income, where the recipients of the grant mainly spend it on food and on paying school fees
for their children (Granlund & Hochfeld, 2019; Khosa & Kaseke, 2017). CSGs are found to have
transformative effects at (i) an individual level through reduced worry and stress due to improved
financial security and planning, (ii) an intra-household level through increased decision-making
power and bargaining power for women and (iii) at a community level through spillover effects
into church donations or informal savings associations (Granlund & Hochfeld, 2019). Similarly,
Tiberti et al. (2018) assess the impacts of a possible increase in the CSG in South Africa and find
that the CSG decreases poverty in the population, specifically for children, as well as increases
labour supply among grant recipients.
Old age pension grants have also been highlighted in the literature for their poverty reduc-

tion effects. Early work on the South African old age pension notes the pro-poor nature of these
transfers, highlighting also the benefit to children (Case & Deaton, 1998). The authors note that
children living with pensioners is common in South Africa and that this is particularly true for

2 https://www.unicef.org/southafrica/media/1116/file/ZAF-South-African-child-support-grant-impact-assessment-
2012.pdf

 14678292, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/apce.12489 by U

niversity O
f Pretoria, W

iley O
nline L

ibrary on [10/01/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense

https://www.unicef.org/southafrica/media/1116/file/ZAF-South-African-child-support-grant-impact-assessment-2012.pdf
https://www.unicef.org/southafrica/media/1116/file/ZAF-South-African-child-support-grant-impact-assessment-2012.pdf


6 CHISADZA et al.

poorer children, making the pension pro-poor both in supporting older people and children. Fur-
thermore, findings by Duflo (2003) indicate that the expansion of the old age pension programme
in South Africa led to an improvement in the health and nutrition of girls, especially when the
beneficiaries were women. More evidence suggests that not only children benefit from the old
age pension grants in terms of improved level of school attendance, but other members of the
households also receive positive spillovers (e.g., the unemployed young adults can use income to
search for employment further from home), particularly in female-headed households (Goodur,
2008; Samson et al., 2004). As of 2021, the old age pension grant was set at R1890, whereas the
food poverty line in 2021 prices was R595 per individual, with 3.7 million people receiving the old
age pension grant by 2022.
Currently, in South Africa, the BIS is being considered by policymakers to alleviate poverty

among unemployed citizens. However, the government faces resource scarcity and therefore
needs to create fiscal space to set up such a reform. As of 2021, 51% of households benefitted from
social grants nationally, with 20% of households depending on grants as their primary source of
income (GHS, 2021).
Business organizations have cautioned against BIS, stating that the grantwould be unaffordable

(depending on its structure and level, it could cost anything between R20 billion and R2 trillion a
year),3 particularly with the burden of other social grants already in existence. Furthermore, the
business organizations argued that the grant might cause adverse effects on the economy through
higher taxes. Research undertaken by Business Unity South Africa (BUSA) and Business Lead-
ership South Africa (BLSA) found that raising taxes would be the most viable way to raise the
required funds for the BIS. This would involve significant increases in personal income tax. VAT
would also need to be increased by between 14% and 29%, effectively an increase of two percent-
age points from the current VAT level of 15%, whereas the corporate tax level would have to be
increased by between 24% and 47%.4
Given the debate surrounding the BIS in South Africa, it is not surprising that policymakers

have become increasingly interested in inquiry-based evidence that examines the affordability
and potential positive impact of basic income grants on welfare and on income redistribution
while also considering trade-offs (e.g., increased taxation).

3 DATA

Incidence analysis studies combine information from national accounts and household survey
data, or they rely on incidence indicators from secondary sources, usually micro-datasets that
collect information from households and their members. Multiple generations of household sur-
veys have been produced since the end of the apartheid in South Africa by Statistics South Africa
(Stats SA). These household surveys provide nationally representative micro-level information
on the labour market. Although the data landscape of South Africa are better than that of many
African countries, the labour survey data are not designed to conduct dynamic analysis and do not
allow for straightforward comparability. To tackle challenges related to comparability, the Univer-
sity of Cape Town, under its ‘DataFirst’ initiative, stacked cross-sectional survey data called the

3 https://www.news24.com/fin24/economy/basic-income-grant-could-drive-south-africans-to-emigrate-study-says-
20220725
4 https://www.timeslive.co.za/news/south-africa/2022-07-28-we-must-choose-which-hardship-we-can-bear-thuli-
madonsela-on-basic-income-grant-dilemma/
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Post-Apartheid Labour Market Series (PALMS). These data consist of a harmonized compilation
of four household surveys conducted after 1993 (Kerr & Wittenberg, 2019). Notably, for the pur-
pose of this study, the latest release (PALMS version 3.3) captures labour income at the individual
level that is consistent over time. PALMS data from 2008 to 2018 come from the QLFSs collected
from nationally representative data by Stats SA.
This study uses 2017 QLFS data, which are a part of PALMS, as a primary micro dataset to allo-

cate BIS transfers and income tax for each individual within a household. The income variable in
the dataset captures the monthly labour earnings income of each individual before taxes and at
constant prices as of December 2015 (Kerr & Wittenberg, 2019). The QLFS uses a rotational sam-
pling method where dwellings are assigned to one of four rotation groups, and each group has
dwellings rotated into the sample every quarter throughout the year. Given that the unit of obser-
vation is households within these dwellings, maintaining consistency and accuracy is crucial. To
achieve this, we adopted the approach of retaining only the last observation per dwelling in 2017.
The main benefit of this approach lies in providing a clear and current snapshot of individual
labour characteristics, including their recent income, based on the most up-to-date information.
Our analysis focuses on individuals, but we aggregate post-income tax, and BIS transfers income
at a household level to assess the potential impact of BIS on poverty and inequality.
The LFS was chosen for our analysis because it focuses on employment and unemployment,

and it represents the working-age population nationwide. As previously discussed, the SRD grant
aimed to assist individuals who typically did not qualify for other grants. The eligibility criteria for
the SRD grant were strict, and there are ongoing discussions in policy circles about the feasibility
of a basic income as a more sustainable social safety net for those not covered by existing grants.
Thus, our analysis is based on LFS data, which represents the individuals we are interested in.
However, it is important to note that the LFS does not collect data on other social grants, which
limits our analysis in that regard.
Income tax is allocated to individual labour income based on SARS income tax rates.5 QLFS

contains data on individual labour income, area of residence and other socio-economic charac-
teristics of individuals, such as educational attainment, race and gender. Per capita values are
obtained by dividing the total labour income of household members net of income taxes and
transfers (specifically, the BIS is for those who meet the criteria under the different scenarios we
considered) by the total number of household members, defined as individuals who spent at least
four nights in a week together during the reference period.6 Table 1 shows the population demo-
graphics across income quantiles, poverty status using the lower bound poverty line (LBPL) and
population group. From the table, we can see that 20% of the population belongs to each quintile.
About 60% of the total population live in poverty, under the LBPL of ZAR 860. The majority (76%)
of individuals residing in rural areas live in rural poverty. The corresponding number of individ-
uals living in urban areas is 51.3%, suggesting that poverty is higher in rural areas. Similarly, the
preponderance of the poor (about 85%) are black South Africans.
We build three scenarios to determine who receives the BIS transfer and to calculate the dif-

ferent income concepts discussed in Figure 1. Given that some form of support exists for children
under 18 (child grant) and for adults aged 60 and over (pension), we allocate the grant only for
adults from 18 to 59. In the first scenario, we consider universal income support for all individuals
aged 18–59. In the second scenario, we allocate the benefit to those aged between 18 and 59 who
were unemployed. Lastly, we allocate BIS for individuals between the ages of 18 and 59 who live

5 https://www.sars.gov.za/tax-rates/income-tax/average-income-tax-rates-comparisons/
6 It is important to note that due to data constraints, we are only considering BIS as the only social transfer.
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POSSIBLE WELFARE BENEFITS OF BIS 9

F IGURE 1 Definitions of
income used in the Commitment
to Equity (CEQ) fiscal incidence
analysis.
Source: Adapted from Lustig and
Higgins (2012). [Colour figure can
be viewed at
wileyonlinelibrary.com]

in extremely poor households (defined by the food poverty line, ZAR 595 per capita) and were
unemployed in 2017. In all the scenarios, the BIS transfer is assumed to be equivalent to the coun-
try’s food poverty line, ZAR 595 per individual per month in 2021.7 We use R595 as it closely aligns
with the COVID-19 SRD grant extension and reflects the grant amount for the 2021/22 financial
year. Following the argument of Ravallion (2005) and Van de Walle and Mu (2007), we used the
income net of all social protection transfers to rank the welfare of individuals and households
in all the scenarios. This approach is based on the argument that a reasonable measure of pre-
transfer income should take out at least half of social insurance benefits and 100% of any social
assistance benefits. Finally, we used the LBPL, equivalent to amonthly value of ZAR 860, to assess
the possible effect of BIS under all three scenarios.

4 METHODOLOGY

We employ traditional benefit-incidence techniques to explore how the welfare benefits of BIS
would be distributed across the population if all those who meet the criteria under each scenario
get access to it. This would allow us to understand the effect of the grant on poverty and inequal-
ity. To this end, this study utilizes the CEQ methodology (Lustig & Higgins, 2012, Lustig, 2018),
which stipulates various methods of assigning transfers or benefits to individuals to analyse their
distributional impacts.
The CEQ method follows standard practice and uses market income or pre-transfer income as

the benchmark against which changes in welfare (poverty or income inequality in this case) due
to the public expenditure instruments are compared. At the core of the CEQmethod is the calcu-
lation of different income concepts. Our analysis will use two income concepts: market income
and disposable income. Market income refers to income from wages and salaries in the labour

7We also considered BIS transfer equivalent to the country’s LBPL, ZAR 860 per individual per month in 2021 price,
and assessed the possible effects using the upper bound poverty line, ZAR 1300 per individual per month in 2021 price.
Our results are consistent. The universal basic income support has the biggest overall impact on poverty and inequality
reduction. However, targeting only the unemployed and the poorest makes the basic income support more pro-poor and
progressive. Results are available from the authors.
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10 CHISADZA et al.

market.8 This income is viewed as ‘pre-fiscal’ because it refers to individual earnings before the
government influences the income distribution through its tax and spending policies. Dispos-
able income is cash income available after the government has taken away direct taxes (such as
personal income tax) and has distributed direct transfers (such as BIS and ‘near cash’ transfers).9
Figure 1 summarizes the different definitions of income used in the CEQ fiscal incidence analysis.
The two income concepts are computed using the following formula:

𝑌𝑖 = 𝐼𝑖 −
∑

𝑗

𝑇𝑗𝑆𝑗𝑖 +
∑

𝑘

𝐵𝑘𝑆𝑘𝑖 (1)

where 𝑌𝑖 is individual 𝑖’s income after taxes and transfers (disposable income); 𝐼𝑖 is individual
𝑖’s labour market income (income before taxes and transfers); 𝑆𝑗𝑖 is the share of tax (𝑇) 𝑗 paid
by the individual 𝑖. 𝑆𝑘𝑖 is the share of transfer (𝐵)𝑘 received by individual 𝑖.10 Market income
is computed from an individual’s income from employment. Disposable income, in our case, is
labour income minus income tax plus BIS transfer. The value of the transfer is the hypothetical
BIS for those individuals who meet specific criteria. We used the food poverty line of ZAR 595
(in 2021 prices) as the transfer amount and investigated the redistribution effect of the transfer
under three scenarios. The three scenarios are universal income support for those from the ages
of 18 to 59; universal income support for those from the ages 18 to 59 and unemployed; mean
tested income support for the unemployed from the ages of 18 to 59 that live in extremely poor
households (defined by the extreme poverty line of the country in 2021, ZAR 595).
In a nutshell, the following steps11 in the analysis are followed:

1. Identify all individuals that qualify for the BIS and allocate different income levels;
2. Obtain unitary benefits by dividing total benefits to individual beneficiaries and their families

(from step (1));
3. Rank the identified individuals according to socio-economic status (such as quintiles of

household per capita income, poverty status, gender or education); and
4. Assign the unitary benefit (obtained in step (2)) across the distribution of beneficiaries and

compute the shares of the income allocated to different portions of the population.

In summary, the method identifies which socio-economic groups would benefit the most from
the grant and sheds light on how BIS impacts the welfare and livelihoods of individuals and their
households.

8Market income also includes income from investments and other taxable income earned by private means. However, the
study only considers wages from employment and salaries from self-employment due to data constraints.
9 Governments also affect the income distribution of individuals through the provision of free or subsidized public services
such as health and education. Final income can be calculated as disposable income plus the value of these in-kind benefits
minus any co-payments and participation costs for those services. However, due to data constraints, the study does not
consider other cash transfers such as child grants and pensions and in-kind government provisions such as education and
health.
10 The different taxes and income tax need to be included alongwith transfers in calculating the different income concepts.
Considering all taxes gives a more precise measure of the different income concepts and enables estimation of the effect
of the transfers to mitigate the negative (if any) effect of government taxes on poverty and inequality. However, because
the study’s objective is to simulate the potential effect of new transfer (BIS) and data limitation, it only considers income
tax on labour income (wages of employees and part of the income of the self-employed).
11 See van de Walle (1998) for detailed discussion.
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POSSIBLE WELFARE BENEFITS OF BIS 11

We acknowledge some limitations of the CEQ methodology, such as not incorporating
behavioural or general equilibrium effects. The CEQ methodology is also a point-in-time rather
than a lifecycle measure, which may limit the ability to capture the long-term effects of the policy
on the welfare indicators (Lustig & Higgins, 2012).
It is important to note that CEQ analyses and its findings are subject to several caveats. First,

fiscal incidence analysis within CEQ does not incorporate behavioural or general equilibrium
effects, focusing on average incidence. Second, assumptions regarding tax shifting and labour sup-
ply responses assume perfect elasticity, which may not reflect real-world conditions accurately.
Third, the analysis lacks consideration of within-household inequality, thereby overlooking how
income is distributed among household members. Lastly, due to data constraints, our analysis
excludes other taxes such as corporate income and property taxes, as well as in-kind government
spending like infrastructure investments, education, health services and existing cash transfers
such as child grants and pensions. These exclusions limit the comprehensive assessment of the
full distributional effects of BIS across different socio-economic groups. Despite these limitations,
our method remains comprehensive for tax-benefit incidence analyses available for middle- and
low-income countries to date, and the findings shed light on the implications of the introduction
of BIS on poverty and inequality in the country.

4.1 Poverty and inequality measures

After computing market income and disposable income, inequality indices are calculated for
each income concept to assess the redistributive effect of BIS. Inequality is measured using the
Gini index, a widely used measure of income inequality. Using the Gini index, we can trace how
inequality evolves after BIS transfers are added and income taxes are deducted. We do this by
computing the index using before and after tax income. For instance, comparing inequality at the
market and disposable incomes shows how much redistribution is achieved by direct transfers
(Enami et al., 2019; Higgins & Lustig, 2016). Similarly, the impact of BIS on poverty is assessed
by tracing the changes in the popular Foster–Greer–Thorbecke (FGT) class of poverty measures
across the different income concepts (Foster et al., 1984). For poverty, we use three indicators:
headcount index (a measure of the proportion of the population that is poor), the poverty gap
ratio (a measure of the depth of poverty—the aggregate poverty deficit of the poor relative to
the poverty line) and poverty severity (a measure of the (squared) proportional shortfall from the
poverty line). When assessing the effect of government redistribution programmes through trans-
fers and taxes on poverty and inequality under this approach, the impact of any fiscal component
depends on its magnitude and progressivity (Lustig & Higgins, 2012).

4.2 Measures of pro-poorness and progressivity

For any measure of household income, this study measures the progressivity of fiscal policy
components (income taxes and the BIS transfer) by comparing the cumulative distribution and
cumulative concentration before and after the income has been received. This approach compares
the cumulative distribution (cumulative concentration shares represented as a concentration
curve) of BIS with the cumulative distribution of market income (represented by amarket income
Lorenz curve) and the cumulative share of the total population ranked by market income (Duc-
los & Araar, 2006). Lorenz curves are used to make unambiguous comparisons about whether
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12 CHISADZA et al.

F IGURE 2 Graphic representation of progressivity of taxes and social transfers.
Source: Lustig and Higgins (2012). [Colour figure can be viewed at wileyonlinelibrary.com]

BIS reduces inequality.12 Similarly, concentration curves map the cumulative share of benefits
received from a particular category of transfers on the vertical axis against the cumulative share
of the population, ordered by pre-fiscal income, on the horizontal axis (Duclos & Araar, 2006).
One can also obtain aggregate progressivity indices by computing concentration indices (Duclos
& Araar, 2006). The concentration index is twice the area between the concentration curve and
the diagonal line. It is defined using a covariance formula as 𝐶𝑥

𝑖
= cov(𝑖, 𝐹(𝑥))

2

𝜇𝑖
, where 𝐶𝑥

𝑖
is

the concentration coefficient of fiscal component i with respect to market income x, 𝐹(𝑥) is the
cumulative distribution of themarket income and 𝜇𝑖 is the average value of component i. Figure 2
illustrates the concepts of general progressivity, regressivity or neutrality of transfers and taxes.
Figure 2 depicts three important points in terms of assessing the progressivity or pro-poorness

of government redistribution programmes. A transfer is globally progressive if the proportion of
the transfer received in relation to market income declines as income increases or when its con-
centration curve lies above the market income Lorenz curve everywhere (Higgins & Lustig, 2016;
Lustig, 2018). A necessary but not sufficient condition for this is for the transfer’s concentration
coefficient to be negative. A transfer will be progressive in relative terms if the proportion received
in relation to market income decreases as income rises, or equivalently, when its concentration
curve lies everywhere between the market income Lorenz curve and the 45-degree line (Lustig,
2018). On the other hand, a transfer is globally regressive if the proportion of transfer received in
relation tomarket income increases with income or when its concentration curve lies everywhere
below themarket income Lorenz curve (Higgins & Lustig, 2016; Lustig, 2018). A necessary but not
sufficient condition for this is that the concentration coefficient of the transfer should be positive.

12 Lorenz curvesmap the cumulative share of market income and disposable income on the vertical axis against the cumu-
lative share of the population, ordered bymarket or the ‘reference’ income on the horizontal axis (Enami et al., 2019; Lustig
& Higgins, 2012).
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POSSIBLE WELFARE BENEFITS OF BIS 13

TABLE 2 Sample and population sizes—Scenario 1.

Sample sizea Populationb

Households Individuals Recipients Households Individuals Recipients
All observations 17,783 47,376 14,630,764 39,479,946
Universal BIS to
individuals aged 18–59

15,060 43,297 25,699 12,750,913 36,793,782 23,090,879

Abbreviation: BIS, basic income support.
aThe sample size columns show the number of households, individuals and recipients of BIS in the survey.
bThe population columns show the number of households, individuals and recipients of BIS expanded to the population using
expansion factors.
Source: Own calculation using LFS (2017).

Finally, a transfer will be ambiguous (i.e., neither progressive nor regressive) if the concentra-
tion curve of a transfer crosses the market income Lorenz curve. We use the following criteria to
describe how BIS redistributes income:

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

2. Absolute progressive or ‘pro-poor’: BIS concentration curve is above the line of perfect
equality (the 45-degree diagonal line), and themonetary amount received falls as income rises.

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

4. Regressive: BIS concentration curve lies below the Lorenz curve for the reference income.

5 RESULTS

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

As discussed in Section 4, in the first scenario, we allocated BIS amounting to ZAR 595 per month
per individual for all SouthAfricans aged between 18 and 59. A universal basic income programme
such as BIS under this scenario is comparatively straightforward to implement; individuals receive
a fixed transfer regardless of income. From an implementation point of view, themain challenge is
to ensure that each person receives the transfer only once. Even though universal BIS distributes
the same value of the transfer to everyone, regardless of income, if it is financed through pro-
gressive taxation, it can still result in a substantial redistribution of income to the poor (Hanna &
Olken, 2018).
Table 2 provides basic descriptive statistics such as the number of households, individuals

and recipients of BIS under this scenario, expressed as simple (un-weighted) survey counts and
population (extrapolated counts) estimates. The table suggests that BIS will have 23 million
beneficiaries under the first scenario, considering both direct and indirect beneficiaries.13

13 Direct beneficiaries are individuals who directly access BIS, whereas indirect beneficiaries are family members of the
direct beneficiaries.
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14 CHISADZA et al.

F IGURE 3 Outreach—Scenario 1.
Note: Outreach is the portion of the population in each group that has access to basic income support (BIS) under
the scenario. Specifically, outreach is (number of individuals in the specific group [African] who live in a
household where at least one member has access to BIS)/(number of individuals in the group) using household
size weighted expansion factor.
Source: Own calculation using LFS (Q1 2017). [Colour figure can be viewed at wileyonlinelibrary.com]

5.1.1 Outreach (coverage)

Under the first scenario, BIS will have about 59% direct and 93% direct and indirect beneficiaries,
respectively (Figure 3). Outreach is the proportion of direct and indirect beneficiaries of BIS in
each group (per capita labour income quantiles, area of residence, province, poverty status of the
households and population group). Given the nature of BIS under this scenario, universal benefit
to those aged between 18 and 59, the outreach of BIS under this assumption is not higher among
the poorest quintile of per capita income distribution. This is confirmed by looking at the outreach
(coverage) by the poverty status of households; non-poor households have higher access to BIS
than poor households. Outreach is highest in Limpopo and among black and coloured South
Africans.

5.1.2 Distribution of beneficiaries

Figure 4 presents beneficiaries’ incidence, the proportion of direct and indirect beneficiaries in
each group. Beneficiaries’ incidence is calculated for each per capita quintile, area of residence,
province, poverty status and race. The figure shows that 59%, 68%, 29% and 81% of BIS direct
beneficiaries would be poor, live in rural areas and Gauteng and would be black South Africans,
respectively. Regarding per capita income, 53% of direct beneficiaries belong to the bottom 60%
quintiles. Looking at the quintile of income, the majority of beneficiaries belong to the lower
quantile of income, the bottom 60, compared to the richest decile. Again, this finding confirms
the vulnerability of the unemployed individuals and their households in the country.
Table 3 presents another indicator of targeting accuracy, the Coady–Grosh–Hoddinott (CGH)

indicator for the bottom 10%, 20%, 30% and 40% of the per capita labour income distribution
for both direct and indirect beneficiaries. The CGH indicator is the share of direct and indirect
beneficiaries in the poorest x% of the population divided by that share. This indicator is a linear
transformation of the results in Figure 4. As expected, BIS under this scenario has even targeted,
with a CGH indicator of close to 1.
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POSSIBLE WELFARE BENEFITS OF BIS 15

F IGURE 4 Distribution of beneficiaries—Scenario 1.
Note: Beneficiaries’ incidence shows the proportion of beneficiaries in each group, that is, beneficiaries’ incidence
is (number of individuals in the group who live in a household where at least one member receives BIS)/(total
number of direct and indirect beneficiaries).
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

TABLE 3 Coady–Grosh–Hoddinott indicator—Scenario 1.

Direct and indirect beneficiaries Direct beneficiaries ONLY
10% 20% 30% 40% 10% 20% 30% 40%

Universal BIS
transfer

0.95 0.95 0.95 0.93 0.91 0.88 0.88 0.88

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

5.1.3 Average transfer value

Figure 5 presents the average per capita BIS value for direct and indirect beneficiaries by per capita
income quintile, population group, poverty status, province and area of residence. The average
transfer is estimated by dividing the sum of BIS transfers received by a group by the number
of direct and indirect beneficiaries in that group; for instance, dividing the sum of BIS transfers
received by the poor by the number of poor individuals that are benefiting from BIS directly or
indirectly.14 Hence, this indicates the monetary ‘importance’ of the BIS to direct beneficiaries and
to their families. If the per capita benefit level falls with income, it indicates whether BIS has an
element of benefit targeting (in addition to beneficiary targeting). This progressivity of the benefit
is not observed under this scenario; the average BIS transfer does not decline from the poorer
quintiles to the richer ones.
In parallel with the previous observation, the average value of BIS benefit for the whole pop-

ulation is ZAR 373 per capita. However, the average value considering both direct and indirect
beneficiaries is higher for non-poor households and households that belong to the top income

14 Note that the BIS amount is the same for all direct beneficiaries (ZAR 595), the food poverty line in 2021 price.
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16 CHISADZA et al.

F IGURE 5 Average transfer value, per capita, beneficiary households of basic income support
(BIS)—Scenario 1.
Note: Entries are the average per capita BIS transfer received. Calculation excludes households that did not
receive the transfer. Sample of households with positive per capita transfer: averages are calculated across this
sample, setting as an expansion factor the household expansion factor multiplied by the household size. All
household members, recipients or not, are counted as beneficiaries. For each household, per capita average
transfer is estimated as (total transfers received)/(household size). Averages in monetary values in ZAR.
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

TABLE 4 Under-coverage and leakage—Scenario 1.

Total poor

Coverage of
the poor (1)

Under-
coverage
(2)

Leakage (% of
beneficiaries)
(3)

Leakage
(benefits) (4)

Targeting
differential
(5) = (1)–(3)

Direct and indirect
beneficiaries

90.4 9.6 36.4 41.4 54.1

Direct beneficiaries
ONLY

52.3 47.7 41.4 41.4 10.9

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

distribution. This could be because poor households in South Africa tend to include more people
than their non-poor counterparts. For instance, in 2015, the poverty headcount ratio among one-
person households was about 5% compared to 68% for households with at least seven members
(World Bank Group, 2018).

5.1.4 Under-coverage and leakage

Table 4 presents the under-coverage and leakage rate of BIS while the programme targets those
between the age of 18 and 59 universally, for direct and indirect beneficiaries. Under-coverage is
the percentage of poor individuals that do not receive BIS. Leakage is the percentage of non-poor
individuals that receive the BIS transfers. It is important to note that coverage and under-coverage
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POSSIBLE WELFARE BENEFITS OF BIS 17

TABLE 5 Impact of basic income support (BIS) on poverty and inequality measures—Scenario 1.

All households

FGT0 FGT1 FGT2 Gini
Theil index
(GE(0))

Post-BIS transfer
indicators

0.419 0.411 0.409 0.744 9.228

Indicators without BIS
transfer

0.468 0.430 0.419 0.813 10.253

Note: The simulated impact is the change in a poverty or inequality indicator due to BIS, assuming that household welfare will
diminish by the full value of that transfer. FGT0—poverty headcount index; FGT1—poverty gap index; FGT2—squared poverty
gap index.
Source: Own calculation using LFS (2017).

depend on the chosen poverty line. Given that we chose to use the lower bound poverty, which
is well above the BIS transfer, equivalent to the food poverty line, there is a lower coverage of the
poor by definition.
Column 1 of Table 4 presents howmany poor people are covered by the programme. 100 minus

the coverage rate gives the under-coverage rate (Column 2). Column 3 gives the share of non-
poor beneficiaries of BIS under the first scenario. Column 5 indicates the targeting differential
(TD) that measures how good or bad the targeting method under the scenario is. A good transfer
has a TD close to 100, and a bad transfer has a TD close to −100. The BIS TD in this scenario is
about 54%, suggesting a higher exclusion rate.

5.1.5 Possible effects on poverty and inequality

Table 5 sheds light on the possible contribution of BIS to poverty and inequality if it targets all
individuals between the age of 18 and 59. It presents the simulated impact of the programme
on FGT measures of poverty, discussed in Section 4.1, namely, headcount, poverty gap and
poverty severity indexes and inequality measured by the Gini coefficient. The estimations assume
that in the absence of the BIS, a beneficiary household’s per capita labour income falls by
the transfer’s value, ZAR 595. Table 3 suggests that BIS under this scenario reduces inequality
and poverty. Moreover, BIS under this scenario decreases poverty rates after the BIS transfer,
regardless of the poverty measure used. For example, the headcount rate suggests a decline of
5 percentage points. Similarly, the Gini coefficient would have been 7% higher without the BIS
transfer.15

5.1.6 Progressivity and pro-poorness

As discussed in the methodology section, the progressivity of BIS is assessed using concentration
curves of the benefit distributions. Specifically, the concentration indices are compared with the
market income Gini index to classify the expenditure items into (i) progressive and pro-poor, (ii)
progressive but not pro-poor and (iii) regressive (neither progressive nor pro-poor). Figure 6 sum-
marizes the progressivity and pro-poorness of the BIS under the first scenario. As explained in

15 Our Gini coefficients are higher than the national estimates because we are using only labour income.
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18 CHISADZA et al.

F IGURE 6 Concentration
curves—Scenario 1.
Source: Own calculation using LFS
(2017). [Colour figure can be viewed at
wileyonlinelibrary.com]

Figure 2, one can compare labour income and BIS transfer curves to assess the progressivity of
a transfer. When the concentration curve for a transfer lies above the Lorenz curve for the pop-
ulation receiving the transfer, then the benefit has a more equal distribution than the country’s
income does. Hence, the benefit is progressive.
On the other hand, if the concentration curve lies below the Lorenz curve, then as a propor-

tion of total income, rich people gain more from the transfer than poor people do, and hence
the transfer is regressive. Figure 6 suggests that universal BIS transfer would be progressive. On
the other hand, the concentration curve for BIS lies below the 45-degree line, suggesting the
poorest per cent of the population gains less than the transfer’s budget, so the benefit is not
pro-poor.

5.2 Scenario 2—BIS unemployment benefit: for all individuals
between the ages of 18 and 59 and unemployed

In the second scenario, we allocated the BIS amounting to ZAR 595 per month per individual for
all South Africans that are aged between 18 and 59 andwhowere unemployed in 2017. Most devel-
oped countries have unemployment benefit programmes to protect workers againstmajor income
losses during spells of unemployment. By providing income to unemployed workers tomeet basic
consumption needs, unemployment benefits aim to protect workers from depleting their assets or
accepting jobs below their qualifications (Moffitt, 2014). However, if unemployment benefits are
too generous both in terms of amount and duration, these can lengthen unemployment and raise
the unemployment rate. Thus, the policy challenge is protecting workers while minimizing unde-
sirable side effects in the short and long run. It is important to note that unemployment benefit
programmes vary from country to country based on eligibility requirements, benefit levels, and
benefit duration. These details can affect consumption, poverty, duration of unemployment and
job-seeking differently. For simplicity, we consider this unemployment benefit for all individuals
between the ages of 18 and 59.
Table 6 presents the basic descriptive statistics such as the number of households, individuals

and recipients of BIS under this scenario, expressed as simple (un-weighted) survey counts and
population (extrapolated counts) estimates. The table suggests that under this scenario, BIS will
have 4.5 million beneficiaries, considering both direct and indirect beneficiaries.
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20 CHISADZA et al.

F IGURE 7 Outreach—Scenario 2.
Note: Outreach is the portion of each group’s population that has access to basic income support (BIS) under the
scenario. Specifically, outreach is (number of individuals in the specific group [African] who live in a household
where at least one member has access to BIS)/(number of individuals in the group) using household size
weighted expansion factor.
Source: Own calculation using LFS (Q1 2017). [Colour figure can be viewed at wileyonlinelibrary.com]

5.2.1 Coverage

Under this scenario in Figure 7, BIS will have about 11% direct and 32% direct and indirect bene-
ficiaries, respectively.16 The coverage of BIS under this assumption is relatively higher among the
poorest quintile of per capita income distribution. We also note that the coverage is higher among
poor households (38%) than non-poor households (21%), considering both direct and indirect ben-
eficiaries. Coverage is also higher among coloured and black households. This is in line with the
empirical evidence that suggests that poverty levels are highest among black South Africans and
the unemployed (World Bank Group, 2018).

5.2.2 Distribution of beneficiaries

Figure 8 shows the beneficiaries’ incidence under the second scenario, where unemployed indi-
viduals between 18 and 59 years old are assumed to benefit from BIS. The figure suggests that 76%
of the direct beneficiaries belong to poor households, 73% live in urban areas and the majority
(87%) are from black households.
The CGH indicator for the bottom 10%, 20%, 30% and 40% of the per capita labour income

distribution for both direct and indirect beneficiaries also confirms that BIS under this scenario
is more pro-poor than universal BIS (see Table 7).

5.2.3 Average transfer value

Figure 9 shows the average per capita BIS value for direct and indirect beneficiaries by per capita
income quintile, population group, poverty status, province and area of residence under the sec-

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

 14678292, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/apce.12489 by U

niversity O
f Pretoria, W

iley O
nline L

ibrary on [10/01/2025]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



POSSIBLE WELFARE BENEFITS OF BIS 21

F IGURE 8 Distribution of beneficiaries—Scenario 2.
Note: Beneficiaries’ incidence shows the proportion of beneficiaries in each group, that is, beneficiaries’ incidence
is (number of individuals in the group who live in a household where at least one member receives basic income
support [BIS])/(total number of direct and indirect beneficiaries).
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

TABLE 7 Coady–Grosh–Hoddinott indicator—Scenario 2.

Direct and indirect beneficiaries Direct beneficiaries ONLY
10% 20% 30% 40% 10% 20% 30% 40%

BIS transfer for the
unemployed

1.26 1.11 1.16 1.22 1.30 1.21 1.38 1.51

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

ond scenario. The average transfer value indicates the monetary ‘importance’ of the BIS to direct
beneficiaries and to their families. As discussed previously, if the per capita benefit level falls
with income, it indicates whether BIS has an element of benefit targeting (in addition to benefi-
ciary targeting). This progressivity of the benefit is clearly achieved under this scenario: Average
BIS transfer declines from the poorer quintiles to the richer ones. Similarly, the average value for
both direct and indirect beneficiaries is higher for poor households and households that are more
vulnerable to poverty, black households and households that reside in poor provinces.

5.2.4 Under-coverage and leakage

Table 8 shows BIS under-coverage and leakage rates for direct and indirect beneficiaries under
the second scenario. Like in Table 4, Column 1 of Table 8 presents howmany poor people are cov-
ered by the programme. 100 minus the coverage rate gives the under-coverage rate (Column 2).
Column 3 gives the share of non-poor beneficiaries of BIS under this scenario. Column 5 indicates
the TD that measures how good or bad the targeting method under the scenario is. The BIS TD
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22 CHISADZA et al.

F IGURE 9 Average transfer value, per capita, beneficiary households of basic income support
(BIS)—Scenario 2. Entries are the average per capita BIS transfer received. Calculation excludes households that
did not receive the transfer. Sample of households with positive per capita transfer. Averages are calculated across
this sample, setting as an expansion factor the household expansion factor multiplied by the household size. All
household members, recipients or not, are counted as beneficiaries. For each household, per capita average
transfer is estimated as (total transfers received)/(household size). Averages in monetary values in ZAR.
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

TABLE 8 Under-coverage and leakage—Scenario 2.

Total poor

Coverage of
the poor (1)

Under-
coverage
(2)

Leakage (% of
beneficiaries)
(3)

Leakage
(benefits) (4)

Targeting
differential
(5) = (1)–(3)

Direct and indirect
beneficiaries

37.7 62.3 24.4 20.1 13.3

Direct beneficiaries
ONLY

14.2 85.8 20.1 20.1 −5.9

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

in this scenario is about 13%, suggesting a higher exclusion rate than in the first scenario (uni-
versal benefit to all ages between 18 and 59). The result suggests that using only age groups and
unemployment status is insufficient to target poor South Africans for such transfer programmes.

5.2.5 Possible effects on poverty and inequality

Table 9 presents BIS simulated contribution to reducing poverty and inequality if it targets all
individuals between the ages of 18 and 59 whowere unemployed in 2017. In line with our previous
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POSSIBLE WELFARE BENEFITS OF BIS 23

TABLE 9 Impact of basic income support (BIS) on poverty and inequality measures—Scenario 2.

All households

FGT0 FGT1 FGT2 Gini
Theil index
(GE(0))

Post-transfer indicators 0.467 0.429 0.419 0.767 9.292
Indicators without BIS
transfer

0.468 0.430 0.419 0.813 9.579

Note: The simulated impact is the change in a poverty or inequality indicator due to BIS, assuming that household welfare will
diminish by the full value of that transfer. FGT0—poverty headcount index; FGT1—poverty gap index; FGT2—squared poverty
gap index.
Source: Own calculation using LFS (2017).
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F IGURE 10 Concentration
curves—Scenario 2.
Source: Own calculation using LFS
(2017). [Colour figure can be viewed at
wileyonlinelibrary.com]

observation, Table 9 suggests that BIS under this scenario reduces poverty slightly, regardless of
the poverty measure used. The headcount rate declines by 0.1 percentage points compared to
around 5 percentage points in Scenario 1. Similarly, the Gini coefficient would have been about 5
percentage points higher without BIS transfer under this scenario. For comparison, the decline in
Gini coefficient under Scenario 1 is around 7 percentage points.

5.2.6 Progressivity and pro-poorness

Figure 10 presents the progressivity and pro-poorness of the BIS under the second scenario. The
concentration curve for BIS transfer lies above the Lorenz curve for the population receiving the
transfer and above the line of equality (the 45-degree line), suggesting that BIS benefit under the
assumption of Scenario 2 is both progressive and pro-poor.

5.3 Scenario 3—Mean tested benefit for individuals between the ages
of 18 and 59, unemployed and living in extremely poor households

In the last scenario, we allocated the BIS amounting to ZAR 595 per month per individual for
South Africans between the ages of 18 and 59 who were unemployed and lived in extremely poor
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24 CHISADZA et al.

F IGURE 11 Outreach—Scenario 3.
Note: Outreach is the portion of the population in each group that has access to basic income support (BIS) under
the scenario. Specifically, outreach is (number of individuals in the specific group [African] who live in a
household where at least one member has access to BIS)/(number of individuals in the group) using household
size weighted expansion factor.
Source: Own calculation using LFS (Q1 2017). [Colour figure can be viewed at wileyonlinelibrary.com]

households (defined by the food poverty line of the country). The argument behind targeting in
this scenario is to increase BIS efficiency by increasing the benefit that the extreme poor can get. In
countries such as South Africa, where poverty and inequality are extensive and public resources
are limited, the case for targeting is attractive. The motivation for targeting arises from three fea-
tures of the policy environment, namely, the desire of public policy to maximize the reduction of
poverty and inequality, budget constraints and the opportunity cost of the trade-off between the
number of beneficiaries covered by the intervention and the level of transfers (Coady, Grosh &
Hoddinott, 2004). However, distinguishing who is poor and who is non-poor is not an easy task.
In fact, there are considerable costs to acquiring information about who is needy, and even then,
such information is rarely perfect.
In this scenario, we used the food poverty line of the country and the unemployment status of

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

5.3.1 Outreach (coverage)

Under this scenario in Figure 11, BIS will have the least coverage: 8.4% direct and 22% direct and
indirect beneficiaries. The outreach of BIS is higher among the poorest quintile of per capita
income distribution. Indeed, the BIS transfer under this scenario goes only to those whose per
capita earnings belong to the bottom 60%. We also note that the outreach (coverage) for the non-
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26 CHISADZA et al.

F IGURE 1 2 Distribution of beneficiaries—Scenario 3.
Note: Beneficiaries’ incidence shows the proportion of beneficiaries in each group, that is, beneficiaries’ incidence
is (number of individuals in the group who live in a household where at least one member receives BIS)/(total
number of direct and indirect beneficiaries).
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

poor is 0%. Looking at other characteristics, coverage is the highest among black and coloured
individuals, those who reside in rural areas and in poor provinces such as Free State, Northern
and Eastern Cape.

5.3.2 Distribution of beneficiaries

Figure 12 shows beneficiaries’ incidence, the proportion of direct and indirect beneficiaries in
each group, for the mean tested scenario where we target the extremely poor and the unem-
ployed. Again, beneficiaries’ incidence is calculated for each per capita quintile, area of residence,
province, poverty status and race. Considering both direct and indirect beneficiaries, 100%, 65%,
27% and 88% of BIS beneficiaries would be poor, live in urban areas and Gauteng and be black
South Africans, respectively. Again, looking at the quintiles of per capita income, all beneficia-
ries belong to the bottom three quantiles. This finding suggests that combining unemployment
and poverty status might be a practical criterion for identifying the country’s most vulnerable
individuals.
The CGH indicator for the bottom 10%, 20%, 30% and 40% of the per capita labour income

distribution for both direct and indirect beneficiaries is also greater than 1, suggesting BIS under
this scenario is more progressive (see Table 11).

5.3.3 Average transfer value

Figure 13 shows the average per capita BIS value for direct and indirect beneficiaries by per capita
income quintile, population group, poverty status, province and area of residence. The average
transfer value indicates the monetary ‘importance’ of the BIS to direct beneficiaries and to their
households. The average value of BIS benefits is ZAR 229 for direct and indirect beneficiaries and
ZAR 595 for direct beneficiaries. The value of the average transfer value also declines with income;
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POSSIBLE WELFARE BENEFITS OF BIS 27

TABLE 11 Coady–Grosh–Hoddinott indicator—Scenario 3.

Direct and indirect beneficiaries Direct beneficiaries ONLY
10% 20% 30% 40% 10% 20% 30% 40%

Mean tested BIS to
individuals aged 18–59,
unemployed and live in
extreme poor households

1.84 1.63 1.69 1.78 1.76 1.63 1.86 2.03

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

F IGURE 13 Average transfer value, per capita, beneficiary households of basic income support
(BIS)—Scenario 3.
Note: Entries are the average per capita BIS transfer received. Calculation excludes households that did not
receive the transfer. Sample of households with positive per capita transfer: averages are calculated across this
sample, setting as expansion factor the household expansion factor multiplied by the household size. All
household members, recipients or not, are counted as beneficiaries. For each household, per capita average
transfer is estimated as (total transfers received)/(household size). Averages in monetary values in ZAR.
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

the average BIS transfer is the highest for the two poorest quintiles compared to the third quantile,
suggesting that the BIS transfer is more important to the poorest. As expected, the average value
for both direct and indirect beneficiaries is higher for the country’s vulnerable, black individuals
and individuals that live in Free State, Gauteng, and the Eastern Cape.

5.3.4 Under-coverage and leakage

Table 12 presents the under-coverage and leakage rate of BIS under the third scenario. Using
unemployment and the extreme poverty line reduces the leakage to 0%. However, it is important
to note that using these criteria still has a high exclusion error; the coverage of the poor using the
upper bound poverty line is only 34%. This result suggests that a more refined targeting strategy,
in addition to unemployment and extreme poverty, is required to improve coverage for the poor.
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28 CHISADZA et al.

TABLE 1 2 Under-coverage and leakage—Scenario 3.

Total poor

Coverage of
the poor (1)

Under-
coverage
(2)

Leakage (% of
beneficiaries)
(3)

Leakage
(benefits) (4)

Targeting
differential
(5) = (1)–(3)

Direct and indirect
beneficiaries

34.4 65.6 0.0 0.0 34.4

Direct beneficiaries
ONLY

13.3 86.7 0.0 0.0 13.3

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

TABLE 13 Impact of basic income support (BIS) on poverty and inequality measures—Scenario 3.

All households

FGT0 FGT1 FGT2 Gini
Theil index
(GE(0))

Post-BIS transfer
indicators

0.420 0.410 0.409 0.748 9.292

Indicators without BIS
transfer

0.468 0.430 0.419 0.813 9.574

Note: The simulated impact is the change in a poverty or inequality indicator due to BIS, assuming that household welfare will
diminish by the full value of that transfer. FGT0—poverty headcount index; FGT1—poverty gap index; FGT2—squared poverty
gap index.
Abbreviation: BIS, basic income support.
Source: Own calculation using LFS (2017).

5.3.5 Possible effects on poverty and inequality

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

5.3.6 Progressivity and pro-poorness

Figure 14 summarizes the progressivity and pro-poorness of the BIS under the third scenario.
As discussed in Figure 2, we compare labour income and BIS transfer curves to assess the pro-
gressivity of BIS. The concentration curve for a BIS transfer lies above the Lorenz curve for the
population receiving the transfer, suggesting the BIS benefit under this scenario has a more equal
distribution than the country’s income does. Hence, the benefit is progressive. In the same vein,
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F IGURE 14 Concentration curves—Scenario 3.
Source: Own calculation using LFS (2017). [Colour figure can be viewed at wileyonlinelibrary.com]

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

6 CONCLUSION

The study investigates whether implementing BIS has a positive welfare effect on poverty and
inequality reduction in SouthAfrica using a benefit incidence analysis and the CEQmethodology.
The analysis uses the 2017 LFS combined with income tax rate data from SARS. Given that the
BIS has not yet been implemented, the study simulates the possible effect of the grant under three
scenarios.
In the first scenario, we consider universal income support for those aged between 18 and 59. In

the second scenario, we allocate the benefit to those aged between 18 and 59 who are unemployed.
Lastly, in the third scenario,we allocate BIS for unemployed individuals that live in extremely poor
households (defined by the food poverty line of the country in 2021) who are between the ages of
18 and 59. Results show that BIS clearly has the potential to reduce poverty and inequality in the
country. However, the effect varies based on the targeting mechanism used to identify beneficia-
ries. Targeting the unemployed and the impoverished makes BIS more pro-poor and progressive
and reduces the leakage of the benefit to the non-poor. However, although more costly, universal
BIS has the highest potential to reduce poverty and overall inequality. From a policy perspective,
the government can better target its resources to the poor and disadvantaged groups by focusing
on the vulnerable population segment. However, the implementation mechanism to enforce this
targeting needs to be in place. Finding the right criteria to identify the poor and proper implemen-
tation of the programmes largely determines the programme’s success in improving the welfare
of the poor.
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It is important to acknowledge the limitations of this study. The results only illustrate how BIS
would affect income distribution under various assumptions without establishing any causal rela-
tionships. Data limitations prevented us from assessing how the new programme would interact
with existing programmes. Additionally, we did not account for government spending on in-kind
services like education and health care or changes in tax rates to finance BIS. It is worth noting
that public spending in social services goes beyond income redistribution, with a focus on improv-
ing individual capacity and social well-being and creating an inclusive society. In future studies,
it would be beneficial to include other transfers, explore different welfare indicators and examine
alternative tax structures.
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