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Abstract

Between 45-57% of South Africans are estimated to be engulfed by poverty. In an
attempt to identify policy instruments that could help change this status quo, the various
strategies that have been implemented in countries (e.g. China, Vietnam and Uganda) that
are known to have been relatively successful in reducing poverty are reviewed. In the
process, this dissertation discusses the literature regarding poverty, with a particular
emphasis on the definition, measurement and determinants thereof. Furthermore, South
Africa’s anti-poverty strategies are discussed. It turns out that these have met limited
success. This is largely due to insufficient pro-poor economic growth, weak
implementation/administration at the municipal level, slow asset redistribution, high
income/wealth inequality, low job generation rate by SMME’s, high HIV/AIDS infection
rate, public corruption and inadequate monitoring of poverty. Therefore, if meaningful
progress towards poverty reduction is to be achieved, the government needs to deal with

the foregoing constraints accordingly.
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Chapter One

Introduction

1.1. Introduction

“No political democracy can survive and flourish if the majority of its
people remain in poverty, without land, without their basic needs being
met and without tangible prospects for a better life. Attacking poverty and
deprivation will, therefore, be the first priority of the democratic

Government” (African National Congress, 1994: 5).

“Endemic and widespread poverty continues to disfigure the face of our
country. It will always be impossible for us to say that we have fully
restored the dignity of all our people as long as this situation persists.
For this reason, the struggle to eradicate poverty has been, and will
continue to be, a central part of the national effort to build the new South
Africa” (President Thabo Mbeki, 2004).

To most South Africans (and to some parts of the international community for that
matter), April 27" 1994 signified an unprecedented political transformation in South
Africa. This is when this country finally emerged triumphant from more than a century
of de facto and de jure apartheid oppression, which meant that there would be the advent
of a new, democratic political dispensation. What is even more impressive about this
political transformation is that it came about with minimal violence. Hence, South
Africa’s democracy is held in high regard throughout the world, especially on the African

continent.

Notwithstanding this unique political transformation, however, the truth of the matter is
that the first democratically elected government, led by the African National Congress

(ANC), inherited a country that was described by the World Bank as one of the world’s



most unequal economies, with a gini co-efficient measuring 0.58 (Hunter et al, 2003).
The ANC-led government also inherited a country that was characterised by vast
inequalities in the quality of education, healthcare and basic infrastructure, such as access
to safe drinking water, sanitation and housing. For instance, while only a quarter of all
Blacks had access to piped water in their houses, Asians and Whites had universal access
in 1995 (Hoogeveen & Ozler, 2004). Over and above this, the country was disfigured by
widespread poverty, with almost half of the South African population being categorised
as poor in terms of the national poverty line of R 354 (Klasen, 1997). Even though such
problems may have been common in many societies throughout the world, the
uniqueness of the South African situation was that these problems were primarily
engendered by the four decades of apartheid legislation built on the earlier policies of

colonialism (May, 1998).

In 2004, South Africa celebrated a decade of democracy and the demise of apartheid.
While significant progress has been made in education, healthcare, housing and provision
of basic services', the general consensus among development practitioners” and
institutions® is that poverty is still widespread in South Africa. Depending on the poverty
line, the method employed in measuring poverty, and whether poverty is measured at the
household or individual level, the extent of this phenomenon is estimated to range
between 45 and 57% (Human Development Report, 2003; Taylor Committee, 2002;
HSRC & Whiteford, 2004). Given the foregoing estimates, common wisdom dictates
that this is an obvious area of concern in the post-apartheid era. Fortunately, the
government acknowledges that a lot more effort needs to be made in order to eradicate or
at least reduce this social ill (see for example Mbeki, 2004). What is also encouraging is
that the State President, Thabo Mbeki (in line with a number of ANC policy documents,

most notably the White Paper on Reconstruction and Development) unequivocally

! Leibbrandt et al’s (2004) analysis of both the 1996 and 2001 censuses gives a detailed progress report on
this.

% See for example May (1998); Aliber (2001); Woolard and Leibbrandt (2001); Whiteford & van Seventer
(1999); and Meth and Dias (2004).

? These include the Department of Social Development, the National Treasury, Statistics South Africa and
the World Bank.



proclaimed, in his 2004 inaugural speech, that tackling poverty has always been, and still
is, at the forefront of the ANC’s political agenda (see the above quotes).

Therefore, in light of the severity of poverty in this country, this dissertation focuses on
examining the various issues that pertain to this problem. Among other things, this will
include a discussion on various measurements and determinants of the problem. In
addition, an investigation of salient international best practices with regard to poverty
reduction will be conducted in relation to initiatives that have been introduced by the
South African government since the advent of democracy. In so doing, the dissertation
seeks to identify what has worked elsewhere, thus making it possible to outline what
needs to be done in order to improve the effectiveness of (or even add to) South Africa’s

various anti-poverty instruments.

However, before any of the above can be done, it will be useful to first discuss, in brief,
the extent and distribution of poverty during the post-apartheid era (as it has been
revealed by the various studies that have been conducted in this regard). The rationale for
doing this is premised on the belief that having a reasonable understanding with regard to
the milieu wherein South Africa’s various poverty reduction strategies have been (or are
being) applied can be of great help when attempting to ascertain whether or not they are

adequate to deal with South Africa’s poverty dilemma.

1.2. An overview of the extent and distribution of poverty in South Africa

The various studies that have attempted to give a crude estimate of the extent of poverty
in South Africa have yielded results that are at variance with each other. Available
estimates with regard to the prevalence of poverty in South Africa range from 45 to 57%,
depending on the poverty line that has been used (StatsSA, 2000; UNDP, 2003; May,
2000; Woolard & Leibbrandt, 2001; Taylor Committee, 2002; HSRC & Whiteford,
2004). What is also clear from these respective studies is that although they have

engendered estimates that are at variance®, there seems to be a consistent trend with

*This is mainly attributed to the fact that these various studies use different poverty lines.



regard to ‘where’ and ‘who’ the poor in South Africa are. In more specific terms, what is

apparent from these various studies is that poverty in South Africa has, inter alia, rural,

regional, race, age, gender, illiteracy and unemployment dimensions. In addition, the

poor tend to live in large households (with many dependents), and usually have

inadequate access to basic services.

1.2.1. Where are the poor in South Africa?

Poverty in South Africa has strong (i) rural and (ii) regional dimensions.

(i)

(ii)

Poverty in South Africa’s rural areas. The common finding in the literature is
that in South Africa, the majority of people living in rural areas are poor and
the majority of the poor live in rural areas. Substantively, about 70% of people
living in rural areas are living in poverty, compared to about 30% of people in
urban areas. Although less than 50% of the total population lives in rural
areas, 70% of all poor people in South Africa live in rural areas® (May, 2000).

Poverty in South Africa’s nine provinces. What is also evident in the literature
is that poverty is unevenly distributed among South Africa’s nine provinces.
For example, the 2003 Human Development Report found that, with the
exception of Gauteng and the Western Cape, over half the population in all
provinces live in poverty. The highest poverty rates are in the Eastern Cape
and Limpopo Province®. The incidence of poverty in these two provinces is
estimated to be 68.3% and 60.7% respectively. In Gauteng and the Western
Cape, where the proportion of the population below the poverty line is lower,
poverty rates are estimated to be 20% and 28.8% respectively. Out of the 21.9
million poor in South Africa, 59% live in the three provinces of Eastern Cape,

KwaZulu-Natal and Limpopo (Human Development Report, 2003).

> May defined the ‘poor’, in line with the RDP White Paper (1994), as the poorest 40% of households, and
‘ultra-poor’ as the poorest 20% of households. According to these definitions, households who earn less
than R 352.53 per adult are regarded as poor, and households who earn less than R 193.77 per adult are
regarded as ultra-poor.

% This comes as no surprise if one takes cognisance of the fact that these provinces were part of the former
homelands. The other provinces that also formed part of the former homelands include North-West
Province and Kwa-Zulu Natal.



1.2.2. Who are the poor in South Africa?

Post-apartheid South Africa continues to show a persistent correlation between poverty

and the following factors: (i) race (ii) age (iii) gender (iv) poor education (V)

unemployment (vi) large household size (with a high dependency ratio) and (vii)

inadequate access to basic services.

(i)

(i)

(i)

Poverty and race in South Africa. Poverty in South Africa has a strong racial
dimension. As May (1998) would argue, while it is not confined to one racial
group, it is, however, concentrated mainly among Blacks. As it has been
illustrated in the 2003 Human Development Report, in 2002, the percentage of
Blacks, Coloureds, Asians and Whites who were poor was 56.3%, 36.1%,
14.7% and 6.9% respectively.

Poverty and age in South Africa. What is also evident from the literature is
that, due to their reliance on adults for provision of basic needs, the impact of
poverty is greatest on the youth and adolescents. For example, Whiteford and
van Seventer (1999) found that, in 1996, approximately 67% of children in the
age groups 0-5 years and 6-15 years were living in households earning less
than the Minimum Living Level (MLL)'. Similarly, Woolard (2002), whose
analysis was based on the 1999 October Household Survey, found that almost
10 million (or 58%) children are poor (using a relative poverty line, which
defines the poorest 40% of households as poor).

Poverty and gender in South Africa. Poverty in South Africa also has a strong
gender dimension. Evidence shows that the poverty rate among females tends
to be considerably higher than that among males. For instance, the 2003
Human Development Report shows that, in 2002, about 50.9% of the poor
were females, compared to 45.9% who were males. Moreover, what does
emerge clearly from the South African household surveys is that households

headed by women are more likely to be poor. For example, May’s 1998 report

7 For details on how this poverty line is constructed, see Table 2-1.



(iv)

v)

(vi)

showed that the poverty rate among female-headed households was 60%,
while it was 31% among male-headed households. Similarly, Woolard (2002)
found that a household headed by a resident male has a 28% probability of
being poor, whereas a household with a de jure female head has a 48% chance
of being poor, and a housechold with a de facto female head (because the
nominal male head is absent) has a 53% chance of being poor.

Poverty and low levels of education in South Africa. There is a very strong
correlation between the level of education and the standard of living in South
Africa. According to Woolard (2002), in 1998, 58% of adults with no
education were poor; 53% of adults with less than seven years of education
were poor; 34% of adults with incomplete secondary schooling were poor;
15% of adults who had completed secondary school were poor; and only 5%
of adults with tertiary education were poor.

Poverty and unemployment in South Africa. Poverty and unemployment are
also closely related in South Africa. According to Woolard (2002), the
unemployment rate among those from poor households is 52%, in comparison
with an overall national rate of 29%. In addition, labour force participation is
lower in poor than non-poor households. More than half of the working-age
poor (or about 5 million adults) are outside of the labour market. As a result,
the percentage of working age individuals from households below the poverty
line who are actually working is significantly lower than the average. Only
24% of poor adults (about 2 million people) are employed, compared with
49% (or 8 million) from non-poor households.

Poverty and large households in South Africa. In a study done by the World
Bank in 1995, entitled “Key Indicators of Poverty in South Africa”, it was
revealed that large households with many dependants are much more likely to
be poor in South Africa. Significantly, this study found that the average
household size among the poor is 5.9, compared to only 3.5 among the non-
poor. Moreover, the dependency ratio (the number of children below 16 and

those aged above 64 combined, divided by the number of people aged 16-64)



is more than twice as high among the poor than among the non-poor (1.1
among the poor, compared to 0.5 among the non-poor).

(vit)  Poverty and lack of access to basic services in South Africa. Poor households
lack access to basic services. Among other things, Woolard (2002) found that,
in 1999, 75% of the non-poor had electricity, compared to 27% of the poor;
73% of the non-poor had access to adequate sanitation (flush, chemical or VIP
toilet), compared to 38% of the poor; 77% of the non-poor had piped water,
compared to 47% of the poor.

1.3. Problem statement

In 2003, South Africa’s gross domestic product (GDP) was equivalent to nearly one-third
of sub-Saharan African GDP on a purchasing power parity (PPP) basis, and to 38% of
sub-Saharan African nominal GDP at market exchange rates (Arora & Vamvakidis,
2005). In light of this, the view that South Africa is one of the economic powerhouses on
the African continent is plausible. What is even more impressive about South Africa is
that, with a gross national income® (GNI) per capita of US$2,750 in 2003, when using the
World Bank’s Atlas approach to correct for exchange rate fluctuations, it is classified by

the World Bank as an upper middle-income country.

This classification is misleading, however, because it is based on some aggregate value,
such as average per capita income, which conceals the fact that the experience of the
majority of South African households remains either one of outright poverty or continued
vulnerability to becoming poor. For instance, serious inequalities still persist, with a gini-
coefficient ranging from between 0.635 (as estimated by the Human Development
Report, 2003) and 0.77 (as estimated by HSRC and Whiteford for 2001, but published in
2004). In addition, the number of people living in poverty is staggering, with almost half
of the population living below the national poverty line in terms of the national poverty
line of R 354 (as estimated by the 2003 Human Development Report). Furthermore,

South Africa fairs very poorly in terms of social indicators vis-a-vis other middle-income

¥ Formerly known as the Gross National Product (GNP).



countries’, and this has resulted in South Africa being ranked 119" out of 173 countries
in terms of its Human Development Index (HDI) in 2002, down from its ranking of 93
in 1992 (Human Development Report, 2003). Against this background, it would be safe
to assume that, in spite of the best efforts of the government ever since the demise of
apartheid, poverty still remains one of the most obstinate social problems facing the
policy authorities in South Africa. What is of even greater concern to the South African
government is that, as international history has shown (see for example the Human
Development Report, 1997: 94), if the disparity between the haves and have-nots persists
for protracted periods of time, it could create social unrest (May, 1998). This could, in

turn, taint the achievement of the peaceful transition to democracy.

Given the abovementioned situation, this dissertation seeks to review South Africa’s
poverty reduction strategies, with a view to examining consistency in terms of salient
international best practices. Based on the findings of the foregoing exercise, this
dissertation will attempt to outline what more needs to be done in order to reverse or
correct the inherited socio-economic vestiges of the system of racial exclusivity at the

desired rate.
1.4. Objectives of this study

The primary objective of this dissertation is to contribute towards a better understanding
of the various measurements and causes of poverty and, in the process, to identify policy
instruments that could help reduce the incidence, severity and magnitude of poverty in a
country such as South Africa. In other words, the objectives of this dissertation could be

broken down into the following components: -

(1) An examination of the incidence and magnitude of poverty in South Africa.
Here, the discussions will highlight a number of social as well as human
development indicators in order to strengthen the author’s arguments.

(i1) A discussion of the causes of poverty in the country, as stated in the literature.

? See Table 2-5 in Chapter 2.



(i) A review of salient international best practices with regard to poverty
reduction strategies. In this regard, the dissertation will discuss both the
theoretical recommendations as well as the practically implemented best
practices.

(iv) A discussion of South Africa’s poverty reduction strategies. This will be done
with a view to commenting on the efficiency of these respective instruments,
as well as examining their consistency with international best practices.

(v) An outline of what still needs to be done in order to improve the poverty

reduction rate in South Africa.

1.5. Outline of this study

This dissertation will be structured into six chapters. Chapter one is introductory, and
discusses the situation of poverty in the country. It has hence sought to establish the
rationale for studying the subject matter and reviewing the poverty reduction strategies

that are currently in place in South Africa.

Chapter two is concerned with a review of literature on poverty, i.e. its definition and
measurement. The question of who is considered to be poor and how poverty is defined
in the South African context will be explored here. In reviewing the literature on poverty,
this dissertation does so against the background that many issues of measurement and
incidence are still being hotly debated. This chapter, therefore, plays a crucial role in
terms of the subsequent chapters, because successfully targeting the poor with the aim of

reducing poverty demands that they first be accurately identified and described.

In line with the above, this literature review will briefly discuss the various concepts that
are closely linked to poverty, namely: inequality, vulnerability, economic exclusion
(economic disempowerment) and underdevelopment. Furthermore, this chapter will look
at the definitions of the different types of poverty, such as absolute poverty, relative
poverty, transient poverty and chronic poverty. Once these definitions have been

examined, a working definition of poverty will be proposed. Thereafter, measurement
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issues will be discussed. This discussion will include an exploration of the traditional
monetary approach, as well as the more broad-based human development and human

poverty approaches.

Chapter three discusses theoretical as well as empirical determinants of poverty. This is
because it is essential to have a good understanding of the causes and roots of poverty, so
as to design effective policies aimed at combating it. Broadly speaking, the literature
suggests that poverty is likely to be the result of several mutually reinforcing factors that
together define its scope and pervasiveness. As such, this chapter will divide the various
causes of poverty into two broad categories, namely: those that are exogenous to both the
individual and government, and those that can be influenced by policies at the macro or
micro level. The discussion on the exogenous determinants of poverty will mainly focus
on the negative effects of globalisation. The examination of the macro level causes of
poverty will include environmental/situational causes (natural disasters, rural location and
internal migration); economic causes (stagnant/shrinking economic growth and inflation);
and social causes (rapid population growth and inequality). Lastly, the discussion
concerning the causes of poverty at the micro level will include demographic causes
(large household size with a high dependency ratio, the age and gender of the household
head); economic causes (unemployment, underemployment and lack of access to
productive assets and markets); and social causes (ill-health and inadequate access to

education and decent shelter).

Before any of the foregoing issues are discussed, however, this chapter will start by
shedding some light on the root causes of poverty in South Africa, thus identifying why
almost half of the population in this country is unable to satisfy their basic needs, while a

minority enjoys extreme prosperity.

The presentation of Chapter four is based on the belief that a key ingredient to sound
poverty reduction policy-making lies in understanding why some economies have
performed so much better than others in terms of escaping absolute poverty. In so doing,

this dissertation seeks to contribute towards improving poverty reduction strategies that
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are currently in place in South Africa. This will be done by extracting lessons from the
experience of other developing economies, including understanding the context of policy
implementation. This will be done with specific reference to countries such as China,
Vietnam and Uganda, which have achieved a certain degree of success in terms of

poverty reduction.

Chapter five will discuss what the ANC-led government is doing to curtail the incidence
of poverty in South Africa. For the sake of intelligibility, this chapter will examine the
government’s various anti-poverty strategies in terms of the following: (i) measures that
foster pro-poor economic growth (macroeconomic stability measures); (ii) job creation
measures (human resource development measures, pro-SMME'® measures and special
pro-employment programmes); (iii) infrastructure programmes earmarked to address
household consumption basic needs (such as preschool and primary education, primary
health care, water and sanitation, housing, electricity and other alternative sources of
energy); (iv) contributory and non-contributory social security measures (occupational
insurance measures, social assistance measures and other poverty alleviation measures);
and (v) asset building or redistribution measures (land reform and provision of houses
that can be used as commercial assets). In addition, comments on the overall
performance of these various anti-poverty instruments will be made in this chapter, thus
establishing whether or not they have made any significant in-roads thus far with regard

to reducing poverty in South Africa.

Finally, chapter six will summarise the findings of this study and make concluding
remarks. Policy recommendations aimed at reducing poverty in the country will also be

made.

' These are small, medium and micro enterprises.
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Chapter Two

Literature Review: Definition and Measurement of Poverty

2.1. Introduction

“Many people, including academics, campaigners and politicians, talk
about the problem of poverty, and underlying their discussion is the
assumption that identifying the problem of poverty provides a basis for

action upon which all will agree” (Alcock, 1993: 3).

As the above quotation suggests, the rationale for conceptualising poverty is mainly
based on the premise that the concepts used to define poverty determine the methods
employed to measure it. This later influences the policy and programme packages that are
implemented to address it. In essence, this view implies that, in order for the South
African government’s poverty reduction strategies to be more effective, they need to be
informed by what is meant by poverty in the South African context. In turn, this
description can then be used to determine the extent of this problem. Thereafter, based on
the findings of what it means to be poor in South Africa and the extent of this

phenomenon, a comprehensive poverty reduction strategy can then be developed.

Notwithstanding the above view, the truth of the matter is that, although nobody can
dispute the fact that poverty exists, there is no consensus thus far regarding the meaning
thereof. This has to do with the fact that poverty is a multifaceted phenomenon (World
Bank, 2001a; May, 1998). In light of this, it is therefore not surprising to find that the
voluminous studies on poverty, especially those that have been done on South Africa, use
different definitions of the problem. Hence, there is a myriad of policy recommendations
by development analysts and institutions regarding how to effectively deal with this

phenomenon.
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Based on the aforementioned, it would be safe to assume that there is controversy
surrounding the question of who is considered to be poor, and how poverty is defined in
general and within the South African context. In light of this, as well as the fact that
successfully targeting the poor with the aim of reducing poverty requires that they be
accurately identified and described, it would thus be appropriate to examine various

issues regarding the concept of poverty and its measurement in this chapter.

Using secondary sources of data, such as handbooks and relevant journal articles, an
analysis of the different definitions of poverty, concepts that are closely linked to
poverty, as well as the various methods used to measure poverty, will be conducted in
this chapter. Furthermore, a thesis containing in-depth research into measurement issues
regarding poverty (and inequality) in South Africa will be consulted, in order to

supplement this study.

This chapter is, excluding the introduction, divided into three sections. Given the
important role that the definition of poverty plays in formulating appropriate policies, the
focal point of section one is the definition of terms. This section starts with a discussion
of the various concepts that are closely associated with poverty. This exercise includes
an analysis of the following concepts: inequality, vulnerability, economic exclusion and
underdevelopment. Thereafter, the different definitions of poverty are explored. These
definitions include absolute poverty, relative poverty, transient poverty and chronic

poverty. Once all this has been done, a working definition of poverty is proposed.

In light of the significant role that the measurement of poverty plays in identifying the
poor, thus assisting policy authorities in the formulation of well-targeted anti-poverty
policies, section two is mainly concerned with measurement issues. In this regard, the
traditional monetary approach, as well as the more broad-based human development and
human poverty approaches, will be discussed. The focus of this discussion is on the three
ingredients that are required to compute a poverty measure. These include choosing the
relevant dimension and indicator of well-being; selecting a poverty line, that is, a

threshold below which a given household or individual will be classified as poor; and
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finally, selecting a poverty measure to be used for reporting on the population as a whole
or a population subgroup—and these will include the headcount ratio, the poverty gap

ratio, the Human Development Index, as well as the Human Poverty Index.

The last section gives a summary of the main findings with regard to the definition and

measurement of poverty which have come out of the preceding sections.
2.2. Defining poverty

Parallel to the historical developments that have led to the current consensus that poverty
reduction (and alleviation) should be one of the prominent goals in almost every social
expenditure programme in South Africa, there has also been a development concerning
the definition of poverty. Unfortunately, however, no consensus has been reached with
regard to the latter. This is due to the fact that defining poverty is very difficult, because
even though poverty is a widely used concept, its definition is highly contested.
Moreover, the word ‘poverty’ can be considered to have a cluster of different overlapping
meanings, depending on which subject area or discourse is being examined''. In this
study, however, the definition of poverty will be examined from an economic point of

view.

Poverty is a multidimensional phenomenon that has different meanings for different
people (irrespective of whether or not it is being examined within the same subject area).
Poverty can be viewed as absolute or relative, as a lack of income or failure to attain
capabilities. It can be chronic or temporary, is sometimes closely associated with
inequality, and is often correlated with vulnerabilities, underdevelopment and economic
exclusion. It is therefore not surprising to find that the question “What does it mean to be
poor?’ evokes a different response from one person to another. According to O’Boyle
(1999), these different responses are triggered by the fact that each person’s answer is a
reflection of a personal value system. Unfortunately, these value systems are bound to

diverge, and when they do, wider agreement on any normative issue becomes more

"' In other words, the definition of poverty is a function of the area of expertise, e.g. poverty can be defined
from a theological, sociological or economic perspective, etc.
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difficult, including how best to define poverty. This, however, is not to suggest that
defining poverty is a thoroughly arbitrary, personal matter. Rather, according to Alcock
(1997), this is to emphasise the fact that poverty is a contested problem, i.e. most people
claim that their understanding of poverty is the correct one, based on a logical argument
and/or scientific research. Against this background, students of poverty should thus
acknowledge that it would be unlikely for them to find or advance a definition that is
acceptable to everyone, because poverty is not a simple phenomenon that one can

understand by adopting a single approach.

Nevertheless, even though poverty is a contested problem, it is still one that requires
some response. Thus, deciding on a definition in this study is vital, because this definition
will serve as a cornerstone against which poverty reduction policies that are currently in
place in South Africa can be examined. However, before this definition can be framed, it
would be appropriate to first discuss the concepts that are closely related to poverty, as
well as the different types of poverty. The rationale for this exposition is based on the
belief that before one is able to evaluate whether or not a poverty reduction strategy is in
fact effective, it is essential to be clear about what the type of poverty which is being
targeted entails. Of equal importance in this regard is clarity regarding the meanings of

the concepts that are often used in conjunction with poverty.

2.2.1. Concepts closely related to poverty

Concepts such as inequality, vulnerability, economic exclusion and underdevelopment
are so frequently used in conjunction with poverty that the conceptual differences
between them have become blurred. Therefore, before attempting to review studies that
have attempted to measure poverty in South Africa, much less examine policies and
programmes for its reduction, it is imperative to be clear about what definitions are being

applied.
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(i) Poverty and inequality

Inequality differs from poverty but is also related to it. While inequality is concerned
with distribution of wealth within a population group, poverty focuses only on those
people whose standard of living falls below an appropriate threshold level (such as a
poverty datum line) (Kircher, 2002; World Bank, 2000). This threshold may be set in
absolute terms (based on an externally determined norm, such as calorie requirements) or
relative terms (for example, a fraction of the overall average standard of living).
Intuitively speaking, relative poverty is more closely related to inequality, in that what it
means to be poor reflects the prevailing living conditions of the whole population.
Moreover, most analysts'> argue that the movement in the Gini Co-efficient Index'’
seems to closely follow that in poverty. However, this relationship can only be
established in countries where comparative data is available. It is thus not surprising to
find that the analysis of poverty often employs indicators of equality. This could be done
in a number of ways, for example: through disaggregation'*; associating distributional
measures with other poverty indicators'>; or by specifying some mathematical
formulae'®. The notion for doing so, as some analysts'’ would argue, is that high levels of

inequality contribute to high levels of poverty in several ways, for instance:

e for any given level of economic development or mean income, higher inequality
implies higher poverty, since a smaller share of resources is obtained by those at
the bottom of the distribution of income or consumption;

e higher initial inequality may result in lower subsequent growth and, therefore, in
less poverty reduction. For example, access to credit and other resources may be
concentrated in the hands of privileged groups, thereby preventing the poor from

investing; and

12 See for example Hope (2004).

'3 This is the index that is used to measure inequality.

'* Many indicators can be disaggregated according to gender, race or region.
!5 Such as per capita personal income and the Lorenz curve.

' Such as the Atkinson method.

"7 For example, Ravallion (1997) and Aghion et al (1999).
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e higher levels of inequality may reduce the benefits of growth for the poor,
because a higher initial inequality may lower the share of the poor’s benefits from
growth. In the extreme case, if one person has all the resources, then regardless of
the rate of growth, the poverty of the remaining population will never be reduced

through growth.

Based on the above arguments, it would be appropriate to acknowledge that, in most

cases, it would be easier to reduce poverty under relatively egalitarian conditions'®.

(i) Poverty and vulnerability

According to May (1998: 05), “international experience of poverty alleviation programs
suggests that poverty is not a static condition among individuals, households or
communities. Rather, it is recognized that, although some individuals or households are
permanently poor, others move into and out of poverty. This may be a result of life-cycle
changes, specific events such as the illness of a main income earner, or deterioration in

external economic conditions.”

In light of the above quotation, it is thus not surprising to find that the concept of
vulnerability is increasingly applied in order to understand these processes of change. In
fact, development practitioners'® tend to use vulnerability as a proxy for poverty, because
certain combinations of vulnerability may be strongly correlated with poverty, i.e.
female-headed households, families living in remote and isolated mountainous regions,
members of minority groups, illegal immigrants, illiterate individuals, seasonal
employees and so on. It should, however, be noted that vulnerability is not the same as
poverty. According to the World Bank (2000), vulnerability™ is the present probability
or risk of being in poverty or falling into deeper poverty in the future. This may be

referred to as a downside risk. For instance, vulnerability is a function of two main

'8 provided that these egalitarian conditions are accompanied by sufficient economic growth which is pro-
poor.

¥ See for example Woolard (2002).

 These inherent vulnerabilities may entail factors such as different types of discrimination based on class,
gender, ethnicity or other factors such as disability, region of residence and family configuration.



18

variables: exposure and response to downward pressures. According to Shaffer (2001),
downward pressures are sometimes referred to as stresses and shocks, the former gradual

and cumulative, and the latter sudden and unpredictable.

(ili)  Poverty and economic exclusion

Poverty and economic exclusion are interlinked. For example, in South Africa, people
were excluded from the formal economy through various mechanisms. These included
the institutionalisation of a number of requirements, such as permits, that served as
barriers aimed at limiting the participation of Blacks in the formal economy. Some of
these requirements included trading with neighbouring states via a visa system, which
was not easy to obtain. Most Blacks could not access credit from financial institutions
because they could not meet the forced requirements to obtain a loan, due to a lack of
securities that are only recognised in the formal economy, for example property, bonds,
shares, etc. Most Blacks owned cattle, goats and chickens, which were all perceived to be
risky assets. Due to these oppressive mechanisms, the economic development of a
significant number of Blacks was severely compromised, which meant that they were

vulnerable to being poor. This will be discussed in greater detail in chapter three.

(iv)  Poverty and underdevelopment

The distinction between poverty and underdevelopment depends on how each is defined.
When defined in broad human deprivation terms, poverty is often viewed as a form of
underdevelopment, i.e. “an economic situation in which there are persistent low levels of
living in conjunction with absolute poverty, low income per capita, low rates of economic
growth, low consumption levels, poor health services, high death rates, high birthrates,
dependence on foreign economies, and limited freedom to choose among activities that
satisfy human wants” (Todaro, 2000: 768). In other words, if human development is
about expanding people’s choices (as it has been defined in human development reports
since 1990), then poverty means that opportunities and choices most basic to human

development are denied. However, the 1997 Human Development Report distinguishes
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between the two concepts by associating the former with individuals and the latter with a
macro perspective. The contrast between human development and human poverty reflects
two different ways of evaluating development. One way, the conglomerative perspective,
focuses on the advances made by all groups in each community, from the rich to the poor.
This contrasts with an alternative viewpoint, the deprivational perspective, in which
development is judged by the way that the poor and deprived people fare in each
community. Given the close relationship between these two concepts, it is thus not
surprising that many poverty indicators are the same as those used to measure

underdevelopment.
2.2.2. Different types of poverty

Policy is directly influenced by the way in which poverty is defined. Moreover, the
extent of poverty is determined by the way in which it is defined. The aim of this section
will therefore be to identify the different types of poverty (i.e. absolute poverty, relative

poverty, transient poverty and chronic poverty).
(i) Absolute®! and relative® poverty

There is a long tradition of debate about relative versus absolute definitions of poverty™.
Relative and absolute definitions of poverty tap into fundamentally divergent notions of
difference and deprivation (Shanahan & Tuma, 1994). Hence, absolute and relative
standards typically produce different policy implications and accounts of the experience
of poverty, and differ somewhat in terms of the extent of poverty determined (Townsend,
1980, cited in Brady, 2003). Nevertheless, poverty scholars increasingly conclude that in

developed countries, a relative definition is more appropriate, whereas in developing

2! This notion of absolute or subsistence poverty is based on the seminal work which was pioneered by
Booth (1887) and Rowntree (1901, 1941), who studied poverty in London and York respectively, during
the 19" and early 20™ centuries.

2 Townsend (1970, 1974) is an articulate exponent of this view.

3 See Sen (1979, 1983); Madden (2000).
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countries®®, an absolute definition of poverty is relevant (Atkinson, 1998; Gordon, 1972;

Hagenaars, 1991; Madden, 2000; Ravallion, 1998; Sen, 1992).

Absolute poverty is viewed as an objective and scientific definition that is based on the
notion of subsistence®. In a narrow sense, it is a state in which a person cannot secure
his long-term physical survival (Kircher, 2002). This measure is universal and not time-
bound, and has the advantage of international comparability. An example of this would
be the minimum amount of calorie intake which is recommended by prominent
institutions such as the FAO and World Health Organization, or the $1 a day and $2 a day
that is used by the Human Development Reports when examining the extent of absolute
poverty throughout the world. However, in a broader sense, the definition of absolute
poverty includes various needs besides pure physical survival, i.e. a state in which a
person does not have enough to live on, based on socially acceptable living conditions,
which include other essential goods besides nutritional requirements, e.g. clothing and
shelter in hostile climates. It should be noted that the broader definition includes a
certain amount of relativity. According to Kircher (2002), an example of this has already
been provided by Adam Smith (1976: 870, cited in Kircher, 2002), who assesses that the
ownership of certain things such as leather shoes might be necessary in one society to
achieve social acceptance, while in another their possession is not relevant. Therefore,
based on this view, the concept is considered to be absolute, in that it is derived from
unfulfilled minimum needs which are relatively stable in a given society®®. This explains
why some of the rich countries, such as the United States (that use an absolute poverty
datum line) have higher poverty datum lines than poor countries. Furthermore, this also
explains why the official poverty rate in the early 1990s was close to 15% in the United
States and also close to 15% in (much poorer) Indonesia (World Bank, 1990).”

*Many of these countries are vulnerable to famine, drought and crop failures, wars, natural disasters,
widespread official corruption and general underdevelopment.

» This claim is in line with Rowntree’s (1908: 86) definition, whereby he defined ‘primary poverty’ as
“...earnings insufficient to obtain the minimum necessities for the maintenance of merely physical
efficiency.”

%% This view is consistent with Sen’s (1993) argument that poverty can be an absolute notion in the area of
capabilities, though relative in that of commodities or characteristics.

" Note that many of those people counted as poor in the United States would be considered to be
comfortably well-off by Indonesian standards.
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Alternatively, relative definitions of poverty are based upon comparison, often with some
notion of prevailing living standards in the community being researched (Ravallion,
1998). In other words, the relatively poor are those people whose income or consumption
level is below a particular fraction of the national average®. Examples of poverty
definitions in this category include people in the lowest 20% of the income distribution or

people earning less than 50% of the mean income.

Based on the above exposition, it would therefore be safe to assume that the applicability
of a relative vs. an absolute poverty definition depends on the need for comparability
between countries and the overall wealth of a country (for instance, if the average person
cannot even sustain physical survival, the relative poverty definition becomes
meaningless). Furthermore, in attempts to illustrate the global progress in poverty
reduction, preference is usually given to absolute poverty criteria in a narrow sense’’,

while in the assessment of national or regional poverty, absolute poverty in a broader

sense or relative concepts are preferred (Kircher, 2002).

(ii) Chronic and transient poverty

The transiently poor (short-term) and chronically poor (long-term) are overlapping but
distinct groups. According to Uccelli (1997), the latter is characterised by a deep-rooted,
impoverished condition, which is the consequence of multiple deprivations over time,
such as poor health, substandard nutrition and inadequate access to productive assets, and
is often associated with persistent, intergenerational®® poverty. As a result, chronic
poverty is usually the more difficult one to address. For instance, Hulme and Shepherd
(2003) note that a particular problem in contemporary poverty analysis, seeking to
rapidly reduce poverty headcounts in an era of globalisation, is to see the poor as those

who are not effectively integrated into the global market economy. Thus, as a result, the

** Therefore, relative poverty is a universal and permanent feature of human society.

** This is because it is much easier to monitor the global trend in poverty when the yardstick that is in use is
consistent.

3% Poverty that has been passed on from one generation to the next.
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chronically poor are likely to be neglected in such an era, given the multiple factors that
constrain their prospects, and the likelihood that market-based factors may contribute to

their continued deprivation.

On the other hand, transient poverty normally results from a one-time decline in living
standards, from which a household gradually emerges. Alternatively, it may show itself
in fluctuations in well-being that result in frequent declines in living standards. For
example, seasonal variations in food security may result in some households periodically
falling in and out of poverty, sometimes quite regularly, over time (Woolard &

Leibbrandt, 2001).

2.2.3. Moving towards a definition of poverty

The preceding sections, i.e. sections 2.2.1 and 2.2.2, have examined various salient terms
that are usually used in conjunction with poverty, and in the process of doing so, a
foundation upon which a working definition for this dissertation will be framed, has been

established.

There are a number of definitions of poverty that have emerged over the years. However,
according to the 1997 Human Development Report, the general consensus is that poverty
has been mainly defined according to three different perspectives, i.e. the income
perspective, the basic needs perspective and the capability perspective. In essence,
poverty thus refers to different forms of deprivation of income and/or basic needs and/or

human capabilities.

(1) Income/consumption definition of poverty. This approach to the identification
of poverty is the most commonly used, especially in applied welfare
economics’'. It identifies poverty as follows: “A person is poor if, and only if,
her or his access to economic resources is insufficient...to acquire enough

commodities to meet basic material needs adequately” (Lipton, 1997: 127).

3! See Lanjouw (1997), Lipton (1997) and Ravallion (1994).
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For economists, the appeal of this approach lies in it being compatible with
the utility-maximising behaviour assumption that underpins microeconomics,
i.e. that the objective of consumers is to maximise utility, and that
expenditures reflect the marginal value or utility that people place on
commodities. Welfare can then be measured as the total consumption enjoyed,
proxied by either expenditure or income data, and poverty is defined as being
below some minimum level of resources, which is termed the poverty datum
line (Laderchi et al, 2003).

Poverty according to the basic needs perspective. This approach to the
identification of poverty takes the income approach one step further. It
defines poverty as the deprivation of material requirements for the minimally
acceptable fulfillment of basic human needs. ““Basic needs may be interpreted
in terms of minimum specified quantities of such things as food, clothing,
shelter, water and sanitation that are necessary to prevent ill health, under-
nourishment and the like...”” (Streeten et al, 1981: 25, cited in Shaffer, 2001).
Against this background, it is clear that this notion of deprivation goes well
beyond the lack of private income, and instead includes basic needs that have
to be provided by states or communities in order to prevent people from
becoming poor. In addition, it also recognises the need for employment
opportunities.

Poverty according to the human capability perspective. The capability
approach’ rejects monetary income as its measure of well-being, and instead
focuses on indicators of the freedom to live a ‘valued’ life (Human
Development Report, 1997). According to this framework, poverty is defined
as the absence of some basic capabilities needed to function, where ‘basic
capabilities” are “‘the ability to satisfy certain crucially important
functioning’s up to certain minimally adequate levels™ (Sen, 1993: 41). The
relevant functioning in this context refers to the various valuable things that a

person can do or be, such as living a long life, being healthy, well- nourished,

32 According to Sen (1985, 1997, 1999), who pioneered this approach, development should be seen as the
expansion of human capabilities, not the maximisation of utility or its proxy, monetary income.
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adequately clothed and sheltered, interacting well with others in the

community, and so on.

Based on these different perspectives, it is clear that the concept of poverty has been
extended beyond its economic domain. Moreover, what is also apparent is that, in line
with the view of this dissertation, some of these different perspectives also acknowledge

the fact that poverty is a multidimensional phenomenon.

Nevertheless, even though (based on the different perspectives outlined above) defining
poverty in a broader sense might seem to be an obvious alternative, most academic
studies which have been conducted in South Africa have limited their definitions to
dimensions of poverty that are easily and objectively measurable. This is mainly because
when poverty is defined in a broader sense, measuring it becomes a complicated task, and
as a result, policymakers face difficulties when evaluating poverty reduction strategies.
Therefore, even though this dissertation acknowledges the fact that poverty is a
multidimensional phenomenon, it will define poverty, in line with the Poverty and
Inequality Report (PIR) that was published in 1998 (May, 1998: 3), as *“...the inability of
individuals, households, or entire communities, to command sufficient resources to

satisfy a socially acceptable minimum standard of living.”

Against the backdrop of the definition proposed above, an examination of the main
methods utilised to measure or estimate the magnitude of this phenomenon can now be

done, and this will be achieved in the following section.

2.3. Measuring poverty

There are two schools of thought that have emerged over the years with regard to
measurement issues (Klasen, 2000). The one school has defined poverty primarily in
financial terms, i.e. poverty is interpreted in terms of the command over commodities that
resources afford people via income and consumption (Lipton & Ravallion, 1995;

Ravallion & Chen, 1997; World Bank, 1990). The concern here is with resource
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adequacy, as suggested by Leibbrandt and Woolard (1999)**. The other has sought a
more broad-based definition of poverty, not solely based on financial resources (e.g.
Human Development Report, 1997; Dreze & Sen, 1989). The latter has relied on the
seminal work done by Rawls, Sen and others in order to emphasise the fact that poverty
should be seen in relation to the lack of important ‘basic goods’ (Rawls) or ‘basic
capabilities’ (Sen), some of which cannot be purchased by money, as they are under-
provided in a market system. Furthermore, this school of thought contends that financial
resources are just one of the several means to achieve well-being, and efforts should
therefore be directed at measuring well-being outcomes, rather than focusing on one of its
imperfect proxies (Klasen, 2000). Against this background, it is therefore important to
acknowledge that, just like defining poverty, there is no ideal or correct way to measure
the extent of poverty within a society. This is because a crucial role is played by value or
ethical judgements. Hence, a number of poverty studies that have been conducted on
South Africa produce results which are similar in terms of the characteristics of poverty
groups, but differ in terms of the degree of incidence among them. In this dissertation,
however, the measurements of poverty will be reviewed in line with the definition that
was adopted in section 2.2.3. Therefore, both the traditional monetary indicators, as well

as some of the human development and human poverty indicators, will be examined.

2.3.1. Measuring poverty using monetary indicators

“The poverty measure itself is a statistical function that translates the
comparison of the indicator of household well-being and the chosen
poverty line into one aggregate number for the population as a whole or a

population subgroup” (World Bank, 2000).

According to Kingdon and Knight (2004), empirical research by economists on poverty
in developing countries has generally been concerned with measurement in terms of
income and consumption. Behind this metric lies the concept of the utility or welfare

which people are assumed to derive from income and consumption. This approach

3 They refer to it as ‘poverty proper’.
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therefore entails dimensions of poverty that are easily and objectively measurable.
Hence, this approach still dominates the field of poverty measurement. In light of this, it
therefore comes as no surprise to find that a number of poverty measurement studies in

South Africa have also followed this approach.

When measuring poverty using this traditional approach, there are three ingredients that
are required in order to compute a poverty measure (Lipton & Ravallion, 1995;
Ravallion, 1996; Leibbrandt & Woolard, 1999; World Bank, 2000). Initially, one has to
choose the relevant dimension and indicator of well-being. Thereafter, one has to select a
poverty datum line, that is, a threshold below which a given household or individual will
be classified as poor. Later, one has to select a poverty measure to be used for reporting
on the population as a whole or a population subgroup. These three ingredients are

significant, as they have a direct influence at the policy-making level.

2.3.1.1. Choice of indicators for measuring monetary poverty: consumption and

income indicators

When estimating poverty using monetary measures, one may have a choice between

using consumption or income as an indicator of well-being (Ravallion, 1996).

(1) Using consumption/expenditure as an indicator

““...on average, consumption should provide a more accurate proxy for
welfare over an extended time horizon... consumption decisions are based
on permanent income and transitory changes in income have no influence

on spending” (Friedman’s permanent income hypothesis, 1957).

Development practitioners such as Fields (1980), Lipton and Ravallion (1995) and
Deaton (1997) believe that it is more appropriate to study consumption data than income,
as they feel that income only measures the potential ability to purchase inputs, whereas

consumption measures the flow of utility-producing inputs. In addition, they also believe



27

that current consumption is a better indicator of permanent income, since income

measured over a short time period may misrepresent the permanent economic position.

(i) Using income as an indicator

One should not be dogmatic, however, about using consumption data for poverty
measurement, as there are also weaknesses associated with it. For instance, it is highly
unlikely that all governments will readily keep such data, because it is difficult to
monitor. Moreover, the use of income as a poverty measurement may have its own
advantages. For example, measuring poverty by income allows for a distinction to be
made between sources of income. When such distinctions are made, income may be more
easily compared with data from other sources, such as wages, thereby providing a check
on the quality of data in a household survey. Furthermore, in some household surveys,
consumption or expenditure data might not be collected or be detailed enough, thereby
enabling income to be considered a better indicator of poverty measurement than
consumption (World Bank, 2000). In addition, income is a better measure of poverty than
consumption, in the sense that it is the opportunities made available to the individual
through finances (budget constraints), and not what consumption decisions they then
decide to make, which is important to the determination of poverty levels (Atkinson,

1987; Hagenaars, 1991).

Whatever the chosen monetary indicator may be, the next step is to define one or more
poverty datum lines. However, given the fact that the literature is dominated by studies
that have utilised consumption data for computing poverty measures, the focal point of
the next sub-section will only be on poverty datum lines that are relevant to consumption

data.

2.3.1.2. Poverty lines based on the consumption/expenditure approach

The poverty line defines the level of consumption (or income) needed in order for a

household to escape poverty (see Table 2-1 for various poverty lines that are used in
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South Africa). Based on this definition, it appears that the notion of a poverty line
implies a distinct turning point in the welfare function. In other words, by rising from
just below to just above the poverty datum line, households (and individuals therein)
move from a state of considerable misery to an adequate, minimum level of well-being.
However, how one decides on this level of consumption (or income) is the cause of much
criticism, since it involves a certain degree of arbitrariness, yet has the ability to greatly

impact on all the measurements of poverty.

Table 2-1: Measurement standards conventionally applied in South Africa

Category | Norm Abbreviation Content
Cost per family of:
Income | Poverty Datum Line' PDL Food, clothing, fuel & lighting,
Poverty washing & cleansing, rent,
Line transport
Minimum Living Level? MLL PDL plus: tax, medical
expenses, education, household
equipment replacement.
Supplementary Living Level® SLL Increased MLL provisions plus:
recreation & entertainment,
personal care, pension, UIF,
medical/burial contributions
Household Subsistence Level® HSL The same as for PDL
Household Effective Level’ HEL HSL plus 50%
Other | Household Expenditure Datum - Household expenditure as
Line® defined in the October
Household Survey’

Sources: ' Wilson and Ramphele (1989:17); °StatsSA (2000); "StatsSA (1996).

According to Ravallion (1998), there are two main techniques that are widely used to
derive poverty lines in line with the consumption/expenditure approach to defining
poverty. The first approach focuses on determining the amount of resources required in
order to meet certain minimum nutritional requirements. These methods determine a food
poverty line based on the cost of the food bundle required in order to match the daily

calorie intake requirements (e.g. 2100 calories) determined by the World Health
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Organization (WHO) (Ravallion & Bidani, 1994). An example of these techniques is the
food energy intake (FEI) method, which requires observations of actual food
consumption patterns (Thorbecke, 1998). Alternatively, another approach to building up
a poverty line, while remaining in the spirit of trying to ensure that the line covers basic
needs, is known as the cost of basic needs (CBN) approach (Lipton & Ravallion, 1995).
The CBN dictates the following: -

e Stipulate a consumption bundle that is deemed to be adequate, with both food and
non-food consumption; and

e Estimate the cost of the bundle for each subgroup (urban/rural, each region, etc.).

It should be noted that this is essentially the approach taken by Rowntree in his seminal
study of poverty in York (see for example Rowntree, 1941). According to Meier and
Rauch (2005), he calculated that for a family of five, i.e. a father, mother, and three
children, the minimum weekly expenditure in order to maintain physical efficiency was
21 shillings 8 pence. The World Bank, which has been estimating global income poverty
since 1990, has also used an approach similar to this one. For example, the World Bank
uses a poverty line of $1.08 a day in 1993 PPP terms (usually referred to as “$1 a day in
most studies). Another upper poverty line that is commonly used in lower-middle-income
countries by the World Bank, in order to estimate global income poverty, is referred to as
“$2 a day™**. However, both of these poverty lines, i.e. $1 and $2, described here are
useful only as indicators of global progress. They do not assess progress at the country
level nor do they guide country policy and programme formulation. Hence, country-
specific poverty lines are usually higher than these international poverty lines that are
used for international comparison. For example, for South Africa, Deaton (1997) used a
poverty line of R 105 per capita in 1993 PPP prices; Hoogeveen and Ozler (2004) used a
food poverty line of R 211 per capita per month for South Africa; the 2003 Human
Development Report has used a national poverty line of R 354 per month per adult
equivalent (which was derived as the national poverty line for South Africa in 1995);

Leibbrandt and Woolard (1999) used various expenditure poverty lines, such as the

** Note that this poverty datum line is double the amount of the lower poverty line.
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‘minimum and supplementary living levels per capita’ poverty line of R 220.10,
‘minimum living level’ poverty line of R 164.20, the ‘per adult equivalent household
subsistence level’ poverty line of R 251.10, ‘50% of national per capita expenditure’
poverty line of R 201.82, as well as the ‘population cut-off at the 40" percentile of
households ranked by adult equivalent expenditure’ poverty line of R 297.29.

2.3.1.3. Computing poverty indices

Given a set of information on either per capita income or per capita consumption
indicators and a poverty line, the only remaining problem is deciding on an appropriate
summary measure of aggregate poverty. There are many alternative aggregate measures
of monetary poverty that can be computed. However, the monetary measures in this
section will only be limited to the head count ratio (H), as well as the poverty gap ratio

(P), since these measures are the ones which are commonly used.
(1) Head count ratio

The head count ratio is the most widely used index. It gives the proportion of the poor in
the population (World Bank, 2000; Ravallion, 1996). That is, the proportion of
individuals/households living on a per capita household income/expenditure below the

poverty line. The head count ratio is illustrated by the following equation: -

T
I
S|

Where H is the headcount index as defined above, q is the number of people living in

poverty, and n is the number of households in a population.

The great virtue of the head count ratio is that it is simple to construct and easy to
understand. Hence, studies that have adopted this approach are voluminous. In fact, most

of the examples of various poverty lines in section 3.2.1.1 were used in line with this
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poverty measure. For example, using the headcount ratio, the World Bank (2000)
estimated that out of 6 billion of the world’s estimated population, 2.8 billion (i.e. almost
half) was estimated to be living on less than $2 a day, and 1.2 billion (or a fifth of the
world’s population) was estimated to be living on less than $1 a day. The 2003 Human
Development Report used a national poverty line of R 354, and found that the head count
ratio of the poor was 48.5% in 2002. Various expenditure poverty lines used by
Leibbrandt and Woolard (1999) yielded different headcount ratios (see Table 2-2 for their
results). Hoogeveen and Ozler (2004) also used various poverty lines of R 87, R 174, R
322, and R 593 (in 2000 prices) and, as expected, their headcount ratios also yielded
different results (see Table 2-3 for their results).

Table 2-2: Comparison of selected poverty lines for South Africa (1993)

Type of poverty line Amount/month % of population below
cut-off (rand) | the poverty line
1985 prices
1. Population cut-off at the 40th percentile of households ranked by 297.29 532
adult equivalent expenditure.
2. 50% of national per capita expenditure. 201.82 532
3. Minimum and supplemental living levels per capita set by the 220.10 56.7
Bureau of Market Research (Unisa).
4. Minimum living level. 164.20 44.7
5. Per adult equivalent household subsistence level, set by the Institute 251.10 45.7
for Development Planning Research, University of Port Elizabeth.
6. International Poverty Line (US$1 per capita per day) (1985 prices).
91.40 23.7

Source: Leibbrandt and Woolard (1999)

Table 2-3: Comparison of selected poverty lines for South Africa (2000)

Type of poverty line Amount/month % of population below
cut-off (rand) | the poverty line
2000 prices
1. $1 per day R 87 11%
2. $2perday R 174 34%
3. Lower-bound poverty line R 322 58%
4. Upper-bound poverty line R 593 75%

Source: Hoogeveen and Ozler (2004)
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The headcount ratio index has its appeal, namely that it is easy to construct and

understand. It has, however, at least two significant weaknesses:

e Firstly, the head count index does not take the intensity of poverty into account.
To illustrate this weakness further, Kanbur et al (2003) provide the following

example: -

Headcount poverty rates in countries A and B, assuming a poverty line of 125

Expenditure  for  each | Headcount Poverty Rate

individual in the country

Expenditure in country A | 100 | 100 | 150 | 150 50%

Expenditure in country B 124 | 124 | 150 | 150 50%

Clearly, there is greater poverty in country A, but the headcount index does not capture
this. As a welfare function, the headcount index violates the transfer> principle, an idea
that states that transfers from a richer to a poorer person should improve the measure of
welfare. That is, if a somewhat poor household were to give to a very poor household,
the headcount index would be unchanged, even though it is reasonable to suppose that

overall poverty has decreased.

e Secondly, the head count index does not indicate how poor the poor are, and

hence does not change if people below the poverty line become poorer.

% According to Sen (1976), the following four axioms form the basis of what has become a widely
accepted consensus regarding the basic requirements for a good poverty measure (i) Monotonicity axiom: If
the income of a poor individual falls (rises), the index must rise (fall); (ii) Transfer axiom: If a poor
individual transfers income to someone less poor than him-or herself (whether poor or non-poor), the index
must rise; (iii) Population symmetry axiom: If two or more identical populations are pooled, the index
should not change; (iv) Proportion of poor axiom: If the proportion of the population which is poor grows
(diminishes), the index must rise (fall).
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(i)  The poverty gap ratio

It is the headcount ratio’s inability to indicate how poor the poor actually are, and the fact
that it remains constant when a previously poor unit becomes poorer, which created a
need for the poverty gap ratio. The poverty gap ratio is the difference between the
poverty datum line and the income per capita of a specific household. This measure
gives an indication of how far below the poverty line the income per capita of that
specific household is. In essence, as the poverty gap ratio tends towards zero, the degree
of poverty diminishes (Whiteford & McGrath, 1994). Total poverty is obtained by adding
up the poverty gaps for each of the poor households. This figure gives an indication of an
amount by which the annual per capita household income of the poor needs to be raised
in order to get everyone’s per capita income up to the poverty line (Ngwane, 2001). For
a better understanding of this, consider Figure 1.1. This figure illustrates how one could
measure poverty as the shaded area between poverty line, PV, and the annual income
profile of the population. Even though in both country A and country B, 50% of the
population falls below the same poverty line, the poverty gap in country A is greater than
that in country B. Therefore, it will take more effort to eliminate absolute poverty in
country A (Todaro & Smith, 2003). The poverty gap ratio (I) is illustrated by the

following equation:

1 q
= Eg(z- Y)

Where | is the poverty gap ratio; z is the poverty line;  is the number of people living in
poverty (i.e. with household income per capita no higher than z); Yi is the household

income per capita for the i-th household, arranged in order of income.



Figure 2-1

A

n

n

u

a

|

i

n

C

1]

m

e
A
n
n
u
a
1
I
n
C
0
m
e

34

Conntry £

Poverty /
Gap £
0 S0 100
Percentage of population
(a) & Relatreely large povverty gap
Country B
P ; ¥
Poverty
Gap
0 50 100
Percentage of population

i) & relatieely swall povertsy gap



35

Using this approach, Ngwane (2001) found that the average per capita household income
of the poor in South Africa in 1995 needed to be raised by 30.55% in order to reach the
poverty line (when using the $1 a day poverty line). The 2003 Human Development
Report found that, for South Africa, the average per capita household income of the poor
in 2002 needed to be raised by 18% in order to reach the poverty line (when using the
national poverty line of R 354). McGrath and Whiteford (1994) found that the poverty
gap ratio for South Africa and the TBVC?® states was equal to 31% in 1991 (when using
the MLL poverty line).

2.3.2. Human poverty and development approaches

In the previous section (i.e. section 2.3.1), the emphasis was placed exclusively on
‘money-metric’ poverty measures, i.e. measures that can only capture the amount of
income available to households in order to acquire basic goods and services. Even though
these money-metric indicators may be a significant dimension of poverty, i.e. with a
higher income or consumption budget, a person may be able to improve the position of
some of his/her monetary and non-monetary attributes, the truth of the matter is that these
‘money-metric’ poverty measures may somewhat conceal the highly differentiated
experiences of the South African populace in terms of human development, especially
when it comes to access to basic services (e.g. housing, literacy, life expectancy and so
on). Therefore, for a better understanding of the nature of poverty in a country such as
South Africa, it is imperative to avoid utilising only money-metric poverty measures as
the criterion for assessing poverty. Instead, this conventional approach to measuring
poverty should be supplemented by other non-monetary measures, in order to be able to
expose other dynamics of poverty that are usually overlooked when only money-metric
poverty measures are applied. This section will therefore seek to elaborate on the
instruments (i.e. Human Poverty Index and the Human Development Index) that are used

to measure human poverty and development.

%% This is an abbreviation referring to the following states: - Transkei, Bophuthatswana, Venda and Ciskei.
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2.3.2.1. The Human Poverty Index (HPI) for developing countries

In an attempt to look beyond income poverty, the United Nations Development Program,
in its 1997 Human Development Report, introduced the concept of the Human Poverty
Index (HPI). This index for developing countries concentrates on deprivation in three
essential dimensions of human life, which are also reflected in the Human Development
Index (HDI). According to the 2007/2008 Human Development Report, these are: (i) a
long and healthy life, (ii) knowledge, and (iii) a decent standard of living. In the
following notation, P1, P2, and P3 have been used to measure (i), (ii) and (iii)

respectively.

Given that;: -

P1 = Probability at birth of not surviving to age 40 (times 100)
P2 = Adult illiteracy rate

Ps = Unweighted average of population not using an improved water source and children

underweight-for-age

HPI = [1/3 (Pa1 + Pa2 + Pa3)]l/a

See Table 2-4 for examples of HPI values for selected middle-income countries with a
GDP per capita similar to that of South Africa. Based on what is depicted in Table 2-4,

South Africa fares very poorly in terms of its HPI value, when compared with other
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middle-income countries, other than Botswana. Therefore, it would be safe to assume that

a lot more work still needs to be done in order to improve the HPI value for South Africa.

Table 2-4: Comparison of HPI values for selected middle-income countries

Country HPI value (%) Population who | Adult illiteracy | Population Children under-
will not survive | rate (% ages 15 | without weight for age
to age 40 (% of | and above) | sustainable (% under age 5)
total 1995-2005 access to an | 1996-2005
population) improved water
2000-05 source (%) 2004

Thailand 10.0 12.1 7.4 1 18

Brazil 9.7 9.2 11.4 10 6

Botswana 314 44.0 18.8 5 13

Russian - 324 - - 18.8

Federation

Costa Rica 4.4 3.7 5.1 3 5

Mexico 6.8 5.8 8.4 3 8

Malaysia 8.3 4.4 11.3 1 11

Latvia - 19.8 - - -

Chile 3.7 3.5 4.3 5 1

South Africa 235 317 17.6 12 12

Poland - 14.5 - 7.0 8.6

Source: Human Development Report (2007/2008)

2.3.2.2. Human Development Index (HDI)

According to May (1998), the shortcomings of income as an indicator of development led

the United Nations Development Program (UNDP) to construct a composite index, which

they named the Human Development Index (HDI). This index is composed of three

equally weighted indices, and they include the following: (i) the life expectancy index,

(i1) the educational attainment index, and (iii) the GDP index. In the following notation,

L, E, and ILI have been used to measure (i), (ii) and (iii) respectively.

L = is the life expectancy index
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E = is the educational attainment index

ILI is the income level index.

The HDI index is obtained by simply computing the average of the three indices, and this

process results in the following equation:

HDI=(L+E+ILI)
3

According to the 2007/2008 Human Development Report, this index is measured on a

scale of 0 to 1, with 0 being the lowest level of development and 1 the highest level. For
instance, a HDI value of between 1 and 0.8 is regarded as a high level of human
development; a value of between 0.799 and 0.5 is regarded as a medium level of human
development; and a value of between 0.499 and 0 is regarded as a low level of human
development. See Table 2-5 for examples of HDI values for selected middle-income

countries with a GDP per capita similar to that of South Africa.

Table 2-5: Comparison of HDI values for selected middle-income countries

Country Life Adult Real GDP | Life Educa- | GDP HDI HDI
expectancy | literacy | per capita | expect- tion index value rank
at birth rate (%) | (PPP US$) | ancy Index 2005
(years) 1995- 2005 index
2005 2005
Thailand | 69.6 92.6 8.677 0.743 0.855 0.745 0.781 78
Brazil 71.7 88.6 8.402 0.779 0.883 0.740 0.800 70
Botswana | 48.1 81.2 12.387 0.385 0.773 0.803 0.664 124
Russian 65.0 99.4 10.845 0.667 0.956 0.782 0.802 67
Federation
Costa 78.5 94.9 10.180 0.891 0.876 0.772 0.846 48
Rica
Mexico 75.6 91.6 10.751 0.843 0.863 0.781 0.829 52
Malaysia | 73.7 88.7 10.882 0.811 0.839 0.783 0.811 63
Latvia 72.0 99.7 13.646 0.784 0.961 0.821 0.855 45
Chile 78.3 95.7 12.027 0.889 0.914 0.799 0.867 40
South 50.8 82.4 11.110 0.430 0.806 0.786 0.674 121
Africa
Poland 75.2 - 13.847 0.836 0.951 0.82 0.870 37

Source: Human Development Report (2007/2008)
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As was shown in the discussion of the HPI, Table 2-5 also shows that the HDI value for

South Africa is low in comparison with other middle-income countries.

2.4. Conclusion

This chapter has presented a review of relevant literature on the definition and
measurement of poverty, an analysis that will prove to be a cornerstone in understanding
the remainder of this study. Some of the important aspects that were covered in this
chapter include the following: concepts closely related to poverty, different types of

poverty, and the definition and measurement of poverty.

With regard to definitional issues, this chapter has highlighted the fact that poverty is a
multidimensional phenomenon that has different meanings to different people.
Furthermore, it has also been established that the way in which poverty is defined
determines the methods employed to measure it, and the subsequent policy and
programme packages to address it. Hence, the importance of identifying concepts that
are closely related to poverty, as well as different types of poverty, is clear. Nevertheless,
despite the debate on definitional issues, this chapter has established that the general
consensus is that poverty can be defined according to three different perspectives, i.e. the
income/consumption perspective, the basic needs perspective and the capability
perspective. Thus, although the concept of poverty has been extended beyond its
economic domain, this dissertation defines poverty as “the inability of individuals,
households, or entire communities, to command sufficient resources to satisfy a socially

acceptable minimum standard of living”.

With regard to measurement issues, this chapter has noted that, just like defining poverty,
there is no ideal or correct way to measure the extent of poverty in a society, because a
crucial role is played by value or ethical judgements. In parallel with this controversy,
this chapter has established that there are two schools of thought that have emerged on

measurement issues. The one has defined poverty primarily in financial terms, and the



40

other has sought a more broad-based definition of poverty that is not solely based on
financial resources. Generally speaking, in developing countries, most development
analysts have been concerned with measurement in terms of the former approach. This is
due to the fact that this particular approach entails dimensions of poverty that are easily
and objectively measurable. When using this approach, there are generally three
ingredients that are required in order to compute a poverty measure. These are choosing
the relevant dimension and indicator of well-being; selecting a poverty line; and later,
selecting a poverty measure to be used for reporting on the population as a whole or a
population subgroup (and these only include the headcount ratio and the poverty gap
ratio, because these are the measures which are commonly used to measure poverty when
using the traditional approach). However, because these measures of poverty do not
necessarily capture how other non-monetary dynamics of poverty (such as being
illiterate, having a short life-span, lacking access to adequate healthcare, and having an
indecent standard of living) affect the poor, the World Bank introduced the HDI and HPI

indices.
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Chapter Three

Determinants of Poverty

3.1. Introduction

“Once we recognize that poverty exists, then we... know that it must have
a cause (or causes); and if we can identify the cause of poverty, then that
should give us a basis to develop a policy response to it” (Alcock, 1997:
36).

During the pre-1994 political struggle against the apartheid regime, one of the arsenals
that were utilised by the ANC to galvanise the struggle for a democratic system was to
frequently articulate, to a majority of the people, the benefits that they would derive if
any political emancipation were to be consummated. As a result of this preponderance
exercise, a myriad of optimistic expectations among the majority of the disadvantaged

communities, particularly those that were hitherto poor, was created.

If one takes cognisance of the fact that the current government inherited an apartheid
state machinery, which had been set up, on the one hand, to provide quality services for a
privileged minority of the population, and on the other, to ensure deliberate, systematic
underdevelopment of the majority of South Africans (Pillay, 2000), general wisdom
would suggest that fulfilling these promises was, and is still, never going to be an easy
task. However, as has been alluded to in the above quote, a deeper understanding of the
underlying roots and causes of poverty, as well as circumstances that aggravate this
phenomenon within and outside the South African economy, can be of great help in this
regard. Such an understanding can go a long way in assisting the policy authorities, by
providing them with a point of departure for the design of effective policy programmes
aimed at enhancing the lives of the poor. In this context, this chapter therefore seeks to
discuss the theoretical and empirical determinants of poverty that are of particular

relevance to South Africa.
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Table 3-1: Multiple classifications of the causes of poverty

Economic

Low productivity (macro and micro)

Poor economic skills (macro and micro)

Macro economic shocks (e.g. shrinking/stagnant economic growth; inflation, etc.)

Micro economic shocks (e.g. unemployment/under employment)

Adverse terms of trade (macro)

Technological backwardness/lack of research and development (macro)

Negative consequences of globalisation (macro)

Social

Discrimination (gender, age, ethnicity, caste, race, impairment) (macro)

High fertility and dependency ratios (macro and micro)

Poor health and HIV/AIDS (macro and micro)

Inequality (macro)

Lack of trust/social capital (macro)

Absence of successful role models®’ (macro and micro)

Political

Poor political governance (macro)

Poor macroeconomic governance, including poor resource management

Insecurity (macro)

Violent conflict (macro)

Domination by regional/global superpowers (exogenous)

Globalisation (exogenous)

Environmental

Low quality natural resources (macro)

Environmental degradation (macro and micro)

Disasters (flood, drought, earthquake, etc.) (macro and micro)

Remoteness and lack of access (macro)

Propensity for disease (‘the Tropics”) (macro)

Source: Modified from Hulme et al (2001)

What causes poverty? Unlike the definition of poverty, which continues to conjure up
different meanings for different people (hence a consensus on this definition remains
elusive), general concurrence among scholars and development practitioners regarding
the factors that determine and sustain poverty has been more closely approximated
(Burki, 19