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INTRODUCTION

Inflation has often been described as 'public enemy number one' and
policies to combat inflation are usually. accompanied by exhortations
to tightening of belts for the long term good of the economy.
Stigler (31973) has found that in the U.S. people regard inflation

as a worse ill than unemployment and a presidential‘incumbent's
popularity is inversely related to the rate of inflation.

Similarly a recent survey conducted by SALDRU amongst Trade
Unionists has revealed that the majority of umionists feel that
inflation is the main cause of poverty among their membervs.

Arthur Burns, former head of the U.S. Federal Reserve System,

argued that

'...unhappily, much of the public as well as
private effort to reduce poverty is nullified
by inflation. There can be little doubt that
poor people or people of modest means generally,
are the chief sufferers from inflation.'

On the other hand many economists argue that 'contrary to popular
belief, inflation has more or less neutral effects on thé poor'
(Perlman, 1976,'p.169).2 Stein asserts that

'All in all there has been little suffering in
the country as a result of the inflation.

The explanation for this is simple. The high
and rising prices we pay are almost all paid to
other Americans gnd become part of their

rising incomes’.

'thile it may well be that in the long run inflation effects arec
teutral with respect to income distribution, it is well to
remember Keynes' oft cited dictum that 'in the long vun we are
all dead'. When dealing with the position of people already on
‘he breadline, even short run adverse movements of income distri-
ution are of concern. - For many of the poor even the short run

ay be too long.

his paper is an attempt to consider the factors that determine the
rffects of inflation on.the poor. It is limited in the sense that
ts focus is narrow and does not analyse the effect on income
istribution in general. In a study of this nature one of the

‘ain problems is thit much of the data required simply does not
xist and also it is often difficult if not impossible to disen-
gngle inflatienzry offects from the web of other factors that



affect the variables concerned. A start can be made however by
determining the correct questions to ask and to try and ascertain
the extent to which certain groups are vulnerable to inflationary

effects. For this reason many of the conclusions in this paper

are necessarily speculative. There is no a priori theoretical
reason why inflation should affect any particular group overall
worse than others. Thus we cannot generalise from studies done
in the U.S. and U.K. It will be argusd that the effects of in-
flation are specific to the particular nature of the inflation
at the time and more importantly they are place specific.
Jnflation in the South African context would differ in its ef-
fects from inflation in the U.S. or European context where the
very poor and the unemployed are protected from inflationary
effects by index-linked social welfare and unemployment benefits.

It should be noted that the object of this study is the rate of
increase of the price level rather than the level of prices. Thus
we are not concerned with the issue of whether the poor pay more.4
While there is evidence and. sound a'ériori reasoning which indi-
cates that the poor do pay more, there is no necessary reason why
the prices they face should rise faster than prices faced by the
non-poor. Similarly, that fact that social pensions have kept up
with inflation and therefore the aged have not been affected by
inflation does not say anything about the lgﬁgl or adequacy of
social pensions.

The paper will first briefly discuss problems of definition and
measurement of inflation. Inflation has a differential effect on
spending as well as income. First, the effect on expenditure will
be analysed, followed by the effect on varidus.sources of income.
Finally, the relationship between inflation, unemployment and
anti-inflationary policies will be considered.




SECTION A

INFLATION: DEFINITIONS AND MEASUREMENT

The usual textbook definition of inflation is that it is a sus-
tained increase in the general price level. The ‘general price
level' is made up of selected prices and the implication of the
definition is that during inflationary periods, all prices making

up the index move together (i.e. relative prices do not change),

or conversely any relative price changes are not part of the general
inflationary process or common force causing the inflation and are
therefore not part of inflation. A cursory glance at the data shows
that in South Africa relative prices have changed substantially
during the inflationary period of the 70's and to try and disen-
tangle which of these relative price changes are part of the in-
flationary process or not is a meaningless exercise.S As

\

Bronfenbrenner and Holzman (1963) have written .

‘It is often difficult, however, to separate

the effects of general inflation on relative
prices from those due to changes .in other

suppl -dgmand relationships, including economic
growth'. ’ :

When trying to determine the meaning of 'sustained increase’ the
distinction is arbitrary. A guideline that Palmer (1973) offers
is that

'...the increase should be sufficient so that it

is unlikely to be simply the result of an upward
bias in the relevant price index, and it should
continue to occur over a long enough time period
that it is unlikely to be only the result of a
one-time upward adjustment of prices to a specific
change in structural circumstances rather than
reflecting more general continuing conditions in
the economy. Conventional usage of the term would
seem to indicate that it is appropriate to label
what we are experiencing an inflation whenever an
increase in the general level of prices has occurred
in excess of 1,5 to 24 for two or more comnsecutive
years'. (Palmer, 1973, p.5).

It should be noted that increases in controlled piices are often
regarded as non-inflationary as they are once-off increases and
not part of the general pressure of price increases. However it
would be wrong to ignore such increases when the reason for the
increase is because of higher input costs. The mere fact that




price increases are announced by the authorities rather than auto-
matically increased in the market should not be of any consequence
to people who are faced with these continuous increases.

The measurement of inflation has for long been a problematic and
hotly debated issue.7 The two main indices used in South Africa
are the Yonsumer Price Index (CPI) and the Wholesale Price Index
(WPI) or Production Price Index (PPI). The latter index is
appropriate for the industrial sector and is a composite of costs
and prices from all stages of the manufacturing process. The
primary value of this index is that, because it reflects price
movements at early stages of the production-distribution process,
it is an indicator of the future trend of finished goods prices.

The CPI is the index generally used for measuring the rate of
inflation. It is a measure of the increase of a market basket
composed of goods and services for final consumers. Tt does not
however include items..such as.land, securities, labour and the
price of government output. In the case of the South African CPI
certain other expenditures are excluded, e.g. income tax, contri-
butions to pension and provident funds and expenditure of a capital
nature (e.g. payments on house loans, excluding intevest).

A further problem with the CPI is that it is not based on a market
basket of goods bought by all consumers. In the U.S., for example,
it is based only on consumer patterns of urban wage earners and
‘clerical workers within a given middle-income range. To the extent |
that different income groups have different consumption patterns, |
that implies that measured inflation may overstate or understate
the actual inflation experienced by different groups. In South
Africa this problem has been partially overcome by the publication
of three different CPI's for urban households ~ a higher income .
group index (R6 000 and more); a middle income group index

(R2 000 to RS 999), and a lower income group index (less than

R2 000). Cognisance is also taken of the fact that price increases
differ from area to area and CPI's are calculated for the 12 major
urban areas over which surveys were conducted. In this study CPI's
are recalculated for sub-groups within the low income category.




The question of weighting>is particularly problematic. The CPI is
constructed as a Laspeyres index which means that the weights in
the index are kept constant. However, due to relative price
changes due to changing tastes, quality changes (especially in the
service sector), etc.,, these weights could be changing all the time.
For this reason it is often argued that there is an upward bias in
the CPI because as prices rise people in fact substitute lower
priced goods for the relatively more expensive ones. Thus the
further away we get from the survey year, the less reliable the
index will be as an accurate reflector of consumption patterns.
However the use of a Paasche index with variable weights assumes
that these substitutions involve no loss of satisfaction to the
consumer and Eherefore in this case inflation is understated.

Blinder (1980) has made the point that if the CPI is an arithmetic
weighted average (as in the case of South Africa's CPI), then-even
in a Laspeyres index the weights will not be constant. It can be
shown that those items whose relative prices are rising are auto-
matically given increasing relative importance in the overall index
(even though their weights are constant over time) and this despite
the fact that the higher prices do result in substitution away from
these goods.8

Home ownership costs are a further problem but as these costs are
only given a weight of 1,64 in low income group categories, we

will not be concerned with the question of whether mortgage interest
and 'cost of ownership' is overstated in the index or not.

Despite the problems with the CPI it is still the best available
measure of inflation and has played an jimportant role in contracts
providing for automatic price adjustments, especially industrial
council agreements providing for cost of living allowances. The
CPI is also the index that is generally used to convert money
wages into real wages and thus to determine the extent to which
workers' living standards are rising or falling.



REVIEW OF THEORETICAL CONSIDERATIONS

This section will bricfly review some of the theoretical considera-

tions involved in a study of this nature. In an empirical review

of the literature, Ando and Bach (1957, p.2) set out the four

basic analytical propositions concerning the redistributional

effects of inflation.

1. Inflation redistributes real purchasing power (over current
output and over assets) from those whose income rises less
rapidly relative to the prices they pay as a result of the

inflation to those whose incomes rise more rapidly relative
to the prices they pay. ) ;

2. Inflation redistributes real purchasing power from those
whose assets rise more slowly in price as a result of
inflation to those whose assets rise more rapidly than prices.

Inflation redistributes real purchasing power from creditors
to debtors, when debts are stated in fixed dollar terms.

(%]

4. To the extent that accurate expectations of continuing
inflation affect economic behaviour, the redistributional
effects indicated above will tend to be negated.

It is clear that expectations play a central role in the redistri-
butional effects of inflation. It is argued as in (4) that if
inflation is anticipated, then inflation effects will be minimal

as workers will demand higher wages, which employers will be
prepared to pay, and lenders will demand higher nominal interest
rates, which borrowers will be prepared to. pay.  This assumes

of course that there is nothing retarding the readjustment of
economic contracts, e.g. government rules, long term contracts,
market imperfections, and crucially in the South African context,
unequal bargaining power and unequal knowledge. It is extremely
important to bear in mind the point often ignored in the litera-
ture that the ability to anticipate inflation does not necessarily
imply the ability to act upon those expectations to avoid the
distributional effects. As will be shown beloﬁ, the more unequal
the bargaining power, the more vulnerable certain groups are to
inflation as they are less able to démand higher‘wages even if we
assume that they have perfect information or correct anticipations.




It is not entirely clear in the literature exactly what is meant
by the term 'fully anticipated inflation’. There are two possi-
bilities what this means. Firstly, all economic agents form
identical expectations equal to the actual rate of inflation and
are able to take action on the strength of these correct expecta-
tions. It is also necessary that such actions result in exact com-
pensation. Alternatively, Foster suggests that

‘...economic agents have incorrect expectations
concerning inflation but through negotiation and
warket adjustments a compromise is reached so that
the actual rate of inflation is embodied in
compensation’'. (Foster, 1976, p.82).

In the first case, action is necessary for the crystallisation of
accurate expectations whereas in the second case, the role of
action is central, involving the complex task of reconciling
disparate expectations. As Foster argues,

‘(I)t is difficult to imagine either of these

options giving universal compensation for

inflation. A world of unanimously correct .
expectations is a relatively unimportant case, as

is a world of incorrect expectations where market
activity and negotiation procedures yield universally
correct compensation. At least with this latter
option une can cenvisage it operating in particular.
cases in a realistic world of incorrect expectations.
However, it is not the option selected in the "fully
anticipated" inflation literature, which has preferred
to assume away the central problem of inflation
uncertainty*. (Foster, 1976, p.82). .

This attitude is usually associated with the presumption that only
meney is subject to redistribution effects. This is typified in
the statement by Klein that economists assert that the

'...sole cost of fully anticipated inflation is
- 'that it leads individuals to economize on real

cash balances. Inefficiencies are thereby created

as individuals substitute real resources for money

and reallocate resources towards the production of

less cash intensive commodities'. (Kiein, 1976, §.185)

Inflation is therefore regarded as an inefficient excise tax
which results in social welfare losses.




It is generally agreed therefore that inflation is inefficient and
has redistributive effects, these effects being greater the more
unexpected the inflation-is. Which way the redistributive effects
will go is a matter of empirical investigation and even here con-
flicting results are found. In the U.S., Stevenson and Back (1974)
found that inflation redistributes from the poor and the rich to
the middle income groups; Nulty (1979) shows that the direction is
towards the very rich (top 20%) and very poor (bottom 10%) from the
broad middle range of the population; whilst Minarik (1979) shows
that if the effects of inflation on income from capital, as well

as on wages and salaries, are considered, then those in the upper
income brackets are the heaviest losers. Piachaud sums it up

succinctly:

'Inflation acts neither as Robin Hood nor as

Robber Baron; neither the poor nor the rich

are affected in a uniform way. The distribu-

tional effects of inflation have in the past
depended both on the causes and nature of the
inflation and on the responses to it of individuals,
groups and governments'. (Piachaud, 1978, p.115).

SECTION B

Having considered some- of the theoretical issues involved, we can
now turn to an assessment of the effects of inflation on the poor.
in South Africa. We shall concentrate primarily on the position

of the poor rather than on the relative effects of inflation on
different income groups. It is of little comfort to the low paid
worker whose pay pécket is eroded by inflation that the very rich
are losing out more than he is.

EXPENDITURE EFFECTS

As mentioned above, different income groups have different expendi-
ture patterns which implies that there will be consequences for
income redistribution. There is no reasen to expect that lower
income groups will necessarily be faced with a higher inflation
rate than any other group - it depends on the extent of the infla-
tion at the time. 1If inflation involves no change in relative

prices, then the effect on different groups is uniform. When




changes in relative prices are involved (as is usually the case)
then it is an empirical matter to determine the exteant to which
groups are affected differently due to differing weighting
patterns in consumer baskets.

A number of studies have been made reweighting the general CPI in
both the U.S. and the U.K. 1In the U.S. calculations made by
Hollister and Palmer (1972), Palmer (1973), . Palmer and Barth
(1977) and Perlman (1976) have reconstructed the indices and pro-
duced a Poor Price Index (PPI), a High Income Price Index (HPI),
with the CPI representing the middle income index. Over the
period studied the three indices moved very closely together be-
cause relative prices remained fairly constant and when there were
divergences these tended to cancel out. With 1967 being the base
year, in 1973 the PPI, CPI and HPI stood at 135,3, 133,1 and 132,5
respectively. (Palmer and Barth, 1977). Thus they concluded that
the CPI could serve as a good proxy for the PPl or HPI.

Similar studies in the U.K. have produced different results. Earlier
studies by Allen (1958) and Lynes (1962) showed no significant dif-
ference in CPI's of different groups. Tipping (1970) showed that

in 1966 the lowest income group's index was 144 (base year 1956)
whereas the highest income group was 138. More recently, Piachaud
(1976), using variable weights for 10 major groups of'expeﬂditure,
found that over the period 1956-1974 prices rose 26 percentage
points more for the low fifth percentile income level - mainly
pensioners - tham for all households and 30,9 percentage points
more than for the high 95th percentile (See also Piachaud, 1978).
bDifferences between other income levels were substantially smaller
d and prices for large, low-income families rose only marginally
more than for all households together. '
In South Africa, the weights used in canstructing the CPI are
based on household expenditure surveys conducted during 1975 by
the Bureau of Market Research (BMR) at UNISA, and by the Department
of Statistics. The weights for the three income groups aré shown
in Table I. The major differences arise in expenditure on food
(36,41 for tow income group and 19,7% for higher income group),
txansport (7,2% and 17,7%) and housing (8,6% and 21,1%).
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The different CPI's for the three income groups are shown .in

Table 2 and it can be seen that there is no significant difference.
(We are abstracting from the problem of overstating the high income
group index due to home ownership costs). CPI's were then re-
estimated for various groups to see what effect, if any, there
would be if income groups were further disaggregated. The results
are shown in Table 3.

Using expenditure survey data from the BMR and disaggregating the
expenditure basket into the 30 categories published by the Depart-
ment of Statistics, we can see that whereas in 1982 the overall
CP1 was 233,7, the CPI for Johannesburg urban blacks was 242,7,
239,3 and 238,1 for income groups R250-499 per annum, R500-749 per
annum and R750-999 per annum respectively. ~The high income group
index. for Johannesburg whites was .also recalculated for the very
highest income group (15 000 +) which had an index of 233. For
whites in the highest income group (average of all urban areas)
the index was 229. Thus there.was a difference of almost 14 per-
centage points between the lowest and highest income groups.
Similarly in Cape Town, the index for the three lowest income
groups was 246,0, 237,8 and 237,9, compared with the very high
income group index of 231,7.11 In the case of East London, the
indices were not different from the national average and in the
case of the lowest group %t was in fact lower at 229,3.

An attempt was also made to calculate indices for areas not usually
covered in the overall index. These calculations only disaggre-
gated the expenditure basket into 16 major categories due to the
lack of more disaggregated data. Table 4 shows that the CPI of
blacks living in towns'? was about 3 percentage points higher than
the average, for R0-999 per annum and no difference for the

R1 000-1 499 per annum category. The calculations for Venda
(Table 5) and Bophuthatswana (Table 6) were based on 1977 consumer
expenditure surveys. Thus although these results are not strictly
comparable, it is unlikely that consumption patterns would have
been significantly different in 1975, Again, the data show that
the CPI between 1975 and 1982 rose about 7 percentage points faster
for low income groups.
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These calculations are lacking in that certain categories of ex-
penditure are not sﬁfficiently disaggregated in the Department

of Statistics data. This is particularly serious in the case of
housing where only one general index for housing is published.
tiowever, the composition of housing ‘consumption' is very differ-
eat for different groups, as can be seen in Table 7. 7The composite
index supplied tells us nothing about the movements of various
components of hdUSing. Also the indices used are national rather
than regional indices. llowever, what the calculations do illus-
trate is that different expenditure patterns do result in differ-
ent indices and that in general the lower income groups are

faced with a higher CPI than the higher income groups. It would
appear that the major factor contributing to this is the rapid
rise in food prices in recent years. This trend is likely to con-
tinue because of the drought with its resultant upward pressure
on food prices. ’

A final point of importance to note is that even if the poor price
index is not rising significantly faster than that of other groups,
price increases.generally result in greater hardship for the poor.
This is because necessities typically comprise a large share of
their budget and they are already subsisting on the margin.
Consequently, the poor are less able to ameliorate the impact of
higher prices of their normal consumption purchases by.either sub-
stituting lower price and lower quality items or entirely fore-
going certain types of purchases. For people living on the bread-
line, this is of extreme concern as substitution to lower quality
items or abstention can have important long term health and dietavy
implications. That the poor are unable to adjust to higher prices
is partly due to the extremely low level of savings which could
otherwise cushion the consumption effects of price rises. Table 8
illustrates this point where it can be seen that low income grodps
have extremely low levels of accumulated savings.

INCOME SOURCES

Detailed income profiles for different income groups are not
available in South Africa but the BMR surveys do provide income
profiles for blacks in general. From Table 9(a) it can be seen
that in 1980 wages and salaries in cash and kind made up over 85%
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of black household income. This pattern has not changed since
1960. (See Table 9(b)). These figures show the importance of
wage earnings, but a more detailed income and age group profile
would Yeveal the reliance of poorer households on social pensions
and income from unemployment insurance funds. This section will
attempt to assess the effect of inflation on different income

sources.

Although, as noted, wages are the most important source of income,
"they are the most difficult to assess the impact of inflation on
because of all the real factors that affect real wage levels.

Thus Palmer and Barth do not consider wages for two reasons

'Deviations in the real value of wages and salary
income from its long-run trend are primarily
associated with changes in the aggregate unemploy-
ment rate and not with inflation per se.

Holding employment and productivity effects constant,
inflation may affect real earning levels through a
temporary lag of money wage increases behind price
level increases in some or all sectors of the
economy or through a widening cr narrowing of
occupational wage differentials.’ (Palmer and
"Barth, 1977, p.212).

Of particular interest in assessing poverty wages in the movement
of minimum wages. Table 10 shows the SALDRU minimum wage rate
index for Industrial Council agreements for the lowest grade of
worker (labourers grade 1). Between 1973 and 1983 real median
minimum wages rose by 12,8% but during this period there were
fluctuations. The rise in 12,8% is dependent on the beginning
point: Using 1976 as a beginning point shows a fall of almost
2%.in real terms. Whilst it cannot be.conclusively argued that
falling real minimum wages are caused by inflation,13 it is
interesting to note the use of automatic indexation in industrial
council agreements in the form of COLA (cost of living allowance)
clauses. The more extensive the use of COLA provisions, the less
vulnerable workers are to inflation.

Generally COLA adjustments have been tied to the prevailing CPI
for the relevant region but there have been cases of formulae
which do not maintain real wages. For example, artisans in the

- East London building industry are subject to a formula whereby
the minimum wage‘increases'by one third of the rate of inflation.
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COLA's were extensively used during the 1973-79 period for
Industrial Council agreements for building, millinery, knitting,
textiles, electrical contracting and paper and pulp. Since 1979
fewer agreements have had COLA provisions and at present the
only agreements with such provisions are building (East London
and Kroonstad) and millinery (Transvaal).

In Rroonstad, bi-annual COLA provisions have maintained minimum
wages steady since 1973 whilst in millinery (Transvaal), real
minimum wages have been maintained since 1976.

In contrast to this COLA's maintained minimum real wages in
building (Boland) till 1978. Thereafter COLA's were dropped
and annual amendments have resulted in declining real wages,
e.g. unskilled mininum wages fell from R19,57 in 1978 to R16,45
in 1983 - a 16% fall. In building (Cape Town) where COLA's were
also dropped, unequal increments across jbb categories have
resulted in changes in relative wage rates, e.g. after 1979
labourers and hoist operators showed a slight increase in real
minimum wages, whereas most other categories showed a marked
decline in real levels.

Millinery (Cape) workers have fared worse than their Transvaal
counterparts where there have been bi-annual COLA adjustments
and constant real minimum wages. 1In the Cape, two year gaps
between nominal increascs were common during the 70's.
Transvaal minimum real wages have generally been more stable,
e.g. between 1973-83, milliner wages ftell by 3% in Transvaal
whereas the fall in the Cape was 17% over the same period.

COLA clauses do not provide full protection against inflation
because there are inevitably lags in the application of the
adjustments. In most cases the lag is one year but bi-annual
clauses do exist. The absence of COLA's does not necessarily
imply that real wages will fall but as seen above the removal of
such clauses does make wages more vulnerable to inflationary'
pressures. And given that only about 23% of the labour force
are covered by industrial councils or wage determinations, theve
is a large body of labour that is particularly vulnerable to
inflation. :
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Apart from the fact that wages are intricately tied up with the
business cycle, data for earnings are gencrally grouped by race
rather than income group. The general tendency for Black wages
to rise can be explained to a large extent by increased access
to skilis and it is these more skilled, higher paid Black workers
that pull up the average. Table 11 shows trends of real wages
for various industries. It can be seen that between 1975-80,
real wages dropped'in some industries (e.g. the building
industry), or the rate of increase slowed down. Because of the
level of aggregation of the data, it is difficult to determine
the extent to which the working poor were affected by inflation

over the past decade.

As explained above, anticipating inflation does not imply the
capacity to act upon these expectations. To be able to effective-
ly act on expectations implies equal bargaining strengths on both
sides. The large proportion of unorganised labour in South Africa
is therefore vulnerable to inflation. But in South Africa, as in
most LDC's, there are particular groups that are more vulnerable.

As Leibenstein argues,

'A frequent characteristic of many developing
countries is a rapid rate of urbanisation, which
is often accompanied by rapid migration from the
countryside to towns and cities. This will
normally create a class of temporarily unemployed,
as well as a large group of unskilled or semi-
skilled workers who have recently joined the urban
labour force. In view of the fact that this

« portion of the workforce is likely to find itself
in a position of having to compete for jobs with
other workers, their bargaining power is likely
to be relatively weak. As a consequence these
groups are likely to lose out during the inflationary
process.' (Leibenstein, 1980, p.52).

This does not imply that real wages never rise but compared with
other groups, such increases are likely to persist longer than
groups with more bargaining power.

In South Africa influx control measures imply’a large number of
illegal migrants whose bargaining power would be extremely weak.
Unfortunately, no data exists for the income of such groups, nor
for those who resort to jobs in the informal sector. However,
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the two most important categories of vulnerable unorganised
workers are domestic servants and farm labourers, who together

14 The data for farm wages appears to be

number over 2 million.
very unreliable and demonstrates very wide fluctuations in real
income. (Table 12). However, the data on domestic servants'

wages demonstrates clearly that unqrganised workers with little
bargaining power are likely to lose out in inflationary periods.
Table 13 shows that over the period 1973-1981 (the latest years

for which data are available), real domestic servants® wages

in cash and kind dropped on average by 16% and in some areas this
A -

drop was over 20%. This fall is well above the real wage falls

in other industries over the same period.

A further characteristic of LDC's in South Africa is the sub-
sistence farming sector. To the extent that families on the land
can live entirely off their own produce, they are protected
against inflation (although not necessarily from poverty). How-
ever, increased pressure on the land and removals has resulted
in a decrease over the past decades of fully subsistent farmers
and many people in the rural areas are becoming more reliant on
migrant‘remittances and social pensions. This is demonstrated
in Table 14 for the Transkei, where it can be seen that home
production accounts for a small percentage of income. '

Non-wage incomes

(i) Social welfare benefits

It is in the field of social welfare benefits where findings in
the U.S. differ markedly from those in South Africa. In the U.S.,
for example, the array of index-linked social welfare programmes
make the very poor less vulnerable to inflation than the un-
organised working poor. Nulty (1979), for example, has argued
that the working poor are worse off (with respect to inflation)

'...in that their income is generally sufficient

to disqualify them from public subsidies such

as food stamps or rent allowances that offer

some marginal protection from the “"new"
inflation'. (Nulty, 1979, p.32)

Social Security, S5I and Food stamps all have provisions for
auvtomatic increases in benefits, linked to the CPI. As in the




16

case of COLA's (discussed above), such adjustments only offset
the inflation of the previous period and between adjustment
periods real income falls due to adjustment lags. In the long
run, however, real benefits have remained fairly constant. In
the U.K. Piachaud (1977) has shown that retirement pensions are
more favourably treated in terms of indexation than most other
social security benefits 'which still have no guarantee of
inflation-proofing and have in the past signally failed to keep
pace with inflation'. (Piachaud, 1977, p.98).

In South Africa, social security benefits are minimal for the
non-aged unemployed poor which makes this category far more
vulnerable than their counterparts in the U.K. and U.S. in

particular.

In South Africa, the main social welfare provision is for the
aged poor, i.e. the.state pension. Table 15 shows that over

the period 1970-81, social pensions have increased in real terms
for Blacks by 141%, for Asians and Coloureds by approximately
27% and for whites by 4,3%. However, the rate of increase has
slowed down considerably and in fact since 1978 the real value
of pensions for Blacks and ®hites has been eroded by 3% and 7%
respectively. Because there is no automatic indexation, changes
in real pension values are discretionary. We can assume that no
government would reduce the money value of pensions and there-
fore it is inescapable that their real value has been reduced
through inflation. It should also be noted that those income
groups whose actual CPI is higher than the average will have

faced larger pension erosion. To illustrate this, pensions of
poor in Bophuthatswana faced with a CPI as in Column 4 in Table 6
will have had real pension values eroded by‘tﬁ% between 1978 and
1981. Although social pensions have maintained their real value,
to the extent that households rely on social pensions as their
major source of income, real social pension income per capita
would decline in periods of increasing unemployment.

Table 16 shows that pensions to the blind and disability pensions |
to Blacks also increased markedly in real terms from 1970-78 and
thereafter remained overall fairly constant although there were
fluctuations in both directions.
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(ii) Unemployment insurance

The only other social welfare benefit available to the poor is
unemployment insurance, and given the importance of wages as a
source of income to Blacks, this is of importance. The Unemploy-
ment Insurance Act (1966) provides for the insurance of employees,
who are contributors of the U.I1.F. against the risk of loss of
earnings arisiné out of unemployment, illness or maternity and
for payments to the dependants of deceased contributors. The Act
covers all factory, shop and office workers, who earn less than
R300 per week. Of crucial importance is the fact that the Act
does not cover farm workers, workers in rural aveas (except
factory workers), domestic servants, government employees, or
workers .in seasonal industries. Unemployment benefits are 45%

of the worker's wage and payable for a maximum of 26 weeks and
can only be claimed if the worker had been employed for at least
13 weeks in the year before he or she became unemployed. Because
insurance is a fixed percentage of the previous wage, the effect
of inflation on such benefits is minimal. To the extent that
wages had kept up with inflation, so U.I. benefits are partially
adjusted for inflation. What is of importance is the inadequacy
of such benefits, particularly in cases where unemployment is

due to anti-inflation policies, as will be discussed below.

(iii) Private Pensions ' .

The aged living on private pension funds are faced by decreasing
real incomes, since pensions do not keep pace with changes in
inflation and recipients have no legal rights to expect any in-
creases in their payments. An investigation by Federated Life
shows how the buying power of fixed pensions is halved in under
five years at a 15% inflation rate and even at a 5% rate it is '
halved over 20 years. It was also shown that the funding of a
pension escalator at only half the rate of inflation could increase
the overall costs of a fund by between 30% and 40%. 1In a survey
conducted by SANLAM (Argus, 2/8/83), it was found that 80% of
responding insurance funds gave their pensioﬁérs increases from
surpluses in the fund. However, the average increase in pensions
over the past three years was between 7 and 8%, almost half the
average rate of inflation. Many funds do not have sufficient
reserves to make such increases,.
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Wealth

Changes in wealth are less important when assessing effects on
the poor. A firmly established hypothesis about the effects of
inflation is that net debtors gain from unanticipated inflation
and net creditors lose. Bach and Stephenson (1974) have argued
that it was doubtful if the redistributed effect of inflation

as between debtors and creditors between 1946 and 1971 in the U.S.
was less than $400-600 billion, or about one seventh of the 1971
total value of assets denominated in money terms. The general
direction of transfers is from households to government and to a

lesser extent to non-financial corporations.

'Among households, inflation transfers purchasing
power from older to young people, and, contrary

to the conventional wisdom, apparently from the

very poor and very rich to the middle and upper

middle income groups'.

The reason for this is that

'...the very poor have few debts (no-one will

lend to them) and hold what few assets they

have partly in monetary terms. The rich have

also relatively few debts (though for quite

different reasons) and hold a substantial

part of their wealth in bonds'. (Bach and 1
Stephenson, 1974, p.5).

As mentioned before, income profiles and wealth data are not
available. But as secen in the BMR data for Blacks in general
(Table 9) the major source of income is wages and salaries.
Rental income is an extremely small share of total income.

What savings the poor do have are in savings accounts in building
societies and banks which earn interest at well below the infla-
tion rate. However, because the level of savings is so low, this
effect is negligible.

It should be noted that lack of wealth does decrease the ability
of people to hedge against. inflation. In South Africa, housing
has been one of the best hedges against inflation in recent years.
Lack of rights to home-ownership has meant that Blacks in general
have not been able to take advantage of home ownership nor of the
ncgétive real mortgage rates that have prevailed until recently.
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The behaviour of dividend income depends primarily on the behaviour

of company profits., By itself, inflation should not affect the
real value of company profits or dividends - they should rise by
the same amount as prices rise. However, as Palmer and Barth
(1977) note

‘Profits and dividends can be affected,

however, by anti-inflation policies.

To the extent that these policies cause a

decline in the level of aggregate production,

they will probably cause declines in the real

value of corporate profits'. {Palmer andBarth, 1977,
p.225)

The poor are unable to take advantage of the many assets that are
inflation hedges.

'The protective devices of hedging, arbitrage,
tax shelters, capital gains, superior interest
rates paid on large denomination commercial

paper...and self-determined professional fees

are largely unavailable to them'.. (Nulty, 1979, p.32)"

The fact that the poor cannot get loans from conventional sources
does mean that they are at the mercy of township money lenders

at exorbitant rates of im:erest.‘5

Taxation

Cost of living adjustments are subject to tax with the result
that inflation-induced income increases result in a higher real
tax burden in a progressive tax system, where the parameters of
the system {(deductions, exemptions and tax brackets) are set in
money terms. The higher the level of income, the lower will be
the growth in after-tax income. From this point of view, low
income earners are favoured. However, it can be shown that
following an income increase, lower-income taxpayers suffer the
greatest proportional increases in tax burden (i.e. ratio of
taxes to income). However, with the introduction of the new tax
system whereby Blacks will be taxed on the same basis as whites,
tax will only be paid at levels for income oflmooo}ﬁ However,
with bracket creep over time, the low income earners start
paying tax at lower real levels of income.
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Inflation and unemployment

Unemployment is not usually distributed equally across the labour
force. In the U.S. it has been found that it is concentrated
among the young, the aged, the unskilled, the uneducated, and
certain ethnic minorities - in general, among low-income
groups.17 The fluctuations in unemployment are also greater
within these groups. Thus, because the poor are most likely to
be hit by unemployment, it is necessary to consider the relation-
ship between inflation and unemployment and anti-inflation :

policies and unemployment.

The conventional wisdom during the 1960's was that there was a
Phillips curve relationship, i.e. a trade-off between inflation
and unemployment. The presumedexistence of-such a:trade-off led:
writers such as Hollister and.Palmer -(1972) to arguc that infla<»
tion was beneficial to theﬁpoor~because'high“inflation'TatbsQare“"

associated with lower rates of unemployment.

'Thus we may generally conclude that because

the relative position of the poor seems to !
improve during inflationary periods and over- ]
all real incomc.gains per capita occur during..

such periods, -the poor as a whole'must ‘bevgaining -

both absolutely and-relatively in economic well-

being. during:perjods.-in which-inflationary-

processes: operatel. . ‘(Hollister and Palmer,; 1972,°p.128

An attempt to establish whether such a relationship exists in
South Africa has shown that there is no clear-cut relationship
between inflation and unemployment (See Kantor and Rees, p.75),
and if anything there appears to be a positive relationship rather
than the negative one predicted by the Phillips curve. "1t can be
seen in Table 17 that the period of the 1970's'was‘accompanied by
rising unemployment rates. This is not to argue that there is a

\
|

causal relationship between the two, but it does cast doubt on
the applicability of Hollister and Palmer's conclusions for South

Africa.

Inflation can cause increased unemployment particularly if it is
unpredictable. High inflation has been found to be associated

with high levels of variability'8 and this makes predictions moreé‘
uncertain. To the extent that this increased uncertainty results ’
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in luwer investment, employment can be affected. However, this
is ne clear empirical evidence of a causal relationship between

inilation and unemployment in South Africa.

In analysing the relationship between inflation and unemployment,
we should consider the relationship between anti-inflation
policies and unemployment. Anti-inflationary policy is usually
aimed av restrictive demand policies such as budget cuts, tax
increases and tight monetary policies. The rational expectations
school believes any policy that is expected will result in only
nominal rather than real effects. Thus, if the authorities
announce a reduction in money supply growth, and this policy

is helieved, then prices will fall with no effect on output and
cmpkoyment.19 However, even among this school, there Q}e those
who believe that there could be short-term real effectgl -Others
are more sceptical, Robert Gordon, for example, argueg that if
restrictive demand mahagement policy were like a headache remedy
shat delivéred an instant cure with no side effects

'...it would elicit little controversy and would
be observed to be always and everywhere in place
in any nation experiencing even a small amount of
inflation. But the failure of most industrial
nations consistently to pursue a restrictive+
policy suggests that a better analogy would be
a powerful anti-cancer drug that has long-lasting
and painful side effects'. (Gordon, 1982, p.11)

Any reduction in the growth of nominal spending, whether because

of higher taxes, higher interest rates or lower government expend-
iture must be divided by definition between a fall in inflation

and a decline in real oﬁtput growth. As fewer goods and services
are demanded, producers cut back om production, order fewer raw
materials and lay off workers. Alternatively, prices arc reduced.
As Gordon notes, the success of restrictive demand policies depends
largely on the specd with which inflation responds to a sustained
reduction in nominal spending growth. ’

‘An instant and complete response means that
real output is insulated from the policies.
But a slow and partial response means that
real oufput must take up the slack, with a
resuliing drop in production, accompanying
laycffs and unemployment; and bankruptcies
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of some individuals and firms. These pain-
ful side effects dampen the enthusiasm of
politicians for restrictive policies and
lessen the chances that they will actually
be implemented'. (Gordon, 1982, p.11)

Gordon's study looks at various anti-inflation episodes in nine
countries. His evidence shows that, leaving aside hyper-
inflations there are very few episodes in which restrictive
demand policy has achieved a slowdown in inflation and only a
minor loss in output. In general, most anti-inflation policies
have been accompanied by significant reductions in output.

Any strict anti-inflationary policy in South Africa will most
likely have effects on unemployment. At Pgst, these effects will
be short-term but evidence from other countries does show that
this is not necessarily the case. And unemployment is likely
to hit the lower skilled and unskilled workers hardest, i.e. the
working poor are the first to become unemployed.

Unemployment insurance is inadequate in Cﬁshioning this effect
because of (a) the exclusion of many Categorles of workers

(b) it does not compensate for the loss of income due to decreased
lhours of work of those who remain employed, (c) benefits do not
always begin immediately, and (d) maximum benefits are only 45%

of actual wages for a period of six months.

Even if unemployment cffects are short-lived, Palmer and Barth
point out that there is evidence that a person’s lifetime earn-
ings depend upon work experience and on-the-job training.

'When labour demand is slack, fewer persons
work and obtain such experience. In addition,
those who continue working in slack periods
are likely to find fewer opportunities for
promoticn. The point is that reductions in
labor demand reduce not only employment but
also opportunities for low-income workers to
advance. Thus, not only is hardship felt
immediately as income declines, but the potential
for lifetime income gains is also reduced.
And such losses may be irretrievable.®
(Palmer & Barth, 1977, p.230)
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Unfortunately, as they point out, despite the importance of
this point, there is little evidence on the likely lifetime
earnings effects of a given increase in unemployment.

CONCLUSION

Poverty will continue to exist with or without inflation.

The important question to consider, therefore, is whether a
policy to stop inflation will be helpful to the poor. This

paper has tried to show that the poor are vulnerable to inflation.
This is particularly true for the non-aged working poor and the
unemployed. However, it has also been argued that anti-
inflationary policies aimed at reducing demand will hit the poor
hardest through its effects on unemployment. The more severe the
policy the greater the unemployment effects will be. Thé question
is therefore what policy action should the authorities take,
bearing in mind that although the poor are vulnerable to'infla-
tion, inflation is not the major cause of poverty.

If the authorities do want to eradicate inflation, it is clearly
not for the elimination of poverty and the unemployment costs to
the poor could conceivably wipe out the benefits of reducded
inflation. In order to minimise the effects on employmgéf, anti-
inflation policy should be gradual to minimise effects dn-real
variabies. If the authorities wish to eradicate inflation
speedily with more severe policies, the poor could ke protected by
an accompanying policy of indexation of social welfare benefits
(e.g. pensions) and wider access to a more adequate unemployment
insurance fund. )
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FOOTNOTES::

1. Arthur Bums, quoted in Palmer (1973), p.2 from 'The Perils of
Inflation', Tax Review 29, No.5 (May 1968), p.21.

2. See also Pen

3. Herbert Stein in a March 3, 1974, speech quoted in Jasinowski (1976).

4. See, for example, Cuplovitz (1963).

5. It also denies the possibility that inflation is caused by changes in
relative prices, e.g. oil or food price rises. , for example,
Blinder (1982) and Gray (1978).

6. Quoted in Piachaud (1978), p.100. .

7. See Levhari and Levratan (1961) for a discussion of some of the
issues involved.

8. If P, is the CPI and P;, are the individual components in month t,
then Pt =¥, P

“where w. are the fixed weights. The proportionate rate of change of P
is theréfore
P, - P W. .
t t-1 i (P, - Pi,t-l)
Pt—l
=z Pitry Fie- By, eep
1 Pe-1 Pi, t-1
The relative importance of item i at time t is defined as
Yie = W% _pizt—l
Pe1
It can be seen that the rate of change of the CPI is a weighted average
(with weights v . ;¢) of the rates of change of its individual components.
Thus an item's relative importance in the CPI automatically increases/
decreases as its price rises/falls relative to the CPI as a whole. -

'9.  See Blinder (1980) who shows that in the U.S. the relative importance
of homeownership is exaggerated in the CPI. In South Africa,
homeownership costs have a weight of 15,08% in the high income group
category and the issue becomes more relevant here

10. See Bailey's seminal article (1956).

11.. The disparity for the very low income group is even greater when

compared from 1970.
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12, Nelspruit, Pietersburg and Witbank,

13, An interesting relationship is between the minimun wage rate

: index and the business cycle. It appears that movements of minimum
wages lag busipess cycle develogm:nts by one year. Thus it appears
that minimm wages are set on the basis of conditions prevailing in
the prevmus year,

14. 1233480 in agriculture and 953360 in domestic servxce.

15. Verbal evidence puts the current rate at between 40-50%.

16. Under the new tax system most blacks will pay less tax or start
paying tax at a higher level of income. Only married women will pay
more tax under the new system.

17. See Palmer (1973), p.S6.

18. See, for example, Cuckierman and Wachtel (1976).

19. See, for example, Lucas (1978) and Fellner (1979).
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TABLE 1
EXPENDITURE WEIGHTS OF THREE INCOME GROUPS  (BROAD CATEGORIES) +]
INCOME  GROUP

Total Lower Middie Higher
Food 25,0 36,4 29,0 19,7
Cold Drinks < 0,5 0,5 _ 0,5 0,6
Alcoholic Drinks 2,1 2,9 2,0 1.8
Cigarettes, Tobacco 1,1 2,7 1,9 1,3
Clothing & Footwear 8,8 13,2 10,2 6,8
Housing 17,6 8,6 15,7 21,1
Fuel & Pover 2.1 2,9 2,1 1,8
Furniture & Equipment 5,9 T 6,7 5,9 5,9
Household Operations 5,0 4,9 4,2 5,4
Medical Care 2,1 1,6 1,9 2.3
Transport 14,9 | 7,2 13,8 17,7
Communication 1,0 0,3 0.8 1,3
Recreation 31 2,4 2,4 3,5
Reading Matter 11 L 1.2 1.0
Education .08 ) 0.4 0.5 1,1
Personal Care 2,9 | 2,7 3,0 3,0
Other 5.4 5.5 4,9 5,7
i 100,0 100,0 100,0 100,0

Source: Bulletin of Statistics.

Fbr detailed breakdown of weights see the special article in
the September 1978 issue. :




TABLE 2

CONSUMER PRICE INDICES FOR THREE INCOME GROUPS 1970-1982
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ANNUAL _AVERAGE

(1975 = 100)

INCOME GROUP

YEAR LOW MIDDLE HIGH WEIGHTED AVERAGE
1970 63,8

1971 67,7

1972 72,1

1973 78,9

1974 88,1

1975 100,0 100,0 100,0 100,0

1976 109,5 110,8 111,8 11,1

977 121,2 123,3 124,6 123,7

1978 135,3 136,7 137,9 137,2

1979 152,1 154,8 156,4 155,3

1980 174,8 177 1 177,0 176,7 ’
1981 204,9 204,5 202,7 203,5

1982 232,6 234,1 233 ,4 233,7

Source: ' Bulletin of Statistics. (various issues)
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N TABLE 3§

RECALCULATED CPI‘'S FOR VARIOUS

YEAR ovr:mu JHB.—gLACKS JHB.BsLACKS JHB.:!U\CKS C.T.SBLACKS c.16'.nucxs
CPI  |250-500p.a.| $00-750p.a.| 750-1000p.a.] 250-500p.a. | 500-750p.a.
1970 | 63,8 61,4 61,6 61,7 58,8 60,7
wn | 67,7 64,5 64,7 | 64,8 62,1 63,6
1972 | 7121 69,5 69,2 69,7 66,3 68,4
1973 { 78,9 78,5 7,1 78,4 ' 76,2 71,5
1974 | 88,1 88,4 87,8 88,2 88,1 88,1
1975 | 100,0 100,0 100,0 100,0 100,0 100,0
1976 | 11,1 109,2 109,1 109,4 108,6 108,6
1977 { 123,7 120,7 1,2 121,0 120,2 19,1
1978 | 137,2 135,1 136,7 135,4 135,5 133,2
1979 | 155,3 153,6 {1 153,9 152,9 153,8 151,4 -
1980 | 176,7 79,5 177,5 176 ,4 181,2 176,3
1981 | 203,5 213,8 208,5 207,9 218,0 209,5
1982 | 233,7 242,7 239,3 238,1 246,0 237,8

SOURCE: Col.1! Bulletin of Statistics. Various issues
Co0l1.2-10 - Expenditure weights calculated from 1975 BMR Survey

Col.11-13 Expenditure Weights calculated from Survey of llouse
?ggg Expenditure 1975, Dept. of Statistics, 10 Nov.




ECTED _GROUPS

)

EL BLACKS

JHB WHITES

CT BLACKS EL BLACKS |EL BLACKS CT WHITES | ALL S.A. WHITES
750-1000p.a. | 250-500p.a.] 500-750p.a.] 750-1000p.a.| 15000 + | 15000 + + 15000
61,4 62,3 62,4 61,8
64,4 65,6 65,7 64,7
69,3 70,3 70,3 69,2
77,6 78,5 . 78,2 77,7
88,0 88,1 87,6 87,6
100,0 100,0 100,0 100,0 100,0 100,0 100,0
109,8 - 108,7 109,4 108,9 10,7 | 12,5 12,1
121,6 119,0 121,4 120,2 123,6 | 125,6 123,6
135,7 132,8 136,3 135,2 133,8 | 132,8 137,2
155,4 149,1 153,3 152,4 165,0 | 1543 155,2
179,0 170,6 174,6 1741 176,2 | 174,8 , 176,0
209,4 199,8 203,0 203,3 202,3 | 200,9 199,6
237,9 229,3 2341 233,5 2332 231,7 229,4
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TABLE 4:

RECALCULATED CPI FOR BLACKS LIVING IN TOWNS
(NELSPRUIT, PIETERSBURG AND WITBANK)

YEAR OVERALL | TOWN BLACKS | TOWN BLACKS | TOWN BLACKS
CPI | 0-R999 p.a. | R1000-R1499p.a. | R2250 +

1970 63,8 63,0 63,2 63,5

197 67,7 66,3 66,6 67,1

1972 72,1 70,6 70,8 7,4 |

1973 78,9 78,2 78,3 78,5 |

1974 88,1 88,1 88,2 88,1 |

1975 100,0 100,0 100,0 00,0 | ;

1976 11,1 10,2 10,2 110,7 |

1977 123,7 122,9 122,7 123,

1978 137,2 137,6 137,2 137,8

1979 155,3 155,5 154,6 155,4

1980 176,7 177,9 176,4 176,8

1981 203,5 207,8 205,8 205,3

1982 233,7 236,2 233,9 2344

Source: Expenditure weights!calculated from B.M.R. Report No. 65.
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TABLE 5

RECALCULATED CP1 FOR BLACKS LIVING IN VENDA

YEAR | OVERALL | RO-R399 p.a. | R400-699 p.a. | R700-999 p.a. | R1000 +
CPI
1970 63,8 61,3 61,7 62,3 62,6
1971 67,7 64,7 65,1 65,8 66,2
1972 72,1 69,0 69,4 70,1 70,5
1973 | 78,9 77,5 77,7 78,0 78,2
1974 88,1 87,7 . 87,8 87,9 87,9
1975 | 100,0 100,0 100,0 100,0 100,0
1976 | 11,1 109,1 109,4 109,8 109,9
1977 | 123,7 120,8 121,4 121,9 122,3
1978 | 137,2 135,2 136,0 136,2 136,7
1979 | 155,3 153,9 154,5 154,4 154,5
1980 | 176,7 178,7 178,8 177,8 177,3
1981 | 203,5 212,4 21,7 © 209,7 208,4
f 1982 | 233,7 | 239,8 239,5 '237,9 236,9

iSource: Expenditure weights calculated from B.M.R. Report No. 64. e
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RECALCULATED CPI's FOR BLACKS LIVING . IN BOPHUTHATSWANA

RURAL AREAS

YEAR | OVERALL | LARGE URBAN | SMALL URBAN | SQUATTERS
cpI AREAS AREAS
R0-999 p.a. | RO-R999 p.a.| RO-R999p.a.| RO-R99Y p.a.
1970 63,8 62,8 63,3 62,8 62,1
1971 67,7 66,2 66,9 66,3 65,5
1972 72,1 70,6 n,3 70,6 69,9
1973 78,9 78,1 78,3 78,0 78,0
1974 88,1 87,8 87,9 87,7 87,8
1975 |} 100,0 100,0 100,0 100,0 100,0
1976 | 11,1 10,6 12,1 1,2 110,0
1977 ) 123,7 123,5 125,9 125,1 ,122,9
1978 | 137,2 138,1 140,1 139,8 37,7
1979 | 155,3 156,6 160,1 159,5 156,0
1980 | 176,7 179,7 182,6 . 182,9 180,0.
1981 | 203,5 210,2 21,4 213,6 212,1
1982 | 233,7 238,9 241,8 242,7 240,4

Source: Expenditure weights calculated fram B.M.R. Report No. &6
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TABLE 7:

DETAILED BREAKDOWN OF OQMPOSITION OF HOUSING INDEX

!‘ TNCOME ~ GROUP
| Total Lower Middle Higher
| 6 Housing 17,60 8,65 15,68 21,06
6.1 Rent : 5,66 | 6,48 7,21 4,60
House Rent 3,19 5,62 4,39 1,89
Flat Rent 2,47 | 0,86 2,82 | 2,7
6.2 Home-owners' costs 10,23 1,64 5,55 15,08
Interest 3,40 0,06 0,77 5,71
Assessment Rates 1,53 0,31 1,60 1,82
Sanitary Fees : 0,12 0,02 0,06 - 0,18
Refuse Removal 0,09 0,02 0,05 0,13
Insurance of ~
Building . 0,02 0,00 0,01 0,04
Repairs & )
‘Maintenance 0,65 0,08 0,31 0,98
Cost of Ownership 4,35 1,15 . 2,7 6,12
Holiday Houses &
Other - 0,07 0,01 0,05 0,11
6.3 Other 1,72 0,52 2,92 1,38
' Water 0,51 | 0,08 0,29 0,74
Boarding-Hostels etc. 0,82 0,13 2,09 0,32
Holiday . 0,19 0,01 0,09 0,29
All other Expenses 0,20 0,30 0,45 0,03

~ Source: Bulletin of Statistics, Special article, September 1978, p.xxi.
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LEVELS OF SAVINGS OF LOW INCOME GROUPS (1980) (SELECTED AREAS)

INCOME GROUPS
0-R999 R1000-1499  R1500-1999  R2000-2500
Pretoria -R38,00 -R66,63 R37,43 R34,33
Cape Town 0 R4 0 R38,50
Vaal Triangle |-R 0,91 R36,06 R 4,19 R11,56
E & W Rand 0 -R63 R 5,61 R 4,04
Durban R26,79 R42,42 R41,54 R38,66
Johanyesburg -R14,79 -R22,39 -R33,65 -R 7,72

Source: B.M.R. Expenditure Surveys.




TABLE 9(a):
INOOME PROFILES OF URBAN BLACKS
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(SELECTED AREAS) 1980

Source of House-

Pretoria |Vaal Triangle| W&E Rand | Durban |Johannes-
hold Income burg
Wages & salaries (cash) 86,37 90,43 87,92 84,22
Wages & Salaries (cash & kind) 89,13 92,17 90,27 85,76 86,3
Profit from own business 3,63 3,98 3,Nn 4,62 7,4
Income from property &

investments 0,03 0,13 0,05 0,69 0,1
Pensions 2,02 1,42 1,17 1,52 1,5
Contributions (cash & kind) 0,78 0,78 0,66 0,96 0,8
Payments from lodgers 2,84 0,88 2,99 | . 1,89 3,0
Bursaries 0,08 0,04 0,01 0,03}
Income from unemployment fund, )

insurance 0,00 0,18 o,Nn 0,03
Lumpsum - unemployment, ' < 14
insurance 1,12 0,04 0,18 0,09 0,9/
Imputed rent 0,25 6,06 0,63 4,35
Other 0,10 0,26 0,18 0,02 | |

1. Imputed rent not included

Source: B.M.R. 1980 Expenditure Surveys.
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TABLE 9(b):

CHANGES IN HOUSFHDID INCCME SOURCES  (JOHANNESBURG BLACKS)

Source i ] t t
1962 1970 1975 1980
Salaries & Wages
(cash & kind 86,7 86,3 84,1 86,3
Net Profit fram own business 5,7 3,6 7.4
Incane from property & 10,2
Investments : 0,1 0,1 0,1
Pensions 0,4 0,7 0,8 1,5
Contributions received 1,6 1,5 0,8 0,8
Payments fram boarders
& lodgers 0,6 3,6 8,7 3,0
Other 0,5 2,1 1,9 6,9
TOTAL 100,0 100,0 100,0 100,0

Source: B.M.R. Survey, No. 97.7.
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TABLE 10:

MEDIAN LABOURERS' WAGE RATE 1973-1983

MEDIAN WAGE REAL MEDIAN WAGE % CHANGE

(cents per hour) 1975 = 100
1/1973 23 30,5
1/1974 25 30,4 -0,3
1/1975 32 33,8 +11,2
1/1976 37 35,0 +3,6
1/1977 40 34,2 -2,3
1/1978 16 ' 35,3 +3,2
1/1979 51 35,1 -0,6
1/1980 55 33,3 -5,1
1/1981 63 33,0 -0,9
1/1982 75 34,5 +4,5
1/1983 20 36,1 +4.,6
12/1983 97 34,4 -4,7

Source: Industrial Council Wage Rates, SALDRU, 1984.
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AVERAGE BLACK WAGES

TABLE 11:

(SELECTED INDUSTRIES) (IN CONSTANT 1975 PRICES)

AVERAGE BLACK | METAL & ENG. BUILDING CIVIL ENG. CENTRAL GOVT | MANUFACTURING ; MINING
EARNINGS LOWER SKILLED |(NON ARTISANS){(NON ARTISANS) (TOTAL)
(REAL INDEX) [(REAL INDEX) ((REAL INDEX)

1973 72,7 - 96,7 20,8 967 1092 441
1974 81,7 105,S 96,0 97,5 1217 1197 617
1978 91 100,0 100,0. 100,0 1279 1277 885
1976 96,3 106,4 102,3 100,2 1406 1358 952
1977 97,8 106,7 101,56 101,2 1434 1379 972
1978 99,8 110,7 98,9 98,0 1424 1415~ 1143
1979 100,4 113,5 94,3, 95,5 1369 1446 121
1980 106,9" 113,9- 92,2 94,0 1381 1521 1330
1981 112,0 118,5 93,2 95,2 1397 1596 1439
1982 116,3 126,6 97,5 101,0 1647 1291
Source: Bulletin of Statistics.
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TABLE 12:
FARM WORKERS' REAL WAGES  (SELECTED AREAS)

Changes in Real Cash Wages of Labourers per year (R) (1975=100)

Real Value Change %
Transvaal Highveld
76/77 253,56 20,30
77/78 256,69 1,23
78/79 237,33 -7,54
79/80 190,96 -19,54
80/81 290, 35 52,05
N.W. Orange Free State
76/77 221,43 133,44
77/78 249,23 12,56
78779 159,43 -36,03
79/80 242,23 51,94
80/81 . 333,39 37,63
Swartland
76/77 332,16 -8,33
77/78 296,47 -10,75
78/79 342,28 15,45
79/80 280,99 -17,91
80/81 337,23 20,02
81/82 - 333,72 -1,04
Western Transvaai .
76/717 186,41 . -22,15
77/78 234,23 25,65
78/79 227,40 -2,92
79/80 242,60 6,69
80/81 250,28 3,17

Source: T.I. Fényes: Statistiese Bylae tot die verslag
oor die benutting en vergoeding van plaasarbeid
in S.A. landbou, May 1983.
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TABLE 13:

WAGES OF FULL-TIME DOMESTIC SERVANTS IN_CASL_AND_KIND
1973 and 1980 (1975 prices)

AREA ‘ 1973 1580 $ CHANGE (Real)

Cape Town (Black,F) R85,66 R68,97 -19,48

Cape Town (Coloured,F) R83,11 R70,62 '~15,00

P.E. (Black,F) R66,49 R54,01 -18,76

P.E. (Coloured,F) R66,82 RS2,08 -22,05

East London (Black,F) R56,39 R46,50 -17,50
Kimberley (Black,F) Rs1,71 | R47,25 - 8,62

PMB (Black,M) R60,88 | R59,43 - 2,38

PMB (Black,F) R63,28 | Rs1,74 -18,22 |
Durban (Black M) R56 ,82 | R55,43 - 2,4 ;
Durban (Black,F) R62,18 R55,85 -10,18 i
Pretoria (Black,M) R72,34 R71,61 -1 }
Pretoria (Black,F) R68,90 | RS8,60 -14,9 I
Witwatersrand (Black,M) { R84,72 | R70,75 -16,4
Witwatersrand (Black,F) | R71,96 R58,26 -19,03
Klerksdorp' (Black,F) R60,43 | RS5,96 - 7,39

Vaal Triangle (Black,F) | R55,99 R48 ,45 -13,46

OFS Goldfields (Black,F)j RS55,76 RS51,90 -.6,92
Bloemfontein (Black,F) R§6,52 R50,18 | -11,02

Weighted Average -16,00

1. Klerksdorp figures are for 1978 and 1980
Data are deflated by the CPI for the relevant region.

Source: Adapted from: Statistics of Houses and Domestic Servant:
' October 1980 and of Flats, May 1980 - Twelve Principal
Urban Areas in South Africa.
Central Statistics Services, Report No.11 11-63-16.




TABLE 14:
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SOURCES OF INCOME - TRANSKEI RURAL HOUSEHOLDS 1982

PENSIONS

83,1

INCOME GROUP | WAGES REMITTANCES HOME

RANDS P.A. ‘ PRODUCTION
- 500 | 10,6 19,4 67,1 2,9
501 - -1000 12,1 14,3 71,1 2,5
1001 - 1500 15,4 17,1 65,8 1,7
1501 - 2000 26,5 21,4 48,1 4,0
2001 - 3000 37,7 13,9 46,2 2,2
3001 - 4000 74,4 4,2 19,8 1,5
4001 - 5000 80,6 4,2 13,2 2,0
5001 - 10000 - | 69,9 4,4 23,0 2,7
>10000 8,1 6,1 2,7

T e g

Source: P.M. Wakelin:

IMDS Data, pfesented to
Urbanisation Seminar, Umtata, September 1983.




TABLE 15:
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!

AVERAGE (OLD AGE) STATE PENSIONS (CONSTANT 1975 PRICES) (RAND p.a.)

YEAR | BLACKS | ASIANS | COLOUREDS | WHITES | DEFLATED BY DOPHUTHATSWANA
SQUATTER CPI (BLACKS)
1970 | 66,8 | 282,0 288,1 617,6 67,8
1971 | 73,0 | 2890 282,0 630,9 7,5
1972 ) 79,3 | 293,2 288,3 655,9 81,0
1973 | 78,2 | 288,2 283,0 623,8 79,2
1974 | 85,2 | 202,8 289,3 642,5 85,6
1975 |04, | 311,0 316,7 674,8 1041
1976 |126,8 | 334,2 339,1 | 688,7 12,7
1977 |149,3 | 342,8 344,3 690,0 147,7
1978 }166,4 346,5 344,6 686,7 163,3
1979 |154,7 | 342,2 341,2 665,4 150,5
1980 [165,1 | 349,7 367,7 661,0 159,4
1981 |161,5 | 386,1 365,7 644,5 153,9

Source: Aédap‘ted’fmn South African Statistics 1982, p.6.2.
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TABLE 16:

AVERAGE BLACK PENSIONS TO THE DISABLED AND THE BLIND
(Constant 1975 prices) (Rand per annum)

T YEAR PENSIONS TO THE BLIND DISABILITY PENSIONS

1970 " 68,3 66,4

1971 75,7 73,0

1972 83,1 80,2

1973 80,1 80,1

1974 88,1 85,1

1975 105,7 104,8

1976 130,5 126,4°

1977 150,0 147,9

1978 166,7 165,7

1979 157,1 - 153,3

1980 170,5 166,1

1981 165,0 163,4

‘Source: Adapted from South African Statistics 1982,
pp.6.3 and 6.4.
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TABLE 17:
INFLATION AND UNEMPLOYMENT IN SOUTH AFRICA 1970-1981

YEAR INFLATION RATEZ UNEMPLOYMENT RATE?
1970 5,3 11,8
1971 6,5 12,7
1972 6,3 14,7
1973 8,7 13,3
1974 11,5 13,1
1975 13,4 ' 13,7 '
1976 10,9 15,0
1977 10,8 17,0
1978 10,5 19,5
1979 12,4 20,6
1980 12,6 20,8
1881 14,8 21,1
i

Sources: 1. Bulletin of Statistics, Various issues

2. C., Simkins: Structural Unemployment Revisited
SALDRU Fact Sheet No. 1, Uecember 1987.




