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ABSTRACT

Inequality and poverty are more pronounced amongst non-paying households than
amongst households that pay their municipal accountsin full each month. Thisisthe
case regardless of whether poverty is measured in terms of expenditure or income and
regardless of what poverty line or poverty measure is used. Non-paying households
can be described as households that carry a greater proportion of the unemployment
burden, that have no or more limited access to savings, that face considerably larger
debt burdens, that own relatively few assets, and that have limited access to financial
services. Hence, it can be argued that poverty in many instances is a main cause of
non-payment of services. To address this situation, municipalities will have to make
considerable efforts in stimulating job creation through appropriate local economic
development initiatives. There also exists substantial scope for using small business
promotion, which can be launched through appropriate local public-private
partnerships, for this purpose. Indigent policies will also play a crucial role in
affording the poorest of the poor access to basic services, in the process partly
alleviating the problem of non-payment of services. Rural households shoulder as
much as two thirds of the poverty burden, which means that these policies will be
particularly important in rural areas. The greatest need for such support lies
amongst the non-paying rural households. As a result, it is important that
municipalities take great care and are is assisted in implementing and administering
these policies effectively, particularly insofar as capacity building is concerned. The
same can be said for enhancing the capacity of municipalities to embark on and
facilitate local economic development in a manner that will contribute to poverty
alleviation. Government also needs to continuously assess the situation with regard
to intergovernmental transfers in order to ensure that the grant transferred to
municipalities for financing indigent policies is sufficient to meet the need for such
assistance. Monitoring is also necessary for ensuring that the manner in which
indigent policies is managed by municipalities does not endanger fiscal sustainability
and meets the objective of the grant. Thisis crucial if indigent policy isto be used as
a tool with which to address the poverty-related problems of non-payment of services
effectively. It is felt that more work is required to develop the necessary structures
and systems required for effectively managing indigent policies at the municipal level.



1. Introduction

This paper attempts to answer three specific questregarding the relationship
between non-payment of services and poverty incafricommunities. For the
purpose of this discussion, a distinction is maeéévben paying and non-paying
households. Paying households refer to househbédssettle their accounts in full
each month. Non-paying households refer to houdshbat have indicated that they
are paying their accounts partially, occasionatly,never. Households that have
indicated that they do not receive a municipal actowere excluded from the
analysis, because these households cannot reagdmgabkpected to pay for services
for which they are not billed.

The three poverty-related aspects of non-paymesefices to be discussed here are
the following. Firstly, we need to determine wheethouseholds that do not pay their
accounts in full each month are poorer than hoddshtat do settle their monthly
account in full. The central question here is \mbetnon-payment of services is a
problem of ability-to-pay rather than willingness{tay. If non-paying households
are poorer than paying ones, one in the seconaniostneeds to compare the poor and
non-poor households so as to determine the chasiicte of the poor and to identify
the possible determinants of poverty. The thirgective is to identify by means of
this poverty profile, those development policies amtiatives that may be important
in improving the standard of living of poor, nonypsy households and thus in
improving payment rates in the medium and longemte The Constitution of our
country places particular emphasis of this rolelomfal government in promoting
social and economic development (Republic of Séditica, 1996: 81).

2. Poverty comparison for non-paying and paying hoseholds

Although a specific individual within each househad responsible for paying the
municipal account, households rather than speldicsehold members are billed for
their joint consumption of municipal services. ldenpoverty is measured at the
household rather than at the individual level. sSEheccounts, furthermore, are
payable in legal tender, which means that the tgbdi households to pay their
municipal accounts depend directly on the amoumhahetary resources available to



them. As a result, poverty is here interpretedtanrms of the command over
commodities that resources afford people via incamg consumption (Lipton and
Ravallion, 1995: 2553-2567). The concern, theesfas with ‘poverty proper' (i.e.
resource adequacy), not with the physical, soaigbaditical dimensions of poverty
(Kgarimetsa, 1992: 8; Woolard and Leibbrandt, 1999:

Generally, a single monetary indicator, such asnme or consumption, is employed
in assessing the extent of poverty and inequaRgvéallion, 1996: 1328-1334).
Income is argued to reflect consumption opportasitand is therefore a popular
measure of poverty (Hagenaars, 1991: 135-146). inBuhe baseline survey, data
were collected from each household regarding thpl&yment income (i.e. wages
and salaries), non-employment income (e.g. rent@lome, pensions, grants,
workmen’s compensation and unemployment insurarar@), monetary and in-kind
remittances accruing to the particular household i individuals members. An
estimate of total monthly household income wasvaerfrom these figures by adding
up the various component items. Consumption reptesan alternative resource base
for measuring poverty and inequality (Lipton, 199D03). During the household
survey, fieldworkers collected expenditure-relatddta from those household
members in charge of household finances. Thedadmcestimates of household
expenditure on specific items such as food, educatnealth care, transport, and
clothing, remittances paid to persons not livinghwihe household, as well as
monthly repayments of debt. As in the case of mmeoan estimate of total monthly
household expenditure was calculated by addindnegetitems.

There are, however, various reasons why incomesepts an inadequate measure of
poverty. Although household income is generallsuased to be spent to benefit the
whole family, this may not necessarily be the qa¥eolley and Marshall, 1994: 422-
429). Furthermore, levels of income and consumptiften differ as a result of
saving/dissaving, i.e. so-called consumption smagth Moreover, for various
reasons consumption represents a better proxyroérduliving standards and long-
term average well-being than income. Consumptiotgbs the observed disparity
between income and expenditure levels. Expenddls@ reveals information about
both past and future incomes, because it includeswnption financed from saving
or dissaving (Lipton and Ravallion, 1995: 2573n drder, though, to confirm the



consistency and robustness of these poverty cosqgesi both income and
expenditure are employed as proxies of standaliviof in the subsequent analysis

(page 8).

Households with the same level of income or condiomp@lo not necessarily enjoy
the same level of well-being. The larger the hbokg the lower the level of well-
being at similar levels of household income or exjiteire. Measures of equivalent
income or expenditure are employed to allow fors¢éhelifferences in well-being
related to household characteristics (Lipton andaRian, 1995: 2574; Burkhauset
al., 1997: 154-161). Estimates of household inconteexpenditure are adjusted for
differences in household size by dividing total tidyincome and expenditure by,n
where n presents the number of household membetsaaan adjustment for
household economies of scale (Filmer and Pritche®98: 13). According to
Lanjouw and Ravallion (1995) and Dreze and Srirava§l997), au coefficient of
0.6 represents an adequately robust and relialpistatent for household economies

of scale.

Table A: Average per capita income and expenditur@f non-paying and paying
households (Rand)

Clusters of households

Equivalent per
capita expenditure

(n)

Equivalent per
capita income (n)

1. Non-paying urban households 581.11 (324) 74@04)
2. Paying urban households 703.18 (439) 990.28 (440)
3. Non-paying rural households 310.85 (343) 376333)

4. Paying rural households

396.77 (378)

581.59)(378

5. All households

507.80 (1484)

690.50 (1485)

Note: Paying households refer to households tlzative an account and that settle this accountlireich month. Non-paying
households refer to households that receive aruat@nd that have indicated that they pay this aecpartially, occasionally,

or never.

The average equivalent per capita income and expeadf non-paying and paying
households residing in urban and rural transitidoedl councils (TLCs) are reported
in Table A. The number of households across wttielse averages were calculated

is indicated in parenthesésEvident from Table A is that non-paying housebadh

! The reason that the two samples differ with onéhé one household in the cluster of urban houdehihat received an
accounts and that paid this account in full chastetm report any details about their household edjgare. This one household
presents less than 0.1 per cent of the entire saaffglouseholds. Its inclusion, therefore, ingaenple is unlikely to add bias to
the comparisons presented in these pages.

2 For a more detailed discussion of the survey niitugy used in collecting the data consult the repn the baseline survey.



average have access to less resources than pagimsgholds, both in terms of
expenditure and income. This presents an earligatidn that the problem of non-
payment of services may be related to problems lofityato-pay rather than
willingness-to-pay. = However, poverty comparisonstaé more than simply

comparing average income and expenditure acroseholds.

To estimate poverty one requires a poverty liree,a. level of expenditure or income
below which people are considered poor. Povertgsliprovide a yardstick with
which to compare the circumstances of individualdeholds or persons. Aggregate
measures of poverty cannot be estimated withoubweny line. Arbitrariness is
practically unavoidable in setting poverty linespparily because of the multitude of
methods that are employed for this purpose (Kgdeael992: 9; Alcock, 1993: 60-
62; Johnson, 1996: 110-112). The standard pratisetherefore become one of
testing the robustness of poverty lines by simeitausly employing more than one
such estimate in poverty analysis. Ravallion (129) refers to this as the use of
dual poverty lines. Results are compared acrossnaes based on different
methodologies and/or alternative assumptions masileg usimilar methods (Lipton
and Ravallion, 1995: 2577; Lipton, 1997: 1003)siilar approach is followed here.
The range of poverty lines used for this purpose®rted in Table B. A number of
poverty lines employed in analysis of poverty iruBoAfrican are employed, as well
as the US$1 per capita per day poverty line emplogg the World Bank in
international poverty comparisons. In additiompoaerty line was estimated from the
household data collected for the purpose of thidystising the so-called ‘subjective’
approach to poverty line estimation. In these wdsh people evaluate their own
economic status by answering questions as to welval bf income or consumption
they consider adequate or desirable (Danzigeal., 1984). Answers to such
guestions are of course crucially dependent onorelgnts’ personal circumstances
and characteristics, reference or peer group sffexstd previous levels of income
and/or consumption (Colasangbal., 1984: 127-137; Pradhan and Ravallion, 1998:
6). During the survey, households were asked ‘“Wianthly income do you
consider to be absolutely minimal to sustain yooudehold?” Based on these
estimates, and using the estimates of total holdehcome, the subjective poverty
line was set at that level of income where subjecthinimum income equals actual
income (Ravallion, 1994b: 43; Pradhan and Ravallii®98: 4).



Table B: A range of per capita poverty lines for Sath Africa

Description Rand (per capita
equivalents)

1. International poverty line of US$1 per capita gay” 228.00

2. Medium level of living (MLL)" 267.66

3. Municipal grant/indigent policy standard (R8G% pousehold pe 304.58

month)

4. Supplemental level of living (SLL) 358.79

5. Subjective poverty line (SPL) 522.65

Source: Adapted from Klasen (1997: 56) and Wootard Leibbrandt (1999: 14)

Where necessary, these poverty lines were adjdstedflation using the consumer
price index (CPI) for August 2000, the month durwdpich the fieldwork was
conducted. However, the R800 per month povergy\Wwas not adjusted for inflation.
This particular poverty line is used in reports loleawith the implementation of
indigent policies. The use of the suggested pgvieme enables one to measure
poverty relative to the criteria suggested for dualg for support. Because
household expenditure and income are reported uivalgnt per capita terms (page
4), the R800 per month poverty line, which is esgesl in terms of unadjusted
household income (Statistics South Africa, 2000, ¥&as adjusted for differences in
household size. This correction was performedibiglithg the particular poverty line
by the average household size (five) raised to pbeer of 0.6, the coefficient
allowing for household economies of scale (page Be other poverty lines are all
expressed in equivalent per capita terms, or,itikine case of the subjective poverty
line, were estimated from the adjusted figures @nd require no adjustment. This
range of poverty lines does not present an exhaugst of poverty lines estimated
for South Africa. However, these estimates doudel the highest and lowest
estimates reported in the literature, thus givingpad indication of the considerable
range of these estimates.

Armed with the required adjusted estimates of ineoon consumption and the

poverty line estimate, one can aggregate this mdoion into descriptive measures of

® This poverty line was converted into Rand by asegna Rand/US$ exchange rate of R7.60, a rate appate to the one
prevailing during the time the fieldwork was contke:

* The Bureau of Market Research of the UniversitySofith Africa estimated these two poverty lineshe Poverty lines are
based on a family of five and converted into aégltivalence scales (Klasen, 1997: 56; Woolard aidlrandt, 2000: 14).



poverty and inequality (Grootaert, 1983: 3-10). eTallowing specific measures of
poverty and inequality are employed in this analysi

» The Gini coefficient (G) represents the average ratio between the pgropoof
total income actually earned by a specific housthmi individual and the
proportion of income the household or individualulebhave earned had income
been distributed equally. G = 0 denotes total biyuand G = 1 total inequality
(Paukert, 1973).

* The headcount poverty index (H) is a measure of the prevalence or incidence of
poverty, i.e. the percentage of the population wathlevel of income or
consumption below the poverty line (z). H = g/mene q represents the number
of poor persons falling below the poverty line zdam the total population
(Ravallion, 1992/94a/94b; Lipton and Ravallion, 329

* Thepoverty gap index (PG) is a measure of the intensity or depth ofgptyvthat
allows for how far the poor fall below the povelitye. The index is calculated as
each individual's shortfall below the poverty lirfe) summed over the total
population. It considers the non-poor to havera peverty gap. PG = 1/n|[(z-
y1)/z] = H (1-u/z), where H represents the headcqoterty index, p mean
expenditure or income, and z the poverty line. da6 be interpreted as a measure
of the potential saving to the poverty alleviatlmndget from targeting exactly the
right amount of transfers to the poor. PG reflabts ratio between the cost of
filling up each poverty gap to the poverty line(ithe sum of all poverty gaps)
and transferring to everyone the value of the pgvine (i.e. z.n) (Ravallion,
1992/94a/94b; Ravallion and Bidani, 1994; Lipto@917; Ali; 1998).

® The estimates of the measures of poverty and aliéguhat are presented in these pages were eaézliwith the aid of the
POVCAL program developed by the World Bank. POVCislan easy to use and reliable tool for routineepty assessment
work. It uses sound and accurate methods for ledleg poverty and inequality measures with onlyasic PC and any of the
various types of grouped distribution data typigaVailable, often in published form. POVCAL estites a General Quadratic
Lorenz curve and Beta Lorenz curve for each datase then performs a range of tests to assesgalldity of each of the
Lorenz curves. The measures of poverty and ingguaported in these pages are based on the QeQaearatic Lorenz
curves estimated from the tabulated data. The @e@eadratic Lorenz curves were invalid only ie ttase of two of the eight
subgroups of paying and non-paying households, egsethe Beta curves were invalid in four casese Viblations of the
conditions for validity were only minor in the tveases where the General Quadratic Lorenz curves nervalid. The General
Quadratic Lorenz curves based on the expendituieaes were all valid. In most cases the Gen@raddratic Lorenz curves
also fitted the data better than the Beta Lorenzasi The sum of the squared standard errorstbese Lorenz curves were
generally extremely small and nowhere exceededl®.00



* The sguared poverty gap index (SPG) represents a measure of the severity of
poverty that allows for the extent of inequality argst the poor. The SPG
attaches more weight to those gains furthest froengoverty line (Ali, 1998).
The index is calculated as the mean of the squar&abrtional poverty gaps over
the entire population with the non-poor again cednas having a zero poverty
gap. SPG = 1/E[(z-y1)/z]* = PG/H + (H-PGY/ H*CV,?, where H and PG
respectively represent the headcount and povegyirgiexes, while Cy is the
squared coefficient of variation of income or canption amongst the poor
(Ravallion, 1994a/94b; Ravallion and Bidani, 198#ton and Ravallion, 1995;
Lipton, 1997)°

Table C: Gini coefficients for non-paying and payiy households

Urban households Rural households
Non-paying | Paying Non-paying Paying
1. Expenditure 0.468 0.421 0.425 0.388
2. Income 0.534 0.478 0.477 0.456

Because inequality is an important determinantovepty, an analysis of the extent of
inequality in expenditure and income can providengportant pointer to determining

whether non-payment of services is a problem oflitglo-pay rather than

willingness-to-pay. If inequality is more pronoedcamongst non-paying households
than amongst paying households, one would expattbre non-paying households
fall below the poverty line. This in turn will meahat poverty is more prevalent
amongst households that do not pay their muni@pabunts in full each month. The
Gini coefficients calculated for each of the groupls non-paying and paying

households are reported in Table C. Evident froenresults is that the degree of
inequality is always higher amongst non-paying lebodds than amongst paying
households, regardless of whether expenditure ayme is employed as proxy of
standard of living. One may therefore tentativebnclude that poverty plays an

important part in explaining the phenomenon of pagment of services. However,

® The headcount, poverty gap and squared povertyinghpes are special cases of the Foster-GreerbEoke (FGT) class of
poverty measures. P 1/n< [z-y;/z]®, where z represents the poverty line anthg actual income or consumption level of each
person or household. The three FGT measures eatls fon a different conventional poverty measui®, P, and B
respectively are derivatives of the headcount (pyyerty gap (PG) and squared poverty gap (SPG)ésd(Greer and
Thorbecke, 1986). As explained above, these ppweeasures become more sensitive to the well-b#itige poorest person as
the value ofn increases (Woolard and Leibbrandt, 1999: 28).



to further substantiate such an argument, one needsrform a number of poverty
comparisons, which is what any poverty analysessentially about.

Table D: Expenditure-based estimates of the headcot poverty index (H),
poverty gap measure (PG) and squared poverty gap dex (SPG) for non-paying
and paying households

Poverty line | Non-paying urban households Paying urban households
(Rands in per H PG SPG H PG SPG
capita

equivalents)

A. Urban comparisor

150.00 14.517 4.089 1.531 6.327 0.993 0.207
200.00 22.810 7.740 3.477 13.016 3.164 1.024
228.00 27.266 9.866 4.709 16.716 4.602 1.685
267.66 33.297 12.896 6.551 21.861 6.779 2.789
300.00 37.941 15.347 8.101 25.950 8.626 3.794
304.58 38.577 15.692 8.322 26.520 8.891 3.942
358.79 45.703 19.698 10.959 33.074 12.065 5.7/78
400.00 50.607 22.633 12.961 37.793 14.465 7.244
500.00 60.728 29.281 17.70% 48.174 20.1P5 10.921
522.65 62.694 30.687 18.747 50.306 21.464 11.761
600.00 68.606 35.207 22.193 56.979 25.6[L4 14.617
Poverty line Non-paying rural households Paying rural households
(Rands in per H PG SPG H PG SPG
capita

equivalents)

B. Rural comparisor

150.00 29.853 11.722 6.179 16.977 4.920 1.980
200.00 42.148 17.813 9.998 27.437 9.235 4.208
228.00 48.484 21.195 12.199 33.334 11.883 5.6//1
267.66 56.563 25.851 15.328 41.467 15.626 7.8P4
300.00 62.311 29.478 17.854 47.738 18.7pb4 9.7P6
304.58 63.064 29.978 18.209 48.591 19.196 10.070
358.79 70.888 35.592 22.31% 57.945 24.362 13.365
400.00 75.624 39.481 25.302 64.035 28.144 15.893
500.00 83.810 47.595 31.975 75.416 36.589 21.907
522.65 85.170 49.195 33.368 77.396 38.268 23.222
600.00 88.861 54.084 37.806 82.814 43.684 27.%34

The main purpose with a poverty comparison is tierd@ne whether the results of
such a comparison are robust and consistent. dhelusion drawn from a poverty
comparison, i.e. whether or not non-paying houskhare poorer than paying
households, should not be dependent on the chdiaeparticular standard of living
indicator, poverty line, or poverty measure (Rawall and Bidani, 1994: 76;

Ravallion, 1994b: 44-51). The extent to which pgyand non-paying households are



affected by poverty is determined by comparing beadcount, poverty gap and
squared poverty gap index across a critical ramg®werty lines. These comparisons
are affected for both expenditure and income dpsmy€ 3). The range of poverty
lines includes the poverty lines reported in TaBland range from as low as R100
per month to R600 per month. The expenditure-baset income-based poverty
measures calculated for each of the clusters ofpaying and paying households are
respectively reported in Tables D and E. The tesate reported for selected
intervals within the critical range of poverty Imeescribed above, as well as for the
five specific poverty line estimates reported inblEaB (page 5). Of particular
interest here is the poverty line of R304.58 penthpwhich was derived from the
R800 per month poverty line suggested as guidefareimplementing indigent
policies (Statistics South Africa, 2000: 6). Ineli policies are aimed at utilizing the
unconditional S grant transferred to municipalities subsidizing basic service
delivery to the poor (Department of Local Governmez000). The headcount
poverty index for this particular poverty line repents an indication of the
percentage of non-paying and paying householdswbald qualify for benefiting
from such policy. The poverty estimates for thastigular poverty line are reported
in bold and in italics in Tables D and E.

According to the results presented in Table D (p8gehe incidence, intensity and
severity of poverty are greater amongst non-payimgiseholds than amongst
households that pay their municipal accounts ihdath month. So, for example,
poor, non-paying households in urban communitidshave to boost their income by
nearly thirty per cent to reach the poverty line R804.58 equivalent per capita
income. Paying households in turn only have tosbdbeir income by close on
twenty per cent to reach the same poverty lineusTIpoverty does appear to be a
significant factor in explaining non-payment of\gees. This is particularly true for
households from rural TLCs, amongst whom povertysubstantially higher than
amongst households from urban TLCs. In terms,ef@mple, of the poverty line
suggested for the implementation of indigent pesciR304.58), sixty-three per cent
of non-paying rural households will qualify for serkind of subsidy in comparison
with only thirty-eight per cent of non-paying urbdouseholds. In addition, a
relatively large percentage of households thatpagng their accounts in full each
month will also qualify for such subsidy. This asderious questions about whether



adequate resources will actually be transferredbtal government for extending
these subsidies to all households that qualify doch assistance. The fact that
poverty is also relatively high amongst househaldg pay their accounts suggests
that poverty is not the only reason for non-paymehtservices. The particular
reasons for non-payment of services are explorgpleater detail in the report on the

baseline survey.

Table E: Income-based estimates of the headcount ety index (H), poverty
gap measure (PG) and squared poverty gap index (SBPGor non-paying and
paying households

Poverty line | Non-paying urban households Paying urban households
(Rands in per H PG SPG H PG SPG
capita

equivalents)

A. Urban comparisor

100.00 9.706 4,148 2.375 1.474 0.111 0.011
200.00 21.389 9.841 6.064 11.203 3.230 1.240
228.00 24.656 11.460 7.125 13.888 4.375 1.833
267.66 29.229 13.755 8.638 17.643 6.063 2.767
300.00 32.883 15.621] 9.876 20.654 7.474 3.585
304.58 33.3%4 15.884 10.051 21.076 7.676 3.704
358.79 39.287 18.979 12.126 25.983 10.0F73 5.1p7
400.00 43.549 21.292 13.696 29.591 11.899 6.300
500.00 52.960 26.708 17.451 37.840 16.2[75 9.186
522.65 54.895 27.887 18.286 39.601 17.248 9.7B3
600.00 60.948 31.769 21.086 45.301 20.502 11.987
Poverty line Non-paying rural households Paying rural households
(Rands in per H PG SPG H PG SPG
capita

equivalents)

B. Rural comparisor

100.00 18.669 11.895 10.407 8.079 2.611 1.183
200.00 35.750 19.496 14.610 21.416 8.645 4.702
228.00 40.616 21.791 16.006 25.243 10.448 5.8p2
267.66 47.312 25.081 18.056 30.637 13.041 7.4b6
300.00 52.485 27.759 19.768 34.964 15.1)72 8.8[L7
304.58 53.192 28.136 20.012 35.569 15.747 9.011
358.79 60.985 32.524 22.91% 42.532 19.041 11.329
400.00 66.152 35.728 25.114 47.523 21.7p1 13.103
500.00 76.020 42.860 30.295 58.218 27.900 17.388
522.65 77.785 44.336 31.424 60.428 29.3b0 18.345
600.00 82.757 48.985 35.124 66.976 33.7p1 21.%54

The results presented in Table E tell a similarysto that presented in Table D. The

incidence, intensity and severity of poverty ar@iaggreatest amongst non-paying



households. As with expenditure, poverty is agaare prevalent, intense and severe
amongst households from rural TLCs. The incomeatbgmverty estimates, though,
are lower than the expenditure-based estimates.is Tay be because most
households generally have a better idea of théal itnocome than of their detailed
monthly expenditure. Individuals and/or househdldge been found to rarely record
expenditure data in detail (Woolard and Leibbrarkfi99: 23-24). The baseline
survey also collected data on total household aopsion from only one respondent,
namely the self-identified household head. Assaltethe percentage of non-paying
and paying households that would qualify for suiesicdbf basic service delivery are
lower than in the case of the expenditure-basecnpwomparison (Table D, page
8). However, these percentages are again rehativigih, implying that there is
considerable scope for such policy to support lazalncils in financing service
delivery and affording the poor these basic sesyigézen of course that an adequate
amount of resources are made available for thipqze.

Graph A: Incidence of expenditure-based poverty
amongst paying and non-paying urban households
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Graph B: Incidence of expenditure-based poverty
amongst paying and non-paying rural households

90

80

70

60

50

40

30 ¢

20

10 A

150

200 250 300 350 400 450 500 600
Poverty line (Rand per capita)

—&— non-paying households —— paying households

Headcount poverty index (H)

70

Graph C: Incidence of income-based poverty amongst
paying and non-paying urban households
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Graph D: Incidence of income-based poverty amongst
paying and non-paying rural households
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An alternative way in which to present the resaoftsuch poverty comparison, but in
a more visually understandable manner is to useaied partial poverty orderings.
This technique allows one to determine the extentvlich different choices with
regard to poverty lines and other measurement gd#sum affect poverty
comparisons (Ravallion, 1994b: 1-3; Woolard andobeandt, 1999: 12). Poverty
value curves are employed for this purpose. Tainlhese curves, estimates of the
headcount, poverty gap and squared poverty gapesdor non-paying and paying
households are plotted for the critical range o¥grty lines. The values of the
poverty measure are plotted on the vertical axi$ e cumulative values of the
poverty line are plotted on the horizontal axis.cdnparison is robust and consistent
if the poverty value curve for one subgroup domesaind/or matches that of another
subgroup across the entire range of poverty litemates. This means that one
subgroup is poorer than another subgroup regardieshe poverty line used for
comparative purposes. Only the poverty incidermmidance curves for each of the
four clusters of non-paying and paying householdsraported here. According to
Ravallion and Sen (1996: 776), the conditions fomchance will also hold for the
poverty gap and squared poverty gap measureshilids for the headcount index.
The dominance curves for the poverty gap and sdyaseerty gap index are reported
in the appendix to this paper (paper 37).



Evident from Graphs A to D (pages 11 to 13) is tkakls of poverty are generally
higher amongst non-paying households living in orkand rural communities,
regardless of the choice of poverty measure, ppvere or indicator of standard of
living. The poverty incidence curve for paying Beholds dominates that of the non-
paying households across the entire range of pplieds. Therefore, as argued in
the previous pages, poverty does seem to play portant part in explaining non-

payment of services.

Table F: Percentage of ultra-poor, poor and non-poohouseholds who reported
that their consumption is less than adequate for neting their households’ needs

Urban households Rural households

Non-paying | Paying Non-paying | Paying
A. Expenditure-based poverty comparison
Ultra-poor 75.0 42.9 75.5 44.4
households
Poor 67.8 46.7 73.4 43.5
households
Non-poor 53.8 47.0 69.5 50.5
households
B. Income-based poverty comparison
Ultra-poor 76.9 48.0 77.2 60.4
households
Poor 68.7 49.1 81.2 40.0
households
Non-poor 54.6 46.1 65.7 47.5
households

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The results of the baseline survey underscordrib@&ar as approximately ninety per
cent of non-paying households listed their reas@ms not paying as being
unemployed, having no or too little income, or sateeing unaffordable. Three
guarters of non-paying households indicated thay theed to find employment or
obtain an income before they will start paying thetcount. The argument that
poverty matters, can also be substantiated by meterg the extent to which poor
households that are not paying their accounts ateldCthat their consumption is less

than adequate for meeting their household’s néedsdistinction is made between

" Households were asked ‘Concerning your househalatsumption (all the money your household spest the past twelve
months), which one of the following is true?’ Thpessible responses was that ‘Consumption was tessadequate for our
household’'s needs’, ‘Consumption was just adeqfeteur household’s needs’, or ‘Consumption was eritian adequate for
our household’s needs’.




ultra-poor, poor and non-poor households. The pgg\ume suggested for use in the
implementation of indigent policies at the localvgmment level is used for this
purpose (page 9). Ultra-poor households reprdsameholds that spend or earn less
than R400 per month, i.e. less than R152.29 petimarper capita equivalent terms.
Poor households are households that spend or edwedn R400 and R800 per
month, i.e. that is between R152.29 and R304.58mmeth in per capita equivalent
terms. Non-poor households are households thatlspeearn in excess of R800 per
month, i.e. more than R304.58 in per capita eqaiaterms. A number of TLCs
currently employ this same classification in thedigent policies. Households are
ranked as ultra-poor, poor or non-poor based omr #guivalent expenditure or
income. The results are reported in Table F (pbfje According to Table F, a
substantially larger percentage of ultra-poor andrphouseholds that failed to pay
their accounts indicated that their consumptionna adequate to meet their
household needs, regardless of whether expenditurecome is used as basis for
comparison. Thus, ability-to-pay appears to beeatgr problem for non-paying than

for paying households.

Because the above analysis does not take into acdoaw many non-paying
households there are in comparison to paying haldghit fails to highlight the
extent to which non-paying and paying householdsesthe burden of poverty. Such
analysis requires poverty measures that are adbitidecomposable. Additive
decomposability means that overall inequality can gortioned into inequality
between subgroups and within subgroups. Decomposdcross space requires
measures of the type, B maPya + nsPas, Where A and B represent two subgroups
and n, and g the population shares of the two groups that theeggy estimate Pfor
each group is weighted by (Lipton and Ravallion93:92580-2581; Thorbecke,
1998). The FGT class of poverty measures is agdjtidecomposable (footnote 6,
page 7). This feature of the three measures oénypemployed in this analysis
makes it possible to determine the share of nompgagnd paying households in the
poverty burden. Poverty shares were calculatedraggly for urban and rural TLCs,
as well as across the entire sample of househoRtsverty shares were calculated
with reference to the R304.58 poverty line derifeain the suggested household
income of R800 per month to be employed in idemgyhouseholds that should



benefit from the subsidization by municipalities ludsic service delivery (page 9).
The results of these inter-group poverty compadsare presented in Tables G and H.

Table G: Poverty shares of non-paying and paying heseholds in the incidence,

intensity and severity of poverty in urban and rurd TLCs (percentage)

Sample | Incidence (H) Intensity Severity
share (%) (PG) (SPG)
A. Expenditure-based poverty comparison

1. Non-paying 42.5 51.8 74.6 60.9
urban households
2. Paying urban 57.5 48.2 254 39.1
households

100.00 100.00 100.00 100.00
1. Non-paying 47.6 54.1 58.6 62.2
rural households
2. Paying rural 52.4 45.9 41.4 37.8
households

100.00 100.00 100.00 100.00

B. Income-based poverty comparison

1. Non-paying 42.4 53.8 60.4 66.6
urban households
2. Paying urban 57.6 46.2 39.6 33.4
households

100.00 100.00 100.00 100.00
1. Non-paying 47.6 57.6 61.9 66.9
rural households
2. Paying rural 52.4 42.4 38.1 33.1
households

100.00 100.00 100.00 100.00

Table G further underlines the fact that thereas such a great difference between
the share of poverty shouldered by non-paying ayihg households (pages 8 to 11),
at least not in terms of the incidence of povertifowever, when the poorest

households (i.e. those furthest from the povertg)liare accorded a greater weight in
measuring poverty, i.e. by employing the poverty gand squared poverty gap
measures (page 6), non-paying households carrypstasuially larger share of the

poverty burden than paying households. This méhasthe extent of inequality
amongst poor households are considerably highengsbtaon-paying than amongst
paying households. As a result, indigent policas be argued to be particularly
crucial in affording poor households, that are ootrently paying their municipal

accounts in full each month, access to these Isasicces, be it at a partially or fully

subsidized level. Equally evident, though, is teeen households that do pay their



accounts in full each month are also worthy of liiging from such policies. Paying
households share in approximately one third ofpibneerty burden on urban and rural
TLCs. The relatively greater need, though, is agsbpoor, non-paying households.

Table H: Poverty shares of non-paying and paying heseholds in the overall

incidence, intensity and severity of poverty (peragage)
Sample | Incidence (H) Intensity Severity
share (%) (PG) (SPG)
A. Expenditure-based poverty comparison

1. Non-paying 21.8 19.5 19.1 18.6
urban households
2. Paying urban 29.6 18.2 14.7 11.9
households
3. Non-paying 231 33.7 38.8 43.1
rural households
4. Paying rural 255 28.6 27.4 26.4
households

100.00 100.00 100.00 100.00
B. Income-based poverty comparison
1. Non-paying 21.8 20.9 21.3 21.5
urban households
2. Paying urban 29.6 17.9 14.0 10.7
households
3. Non-paying 231 35.2 40.0 45.3
rural households
4. Paying rural 255 26.0 24.7 22.5
households

100.00 100.00 100.00 100.00

The poverty shares calculated across the entir@lsaoi households allow one to
determine the extent to which households in ruta€g shoulder a relatively greater
share of the poverty burden than their urban copates (Table H). Evident here is
that non-paying households in rural TLCs carrydheatest proportion of the poverty
burden, regardless of the poverty measure employEde poverty share of non-
paying rural households increases as the pooresteholds are accorded a greater
weight, i.e. when calculating the poverty sharengighe poverty gap and squared
poverty gap measures, and reaches toward fiftycpet. The poverty share of non-
paying urban households in turn varies relativétielas the poorest households are
accorded a greater weight. The share in povertyral households that do pay their
accounts each month is approximately the samenasr(ie-based comparison) and

even larger (expenditure-based comparison) thashaee in poverty accruing to non-



paying urban households. Paying households innudbaas shoulder the smallest
share in poverty. As much as two thirds of theshapoverty accrues to households
in rural areas. This highlights the extent to vahpoverty in South Africa is endemic
to rural areas. These results suggest that intigelicies will be relatively more
crucial in rural than in urban areas in affordihg poor access to basic services. The
greatest need for support lies amongst the nompawural households. Rural
households that pay their accounts and non-payousdholds from urban TLCs
appear to be equally worthy of such support, gittenrespective poverty shares of
these two groups of households. Indigent polidiesugh, present only a short-term
solution to the problem of non-payment of servicébese subsidies, although crucial
to the poor, cannot in the long run move households of poverty. It merely
addresses the symptoms of the problem. In ordefetatify those interventions that
can address the causes of poverty over the loreyen, tone requires a greater
understanding of the characteristics of poor, naying households. Poverty profiles
are used for this purpose.

3. Poverty profile of poor, non-paying householdsiurban and rural TLCs

Poverty profiles can be presented in one of twanéds (Ravallion, 1994b: 61-64). A
so-called type B poverty profile is used here tntify the main characteristics of the
poor. Because the analysis is based on cros®salttiata, which precludes the
establishment of clear patterns of causality betmezeise and effect, the focus here is
on the characteristics of the poor rather tharddterminants or causes of poverty. A
type B poverty profile reports the incidence of r@aderistics such as employment
status, source of income and access to servicesigamgubgroups with different
poverty status, e.g. those who are respectivelyr oo non-poor (Woolard and
Leibbrandt, 1999: 41-47). Decompositions suchhese allow a construction of a
detailed profile of the characteristics and circtanses of the poor. According to
Ravallion and Bidani (1994: 75), such profiles avermally the first step in
formulating antipoverty policies. Because theregmsod reason to argue that
expenditure presents a better proxy of standahding than income (page 3) and due
to constraints of space, the profiles are presenigdreference to expenditure-based
poverty estimates. Moreover, the Lorenz curvesfihich the expenditure-based
measures of poverty were estimated, are all védidtiiote 5, page 6). Households



are ranked as ultra-poor, poor and non-poor basedequivalent household
expenditure. The only exception is the analysiglitierences in access to financial
services, where income is employed as proxy ofdstahof living. Given the extent
to which the payment of wages and salaries areteffevia financial intermediaries
such as banks, income is considered a better detarnof access to financial
services than expenditure. Because of the impoetanf indigent policies in
subsidizing service delivery to the poor at muratilevel, the adjusted poverty line
suggested for this purpose is employed in compitimgse poverty profiles. The
respective cut-off points employed in distinguighibetween ultra-poor, poor and
non-poor households are the same as those emplogednpiling Table F (page 15).
This investigation into the characteristics of po®r is limited to the type of variables
on which data were collected during the baselingesu The characteristics of poor
non-paying households explored here include diffees in unemployment,
education, savings, debt and debt service, smaihbss activity, asset ownership,
and access to financial services. These charsiitsriof the poor are discussed in
greater detail in the subsequent pages of thisigsson paper.

3.1  Unemployment and non-payment of services

Employment status is probably the most importantertd@nant of the earning
capacity of a household and its ability to paydervices. During the baseline survey
the employment status of each household memberetgasded separately. For non-
working household members a distinction was madevden those who are
unemployed and looking for work and those who areleoking for work but would
accept work. Other possible responses for the plgmed included being a
housewife/home-maker, a child/pupil/full-time statlea pensioner/retiree, a disabled
person, or not wishing to work. Unemployment isehdefined in the broad sense,
meaning that unemployed persons not looking forkviut willing to accept work are
counted as unemployed. This is considered judtifiesofar as a very small
proportion of unemployed household members inditétat they were not looking
for work. The unemployment rate was calculated dwiding the number of
unemployed persons by the number of unemployed emgloyed persons and
expressing this as a percentage. The comparigmesented in Table I.



Table I: Unemployment rate for non-paying and payirg households (percentage

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 75.93 63.64 66.97 63.55
2. Poor 71.36 61.00 68.18 56.33
3. Non-poor 43.98 37.94 48.44 36.39
Total 56.17 44.98 60.27 46.54

Note: Ultra-poor households represent householatssiirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.

Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The results in Table | show that non-paying houlslshon average are hit harder by
unemployment than paying households. In fact,aerage unemployment rate for
non-paying households exceeds that for paying hhmlde regardless of whether the
households are ranked as ultra-poor, poor or ham-pdhis is the case in both urban
and rural TLCs. The unemployment rate is highesbragst the ultra-poor and poor
non-paying households in urban TLCs. The diffde¢mh unemployment is greatest
for the ultra-poor households in urban communitidiese results illustrate the role
of unemployment in explaining non-payment of se¥gicand the consequent
importance of job creation in addressing the sibumat Again the results suggest that
the non-payment problem has become one of abddyaty rather than willingness-to-
pay issues. As mentioned elsewhere (page 14)atbisnent is also borne out by the
large percentage of non-paying households thataned that their main reason for
not paying their account in full each month is lgeimemployed or having no income.
The unemployment rate, as would be expected, dezseas one moves from the
ultra-poor to the poor to the non-poor. Importahugh, to note is that levels of
unemployment are also very high amongst non-poasdiaolds. This is also the case
amongst paying households, regardless of whetlegrate ranked as ultra-poor, poor
or non-poor. As pointed out by Woolard and Leilboita(1999: 44), this simply
reflects the extent to which the African populatiorSouth Africa carries the largest
share of the unemployment burden.

3.2 Education and non-payment of services

Another important determinant of ability-to-pay eslucation. One would expect
households with better-educated members to haveerbatcess to employment



opportunities, in the process enhancing their gbtlo pay for service delivery.

During the baseline survey, information on literaeynd highest educational
gualification was collected for the household heaty and not for each member of
the household. Yet, the earning capacity of thaskbold depends on the entire
endowment of human resources and not simply onahtite household head. As a
result, the analysis that was performed to determwhether the literacy and
education level of the household head are relatechdn-payment of services
produced results that were inconsistent with thevathypothesis. With the benefit of
hindsight, it must therefore be said that the ranfrthe data does not allow a full
exploration of the relationship between povertyueadion and non-payment of

services.

3.3 Savings and non-payment of services

Savings represent a possible source of financedgment of services where current
earnings may be inadequate to afford householgaydheir account in full. The fact
that a household is able to save implies thatatikhbe able to pay for services. This
argument is based on the assumption that housetldsnly save once their most
basic consumption needs are met, that househotusdes these municipal services
as a basic need, and that a culture of non-payis@wait that predominant. Given that
poverty and unemployment have been shown to be pr@@ominant amongst non-
paying households, one would expect non-paying dftalds to have less access to
savings and also to save relatively less than gayouseholds. During the baseline
survey, households were required to indicate thk& tomount they save per month.
Households were prompted to think of all possiblerks of savings, including formal
as well as informal vehicles for saving suchssskvels. A distinction is made
between whether households save at all, and whendb save, what the relative
extent of their savings is. Households whose nignslavings totaled zero are
considered non-savers, whereas households thatmtidt some savings are treated as
savers. On this basis, a comparison is first nizeteveen the proportion of non-
paying and paying households that save. An avesagmgs rate was calculated by
dividing the monthly savings of each household tsy monthly expenditure and
expressing this as a percentage. This savingsaatbe considered to be a reflection
of the extent to which savings are adequate taasusurrent expenditure in future.



Household savings rates were then averaged achessiaumber of households

included in each of the clusters of non-paying paging households, including those
households that do not save at all. These congrerisf the savings behavior of non-
paying and paying households in urban and ruralsTafe presented in Tables J and
K.

Table J: Percentage of non-paying and paying houselus that save

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultre-poot 12.5 25.0 5.7 22.2
2. Poor 19.5 33.7 23.9 29.6
3. Non-poor 54.3 68.3 49.2 63.5

Note: Ultra-poor households represent householassirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

According to the results presented in Table J, @hmamaller percentage of non-
paying households actually save an amount of mogesh month, particularly
amongst the ultra-poor. This means that non-palymgseholds have less access than
paying households to accumulated savings from wtagbay for services. In course
of time, this could enhance the probability thau$eholds that are currently not
paying their accounts will remain to do so in fuassuming that their current
circumstances do not change dramatically (e.g.uhamployed household members
find some employment). This could increase theiddivbetween rich and poor
municipalities, in the process creating an everatgrescope for intergovernmental
transfers to address these inequalities. Agais,atear that indigent policies present
an important instrument for alleviating povertyatgh subsidized service delivery to
the poor.

Table K: Monthly savings by non-paying and paying louseholds as percentage of
monthly household expenditure

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 2.890 9.112 1.066 5.181
2. Poor 2.927 7.382 4.124 5.848
3. Non-poor 10.019 15.929 7.579 13.066
Total 7.235 13.703 4.468 9.556

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms



The monthly amount saved by non-paying househaddsmaller on average in
relation to their monthly household expenditure nthiz the case for paying
households. This relationship holds for the consparbetween ultra-poor, poor and
non-poor households. Non-paying households thexdfave access to a smaller pool
of savings than paying households and face greasewrce constraints than paying
households. Again, poverty or lack of ability-tayp presents a plausible and
relatively important explanation of the problemnoin-payment of services.

3.4  Debt, repayment of debt and non-payment of seces

Another important determinant of ability-to-pay which data were collected during
the baseline survey is debt and servicing of debich can place considerable strain
on household finances. Households were askedttallioutstanding debts owed to
an institution or person who is not a member of hbesehold. Interviewers also
recorded the monthly repayments required to stttdee debts. A poorer ability-to-
pay would be reflected in a relatively higher burad debt on the household. Poor
households, who generally have lower levels of mepmay often have to resort to
borrowing to sustain current levels of expendituheis increasing the relative debt
burden on these households. If therefore, pouvertynportant in explaining non-
payment of services, non-paying households thatpao should face a relatively
higher debt burden than paying poor householdsnAlse case of savings (page 21),
a distinction is made between whether householgs hay debts (Table L), and in
case they do, what the relative extent of thesésdmtnl debt repayments is (Tables M
and N). A comparison is first drawn between thepprtion of non-paying and
paying households that have some debt. The relatae of the debt burden faced by
each household was determined by calculating wheteptage total debt and debt
repayments make up of monthly household expenditdreis reflects the extent to
which debts and debt repayments can crowd out holdseexpenditure. These
percentages were averaged across the total nurhbeuseholds included in each of
the clusters of non-paying and paying househofasuding households that have no
debt. These comparisons of the debt situationndaaion-paying and paying

households are presented in Tables L, M and N.



Table L: Percentage of non-paying and paying houselids that have some debt

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 30.0 14.3 24.5 14.3
2. Poor 37.9 34.8 47.7 38.3
3. Non-poor 59.4 58.9 74.2 65.0

Note: Ultra-poor households represent householtssirend or earn less than R152.29 per month ingeta equivalent terms.
Poor households are households that spend or eawedn R152.29 and R304.58 per month in per capjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

As expected, the proportion of households that hew@e debt increases as one
moves from the ultra-poor to the poor to the noofpo This is because poorer
households, who have been shown on average tdessmhan non-poor households
(page 4), are less likely to be able to obtain icred make arrangements for
borrowing money. Furthermore, non-paying househo&h be argued to be less able
to pay for services than paying households. Adargroportion of non-paying
households has some debt and face expenditurerambstthat could force them to
curtail their payment of municipal accounts. Thdgérentials are greatest for the
ultra-poor, which lends support to the national groment’s efforts to intervene in
the micro-finance industry so as to protect therpsoof the poor from being
exploited. Although the differences between soffrth® other clusters of non-paying
and paying households are relatively small, theneadf the relationship is consistent
with the above hypothesis that non-paying househaté more constrained by debt
than paying households and therefore have lesa abdity-to-pay. Once again, the
results support the argument that to some extergrpoexplains persistent problems
with regard to non-payment of services.

Table M: Total debt of non-paying and paying houseblds as percentage of
monthly household expenditure

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 174.159 16.113 108.930 58.613
2. Poor 135.558 85.521 173.864 112.584
3. Non-poor 153.701 194.585 277.407 215.060
Total 151.355 160.346 192.437 157.809

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The results presented in Table M lend even fursiogport to this hypothesis. The
relative debt burden faced by non-paying househadpressed here as total debt



divided by current household expenditure, by faceexs that faced by paying
households. Again, the difference between ultrarpoouseholds that pay their
accounts and those that do not is extremely aclibese differentials decrease as the
comparison moves to poor and then to non-poor lhmlde. The fact that the relative
debt burden is highest amongst non-poor housel®ldsderstandable insofar as non-
poor households can access credit more readilgndiltat they have access to more
collateral and on average earn more than poor hoidg®do.

Table N: Monthly repayment of debt by non-paying aml paying households as
percentage of monthly household expenditure

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 9.930 3.691 9.610 4.635
2. Poor 10.471 8.679 14.039 11.374
3. Non-poor 13.037 13.163 24.792 17.308
Total 11.965 11.619 16.683 13.390

Note: Ultra-poor households represent householtssirend or earn less than R152.29 per month ingeta equivalent terms.
Poor households are households that spend or eawedn R152.29 and R304.58 per month in per capjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The comparison of the relative debt burden faciog-paying and paying households
in terms of monthly debt repayments expressed aseptage of household
expenditure presents a similar picture. In thes aaisnon-paying households, debt
repayments constitute a larger proportion of hooakebxpenditure. This means that
debt repayments are likely to exert more pressurghe finances of non-paying
households, possibly leading to the curtailmeraadount payments. As in Table M
(page 23), the differences between non-paying ayihg households that are ultra-
poor are considerably greater than for poor andpuwor households. This may be
due to the fact that very poor households ofterehtavborrow money at very high
interest rates because they have little collataral also lack access to financial
services (page 30). As in the case of the deldtdmuexpressed in terms of total debt
relative to household expenditure (page 23), nam-pouseholds are able to afford a
relatively greater repayment burden than poor huoalds, simply because they have
access to relatively more financial resources. iportant reason, therefore, for
poverty being instrumental in explaining non-paytmafnservices is the fact that non-
paying households face a relatively higher debt dabit repayment burden than
paying households. Klasen (1997: 75-76) reporieilas results with regard to the



debt and debt service burden on poor and non-pobisianalysis of the 1993 Saldru

survey data.

3.5 Small business activity and non-payment of sepes

Given that poverty and unemployment levels aretixelly higher amongst non-
paying than paying households (pages 8 to 11 agd p9), it is also of interest here
to determine to what extent poor and non-poor hwalds operate businesses from
home. Such activities represent important stragegipen to the unemployed to
supplement their earnings and thus be able to pagdrvices. During the baseline
survey, respondents were asked to indicate whetiesr are running any business
from their home. The percentage of non-paying@agdng households that operate at
least one type of small business from home is tegan Table O.

Table O: Percentage of non-paying and paying houselus that operate at least
one type of small business from home

Urban households Rural households
Non-paying Paying Non-paying Paying
1. Ultra-poor 25.0 10.7 15.1 9.5
2. Poor 14.9 17.4 9.2 18.3
3. Non-poor 20.8 13.8 13.3 18.0

Note: Ultra-poor households represent householtssirend or earn less than R152.29 per month ingera equivalent terms.
Poor households are households that spend or eawedn R152.29 and R304.58 per month in per capjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The results in Table O suggest that small busisesperated from home present
ultra-poor households with an important sourcenebme. In both urban and rural
TLCs a larger number of ultra-poor households #tiditdo not pay their accounts in
full operate at least one such business. Thisdsnsistent with the above argument
that such activities may present households wabuwce of income to afford them the
ability to pay their account. This may be becafosethe ultra-poor such income is
relatively more crucial for financing their mostsm@aphysical needs than for paying
their municipal account. For these householdsprimél economic activities are
merely survivalist strategies. This again hightiggthe importance of indigent policies
in affording the poorest of the poor subsidizedeasdo basic public services. In the
case of poor households, though, a larger propodiopaying households operates
small businesses from home. This implies thathose households that are poor, but
that do not have to live from hand to mouth like thitra-poor, such activities may be



instrumental in enhancing their ability to pay theiunicipal account. This same
argument is supported only in the case of non-poral households, where a larger
proportion of households paying their account it &ach month actually operate
small businesses from home. These results, althaugpnsistent with the above
hypothesis in some instances, are presented hehgldtight the possibilities that
exist for small business development in alleviatihg problem of non-payment of
services. A relatively small percentage of the &dn population actually operates a
small business from their homes (as is evident fthenrelatively low percentages
reported in Table O), whereas the extent of povarhongst these households is
considerably high (pages 8 to 11). The baselimeesushows that only 3.5 per cent
of non-paying households indicated that they laadclntrepreneurial activities to
pay accounts in arrears. This implies a posgjiliat there exists substantial scope
for promoting small business activity amongst paarn-paying households, in the
process empowering them to earn a living and payr tbervice accounts. Local
councils should explore such options through pastnps with national, provincial
and local institutions involved in the banking atelvelopment financing sectors. In
doing so, cognizance should be taken of the cansdrand realities prohibiting small
business development, especially in underdevel@greds. These constraints and
realities, amongst other things, include a lackinstitutional capacity, shortage of

human resources, lack of diversification, and sgetof sizeable markets.

3.6  Asset ownership and non-payment of services

Another important determinant of ability-to-paytiee number of assets owned by the
household. Generally speaking, one would expectgomouseholds to own fewer
assets, because they lack the necessary incontatio these assets and because they
may often have to sell these assets to sustainséflees. In terms of asset ownership,
data were collected on a number of specific assitght specific assets were listed,
namely a radio, a television, a telephone, a refatpr, a stove or hotplate, an
electrical heater, a geyser, and an electricalekdttouseholds had to indicate which
of these assets they owned. Allowance was alse ffeadecording ownership details
on additional electrical appliances. The relatiopetween poverty, ownership of
assets and non-payment of services is analyzedreféhence to the number of assets
owned by the household, as well as the percentafeuseholds that own specific



assets. In the case of specific assets, only #enmgful results are presented here,
primarily because of constraints of space. Theltaamber of assets owned by each
household was divided by the number of memberdat same household. This
adjustment is important, because a very large hmidethat possesses the same
number of assets as a much smaller household &itidmsidered equal in economic
status to the smaller household if no allowanceagle for differences in household
size. In this specific example, the larger houtgtiobviously relatively worse off
than the smaller household. A distinction is dravetween households that own no
assets, those that own one or less asset per,capitahose for which the asset ratio
exceeds one. The comparison of the relative nummbassets owned by non-paying
and paying households is presented in Table PferBiices in the ownership patterns

of individual assets are respectively presentelhinles Q and R.

Table P: Asset ownership of non-paying and payingduseholds

Urban households Rural households

Non-paying | Paying Non-paying | Paying
A. Percentage of households that earn no assets
1. Ultra-poor 7.5 7.1 20.8 11.1
2. Poor 5.7 6.5 11.9 10.4
3. Non-poor 2.0 0.9 7.8 6.5
B. Percentage of households with an asset ratio ohe or less
1. Ultra-poor 60.0 50.0 64.2 71.4
2. Poor 66.7 57.6 67.9 60.9
3. Non-poor 28.4 16.3 45.3 39.0
C. Percentage of households with an asset ratio @xcess of one
1. Ultra-poor 32.5 42.9 15.0 17.5
2. Poor 27.4 35.9 20.2 28.7
3. Non-poor 69.6 82.8 46.9 54.5

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

As expected, the extent of non-ownership (zerotgss@d relatively low ownership
(ratio ~ 1) is more pronounced amongst rural thaoragst urban households (Table
P). A large proportion of rural households ownsassets or relatively few assets in
comparison with urban households. A large propaorof urban households owns a
relatively large number of assets in comparisorwitral households. Furthermore,
the extent of non-ownership (zero assets) or lomeyship (ratio ~ 1) and the extent
of high ownership (ratio > 1) respectively, areatefely lower and higher amongst

non-poor than amongst poor households. The difteare between ultra-poor and



poor households are relatively small, althoughatttoor households are in many
instances worse off than less poor households vithenmes to asset ownership.
Asset ownership, therefore, presents a good prdxylifferences in the socio-

economic status of households.

The results presented in Table P also highlightfaloe that poverty again appears to
be an important cause of non-payment of servicés.terms of relatively high
ownership (ratio > 1), paying households outperforom-paying households in all
cases. When it comes to low ownership (ratio -adrger percentage of non-paying
than paying households falls into this categorie dnly exception is the comparison
of ultra-poor rural households, where non-payingdeholds outperform paying ones.
The differences between non-paying and paying Helds are relatively small with
regard to non-ownership (zero assets). If povetan important cause of non-
payment of services, a larger proportion of nonip@yhouseholds should own no
assets compared with paying households. The sesifltthis comparison are
consistent with this argument, except in one specé#se (i.e. the comparison of poor,
urban households).

When it comes to specific assets, it is again exidleat poverty plays an important
part in explaining the inability of certain hous&®to pay their municipal account,
that is insofar asset ownership is assumed to preseroxy of ability-to-pay (page
27). In Tables Q and R, a smaller percentage nfpaying households than paying
households owns the specified assets. In additios,extent of ownership also
increases as one moves from the ultra-poor to dboe @and to the non-poor within the

same cluster.



Table Q: Percentage of non-paying and paying urbarhouseholds that owns
specific assets

| Non-paying | Paying
A. Radio
1. Ultra-poor 55.0 71.4
2. Poor 77.0 77.2
3. Non-poor 88.3 95.3

B. Electrical heater
1. Ultra-poor 15.0 25.0
2. Poor 16.1 18.5
3. Non-poor 37.6 54.9
C. Geyser
1. Ultra-poor 2.5 10.7
2. Poor 9.2 17.4
3. Non-poor 33.0 43.9
D. Electrical kettle

1. Ultra-poor 60.0 67.9
2. Poor 55.2 62.0
3. Non-poor 75.6 83.7
E. Telephone
1. Ultra-poor 10.0 10.7
2. Poor 29.9 34.8
3. Non-poor 58.4 59.2

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per capjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

The results presented in Tables Q and R also greserwith an opportunity to make
some brief observations about other aspects of asagrship. The relative size of
these percentages can be considered an indicatbe afommonality of ownership,
i.e. the extent to which ownership is sensitivelitterences in standard of living. So,
for example, a large proportion of households ownselectrical kettle, whereas
relatively few households own a geyser. It is alémterest here to note that assets
that represent good proxies of differences in seconomic status in urban
communities are not the same assets that perfowaédn the analysis of ownership
patterns in rural communities. The only asset tbatures in both the urban and rural
comparisons is the electrical kettle. Furthermdre,fact that certain assets failed to
feature in either of the comparisons may be arcatain that the specific asset does
not represent a good proxy of socio-economic stiattisat particular setting. So, for
example, a television, a refrigerator and a stadendt feature in the urban analysis.

This is understandable insofar as a large majarfityrban households actually own



these assets, whereas ownership of these spes#@atsais perhaps less common in

rural settings.

Table R: Percentage of non-paying and paying ruralhouseholds that owns
specific assets

| Non-paying | Paying
A. Television
1. Ultra-poor 42.5 55.6
2. Poor 61.5 67.0
3. Non-poor 72.7 76.5

B. Refrigerator
1. Ultra-poor 23.6 38.1
2. Poor 52.3 60.9
3. Non-poor 65.6 75.5
C. Stove/hotplate
1. Ultra-poor 33.0 38.1
2. Poor 42.2 53.0
3. Non-poor 62.5 71.5
D. Electrical kettle

1. Ultra-poor 35.8 39.7
2. Poor 46.8 52.2
3. Non-poor 54.7 73.0

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month inggeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per cagjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

3.7  Access to financial services and non-payment sdrvices

Ability-to-pay can also be measured indirectly lmpoKing at access to financial
services. During the baseline survey, householitifievere required to indicate
whether they have access to any of six specifiednftial services. Access to
financial services is largely dependent on therfai@ position of the household head.
Having a job and earning an income will gain a peraccess to a savings or current
account, because the payment of wages and salanessially administered through
financial intermediaries. For this reason, thigipalar comparison is presented with
reference to the income-based classification ofsabalds as ultra-poor, poor and
non-poor. The fact that the analysis based onrekpee-based poverty estimates in
fact yielded inconsistent results, appears justiftethe context of the above argument
that access to financial services is determinethbyme rather than by expenditure.
If poverty plays an important part in explainingnaApayment of services one would

expect non-paying households on average to have tmited access to financial




services than households that pay their municipabants in full each month. For
the purpose of this comparison, a distinction isienbetween households that have
access to no financial services, those that hagesado one service only, and those
that have access to two or more financial serviddgs comparison of differentials in

access to financial services is presented in Table

Table S: Access of non-paying and paying householtis financial services

Urban households Rural households

Low-paying | High-paying | Low-paying | High-paying
A. Percentage with access to no financial services
1. Ultra-poor 82.1 72.0 88.0 62.5
2. Poor 73.1 54.4 74.1 64.4
3. Non-poor 36.7 29.1 49.4 35.0
B. Percentage with access to at least one financgdrvice
1. Ultra-poor 10.3 4.0 8.7 8.3
2. Poor 23.9 7.0 17.6 24.4
3. Non-poor 36.7 26.5 33.1 30.4
C. Percentage with access to two or more financiakrvices
1. Ultra-poor 7.7 24.0 3.3 29.2
2. Poor 3.0 38.6 8.2 11.1
3. Non-poor 26.6 44 .4 17.5 34.6

Note: Ultra-poor households represent householatssirend or earn less than R152.29 per month ingpeta equivalent terms.
Poor households are households that spend or eawedén R152.29 and R304.58 per month in per capjtavalent terms.
Non-poor households are households that spendmmeare than R304.58 in per capita equivalent terms

A much larger percentage of non-paying househotdsat have access to financial
services compared with paying households. Thislshdbr both urban and rural
TLCs, although it is also evident from the compamighat urban households have
access to or employ a wider range of financial isesvthan rural households. The
extent of no access is as high as eighty-eightceat amongst non-paying rural
households that are ultra-poor. Seventy-five @&t or more of ultra-poor and poor
households that are not paying their municipal antbave no access to any financial
service. Because they are poor and in many cdsesuaemployed, non-paying
households generally do not have access to thenm@nd/or jobs that would have
gained them access to the financial services n&twdhese same circumstances, as
explained elsewhere, also explain why these houdehmnay be unable to pay their
accounts, because of lack of ability-to-pay ratin unwillingness-to-pay. Hence,
this particular comparison also supports the théloay poverty is an important cause

of non-payment of services.



However, the extent of no access is also quite higiongst households that had
indicated that they pay their accounts. This satgyéhat the problem of limited
access to financial services is not only relategdwerty, but that many Africans
because of the history of our country have beetedeaccess to these services. Table
S also shows that a relatively large percentageaging households does have access
to one or more financial service. This hints & tmportance of financial services in
enabling municipalities to obtain regular and fpdyment for services from their
customers. In this context, the lack of accesé$inancial services amongst non-
paying households also complicates matters for cmatities, because poor non-
paying households from whom a flat rate paymenicchave been secured via the
financial system have no access to the systenaddition, municipalities also do not
have the option to use the financial system tdfyéne financial details of households
that apply for a subsidy of basic services undex thdigent policy. Thus,
municipalities perhaps also need to consider hay ttan work together with other
role players to enhance the access of poor houwsshol an affordable financial

service package tailor made for the payment of mpai services.

4, The vicious cycle of poverty and non-payment @ervices

In terms of the results presented in the previcagep, non-paying households can
generally be described as being poorer than paygeholds. Poor, non-paying
households have been characterized as househatsdlhry a relatively greater
proportion of the unemployment burden, that haveondimited access to savings,
that face considerably larger debt burdens, that osatively few assets, and that
have relatively limited access to financial sergsiceGiven these characteristics of
non-paying households, it is clear that these Hwlde are caught up in a so-called
‘vicious circle of economic constraints’ (Burkey996: 16), which prohibits them
from paying their municipal accounts in full eaclonth. Non-paying households in
urban and rural TLCs are caught up in this same@wsccycle of poverty. This
vicious cycle is described in Figure A. A discassof the non-payment problem can
be started at any point in the cycle. The elementisis cycle - for which evidence of
their link with non-payment of services is reporiedhese pages - are presented as
shaded squares. The elements in the cycle th&t notibe operationalized with data
collected from the baseline survey so as to findlence of their link with non-



payment of services, are presented as non-shadedesq In the case of education,
for example, the data that were collected durirgglihseline survey do not allow for

an adequate analysis of its role in poverty andpeyment of services (page 20).

Figure A: A Vicious Cycle of Poverty and Non-paymenof Services
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Figure A also describes the three policy intervargithat are of particular importance
in breaking this vicious cycle and in addressing poverty issues underlying the
problem of non-payment of services. The importan€ahese policies will be

discussed in more detail in the final section ad thiscussion paper, which focuses on

policy recommendations.

5. Development policy: addressing the problem of mapayment of services

Reference has already been made to the particaolar af indigent policies in
addressing the problem of non-payment of servidé¢® underlying elements of local
economic development (LED) initiatives have alserbg¢ouched upon (e.g. job
creation and small business development). Macoox@uwic policies, furthermore,
represent interventions that in the longer term adaress the lack of employment at
the root of this vicious cycle. Whereas local emoit development (LED) initiatives
and macro-economic policies are longer term pdicéemed at addressing the
unemployment problem, indigent policies are aimealiviating poverty over the
short term by indirectly supplementing the incompénditure of poor households via

a subsidy of basic service delivery.

* Indigent policies

In the discussion presented in the preceding pémgesnportance of indigent policies
in assisting poor households that cannot afforpaty their municipal accounts in full
each month has been highlighted in more than astanne. Given the high burden of
poverty on non-paying households, especially imgeof the intensity and severity of
poverty, it is crucial that indigent policies whemplemented correctly, identify those
persons who are in greatest need. In this wayetfeetiveness of these policies in
addressing the problem of non-payment of serviaes lee maximized. Evident,
though, from the poverty comparisons presentethesd pages is that municipalities
may need to set their own requirements in termsgheflevel of income at which
households will qualify for assistance. The usehef suggested poverty line (i.e.
R800 household income per month) may mean thatnthmber of persons who
actually qualify for assistance is not commensunaith the grant received from
national government. In order to ensure that nesm@s balanced with resource



constraints local councils will have to carefullgsass the criteria used to identify
households that should benefit as well as the vafude subsidy afforded to these
households, depending on their specific circum&snc So, for example,
municipalities may decide to use a lower or higlexel of household income to
identify those households that will benefit frone teubsidization of basic services,
given the extent of poverty in the area falling hwit the municipal boundary.
Alternatively, local councils may lower or increabe level of subsidy to ensure that
all those households that qualify for assistanceims of the suggested poverty line
are accorded such a subsidy. However, there resmame doubts as to whether all
municipalities, particularly the poorer, rural onbave the capacity to do this and to
thus implement indigent policies effectively. Lbgavernment officials consulted in
provincial workshops that were conducted as pathisfresearch project confirmed
this point. The public finance discussion paperthermore, has shown that in
general rural councils are in a weaker financiakiffan than urban councils.
Consequently, it is felt that more work is required develop the structures and
systems required in administrating and managinggém policies at the municipal
level. Encouraging, though, is the fact that ia #001/02 budget the Minister of
Finance has allocated more funds to local goverhnpnticularly for dealing with
some of these problems. The share of local govenhim total allocated expenditure
will increase from 3.0 to 3.3 per cent over thetrigxee financial years (National
Treasury, 2001: 141-163).

* Local economic development (LED) initiatives

The Guide to Municipalities on Local Government aBdonomic Development
describes a number of specific local economic dagprekent (LED) initiatives,
including a very specific focus on job creationotigh local economic growth and
small enterprise development (Department of Localvé&nment, 1999b). As
explained in the previous pages, these initiatiaes crucial in addressing the
unemployment problem that lies at the root of trebfem of non-payment of services
(Figure A, page 33). However, a recent reportedshy the Department of Local
Government following an investigation into the extéo which LED initiatives are
really linked to poverty alleviation, found thaiese initiatives are in many cases not

geared to poverty alleviation. It would seem timainy municipalities still expect the



benefits of economic growth to automatically treeldown to the poor. The report
also found that the extent to which job creatiomdsits previously disadvantaged
local communities is limited in many instances (Bement of Local Government,
1999a). The literature on LED in South Africa alsghlights other threats to the
successful implementation of such initiatives. Jen¢hreats include a lack of clear
objectives and performance criteria, a lack of fizial and political support from
higher levels of government, and a shortage ofguersl trained in LED matters.
Local development projects are also not alwaysasueble over the longer term
(Elliot, 1997; Nel and Humphrys, 1999; Departmeht.ocal Government, 1999a).
Local government officials consulted in provinomrbrkshops that were conducted as
part of this research project confirmed that la¢kcapacity and skills is a major
obstacle to the implementation of LED initiativeSiven this background, the danger
remains that LED initiatives may be largely ineffee in addressing the underlying
causes of poverty that appears to be central toptbblem of non-payment of
services. Thus, a concerted effort is requirednfrthe Department of Local
Government to in partnership with local councild asther role players do their
utmost to ensure the success of local economiclal@vent (LED) initiatives in
contributing toward poverty alleviation. Encounmagias well is that conditional
transfers to local government for local economiead@ment programs will increase
from R76 to R127 million over the next three finehcyears (National Treasury,
2001: 157).

* Macro-economic policies

The macro-economic policy (GEAR) employed by gowaznt has economic growth,
employment creation and redistribution as its loegn objectives. In this sense,
these policies are ultimately geared to eradicatenqy and to address the problem of
non-payment of services indirectly. In additiome fink between fiscal and indigent
policy (Figure A, page 33) is of particular importa. Inter-governmental transfers
to local government, and more specifically the atbed S-grant, are supposed to be
used for financing these indigent policies aimedudisidizing service delivery to the
poor. This paper raises two issues of particutgvartance with regard to this link
between fiscal policy and indigent policies. HRysigiven the high share of the

poverty burden shouldered by non-paying householdspay be necessary to



reconsider the unconditional nature of the S-grara. ensure that the poorest of the
poor does indeed benefit from this redistributidnr@sources, it may be better to
implement this grant as a conditional one rathantlallowing municipalities
discretion with regard to the utilization of thefsads. Secondly, the Department of
Finance should assess the situation on the groonthaously in collaboration with
the Department of Local Government to ensure thatdgrants and the suggested
subsidy are sufficient to afford all those who dyafor some assistance. As
mentioned elsewhere (page 33), the question renasnto the capacity of local
government to effectively implement and managegedi policies.

The recipe for success in addressing the problemorfpayment of services therefore
lies in a combination of long-term growth-orientedlicies with short-term support
mechanisms such as indigent policies.



6.

Appendix

Graphs 1B to 1C: Comparison of expenditure-based gmates of poverty
amongst paying and non-paying urban households

Graph 1B: Poverty gap among paying and non-paying
urban households
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Graphs 2B to 2C: Comparison of expenditure-based gmates of poverty
amongst paying and non-paying rural households

Poverty gap measure (GP)

Graph 2B: Poverty gap among paying and non-paying
rural households
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Graphs 3B to 3C: Comparison of income-based estimas$ of poverty amongst
paying and non-paying urban households

Graph 3B: Poverty gap among paying and non-paying
urban households
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Graphs 4B to 4C: Comparison of income-based estimas$ of poverty amongst

paying and non-paying rural

Graph 4B: Poverty gap among paying and non-paying
rural households
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