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1 INTRODUCTION:

This paper is concerned with the effects of social protection.  The most obvious effect is that social protection redistributes income between members of the society.  This may benefit those less well off, those exposed to certain contingencies, or certain groups in society.  Social protection schemes may also affect people’s social and economic behaviour; this may have many effects but one of the most important is the impact of changes in behavior on economic growth.  These redistributional and growth effects may be thought of as, respectively, static and dynamic.  Redistribution involves moving a fixed quantity of resources between people - a static analysis. How such redistribution affects economic growth determines the extent of resources in the future - a dynamic analysis. Although redistribution has been the focus of most attention, in the long run the effects on growth are most important for overall income levels and differences in the effects on growth at different income levels determine the long-run distributional effect.

Dreze and Sen (1991) were concerned about the relation between precariousness of living conditions and economic growth:
It is possible in principle to distinguish two contrasting approaches to the removal of precarious living conditions. One approach is to promote economic growth and take the best possible advantage of the potentialities released by greater economic affluence, including not only an expansion of private incomes but also an improved basis for public support. This may be called the strategy of ‘growth-mediated security’. Another alternative is to resort directly to wide-ranging public support in domains such as employment provision, income redistribution, health care, education, and social assistance in order to remove destitution without waiting for a transformation in the level of general affluence. (Dreze and Sen, 1991, p22) 
Their concern, then, was with how far social protection should wait for or, as they favoured, accompany economic growth. The different, perhaps more basic, question that is considered here is how social protection may assist or retard economic growth.   

The relationship between the development of social security and economic development has been given little attention either in the social policy or economic development literatures. One notable exception is the work edited by Midgley and Tang (2009); in it, Midgley examines the examines the concept and origin of social security and, drawing on his earlier work (Midgley, 1984) provides a typology or classification. The country case studies show the different ways in which social security has developed, or not, and how this has been affected by and has affected economic development. The study is of pioneering importance in challenging the widely held assumption that social security impedes economic development. Midgley and Tang’s approach is based on comparing national experiences. In this paper, the focus is on the processes or mechanics of the relationship between social protection and economic growth.  

In discussing the distributional and growth effects  of social protection, it is important to recognize that there is no one entity that is ‘social protection’. This may seem contradicted by a spate of recent reports from the OECD (2009), and, from the European Union (2010), and major academic studies from Barrientos and Hulme (2008) and Ellis, Devereux and White (2009), all of which have ‘social protection’ in their title. But the term ‘social protection’ is used, often loosely, to cover altogether different types of schemes with quite different effects. As a general concept it is almost entirely devoid of meaning. Clarity about what is under discussion is essential. It is also essential to consider costs as well as benefits. Redistribution involves some gaining and some losing. Anything can appear attractive if only its benefits are considered. Assuming that the cost can be met miraculously is not at all helpful.  It is also important to compare the benefits of different social protection schemes that cost the same amount.

The effects of social protection schemes depend on the social and economic context in which they operate.  One size does not fit all.  To illustrate the issues in one specific context, this paper uses the South African economy as a model and simulates possible impacts.  This falls far short of a full evaluation of alternative schemes; that would involve many issues beyond the scope of this paper. The objective here is to highlight and hopefully clarify some important issues that have been largely neglected in the past.

The paper proceeds as follows.  In the next section, different types of social protection are distinguished and a range of possible behavioural effects are described.  Then, in section 3, theories of economic growth are discussed and ways in which social protection may effect growth are considered. In  section 4, empirical evidence about the effects of social protection drawn from many parts of the world is surveyed.  In section 5, in order to consider redistributive effects and to discuss possible implications for economic growth,  a simple micro-simulation of different types of social protection is presented based on the distribution of income in South Africa. Finally some conclusions are drawn. 

The primary purpose of the paper is to clarify thinking about social protection.  If it clarifies more than it mystifies then it will have succeeded.

2 TYPES OF SOCIAL PROTECTION AND EFFECTS ON BEHAVIOUR

(a) Types of Social Protection
Social protection in many industrialized economies has become frighteningly complex requiring highly skilled advisers to advise claimants and undermining any sense of understanding and social solidarity supporting the social security system. Clarity requires simplification of key elements. 

Most social protection falls into one of three types. These types are:
A. Selective social assistance for the relief of poverty. Such assistance- referred to as a safety net, an income guarantee’ a make-up level, an income top-up, a negative income tax and many other names- is principally designed to relieve poverty. Eligibility is based on a test of income and, in some cases, capital. 
B. Social Insurance- this form of social protection is usually for contingencies such as old age, unemployment or sickness although it can be for other risks such as crop failure. Eligibility is usually dependent on contributions. It may be financed on a funded basis or on a pay-as-you-go basis. It may involve some cross-subsidy to lower income groups or those caring for children or disabled people. 
C. Universal Categorical Benefits- these are benefits paid to people in certain circumstances without tests of income or capital. One type of universal benefit is a Basic Income Grant known also as a citizen’s income, a demogrant and by other names. It has been advocated by some as a replacement for all other social protection arrangements which would provide all citizens with a basic income without any test of means paid for out of taxation.  Other universal benefits are restricted to only certain categories of people- children, old people, or disabled people for examples. 

Discussion of ideas for a Basic Income Grant (BIG) are complicated in a number of ways. First, for many advocates BIG ideas seen more matters of belief or faith than simply redistributive mechanisms to be evaluated along with others. Second, the benefits of a BIG are presented but often the costs are barely considered. As explained in the Introduction, redistribution only is redistribution if there are losers as well as winners. 

The three benefit types do not of course exhaust the range of social protection. Benefits can be both categorical and means-tested, as with the South African Child Support Grant. Social insurance can operate alongside social assistance, as occurs in the United Kingdom.  Partial basic incomes have been advocated subject to tests of eligibility. Finance can come from diverse sources in different proportions with different degrees of progressivity. 

There are other features which characterize and distinguish other aspects of social protection. These include:
a. Conditionality - how far benefits depend on meeting conditions relating to work, such as job search behaviour or accepting reasonable employment, to educational attendance of children, to health checks or other requirements. 
b. The form of benefits - how far they are paid in cash, food, food stamps or other ways. 
c. The payment of benefits - whether they are paid monthly or weekly and whether they are paid to heads of household, to wage-earners, to mothers or others. 
d. The administrative structure - whether benefits are assessed according to national or local rules, whether administered by government or by agencies, what languages they are administered in, the accessibility of offices, the rights to obtaining advice or to make appeals, and many more important administrative aspects.

Any redistributional policy can only be assessed taking into account both who benefits and who pays. Only to assess benefits can make any policy look attractive. Yet, even if manna were to rain down from the skies, there would still be distributional issues concerning who was to receive more or less manna. In the absence of manna, it is necessary to consider how any benefits can be financed if the effects on redistribution or economic growth are to be assessed. Broadly speaking, social protection can be paid for out of general taxation which can be levied on all or on those better able to pay; or it can be paid for by insurance contributions.

Here only the variation of types and finance.  The issues of conditionality, the form and payment of benefits and the administrative structure extremely important but in this paper are left aside since they are not directly relevant to redistribution and economic growth.

(b) Behavioural Effects

Any change has consequences. The purpose of this section is to set out the range of possible consequences and behavioural effects of social protection for individuals, households, the wider society, the economy and the nation. In later sections these possible effects will be discussed in relation to the different types of social protection and the different means of finance.

There are a number of possible negative behavioural effects which have been given considerable prominence in the economic literature:
1. Social protection may discourage private protection by the individual or family. It may therefore discourage work effort, saving and family support.
2. The finance of social protection may, through higher taxes or contributions, discourage work effort or saving. 

Some behavioural effects may be negative or positive depending on wider considerations. Such effects are:
3. Effects on household formation and household separation. For example, social protection may enable people to avoid dependence on another household when they wish to remain independent. 
4. Effects on child-bearing. For example, benefits for children may, by reducing the costs a child that have to be borne by the family, encourage more births; on the other hand if families become more prosperous they may decide to have fewer children. 
5. Effects on survival and mortality. Social protection may enable more people to survive famine, for example. On the other hand, if population is higher as a result, income per head may be lower leading to increased mortality rates. 
6. Effects on family and community provision. With more individual protection, families and the wider community may be encouraged to make greater provision without the fear of having to take on total responsibility; on the other hand they may think less is needed from them and reduce their support. 

Some behavioural effects are likely to be positive. Social protection may:
7. Promote private consumption, for example improving nutrition.
8. Promote investment in human capital and increase the return on past investment in human capital through education and health programs.
9. Enable people to maintain contact with the labour market which might otherwise be lost as a result of destitution.
10. Promote the local economy. 
11. Maintain the level of aggregate demand in the economy, maintain employment and keep down unemployment. Social protection may perform the role of automatic economic stabilizer. 
12. Promote confidence in the future and thereby encourage savings and investment.
13. Promote social cohesion and stability.
14. Promote trust in the government.
15. Encourage growth in the economy as a result of reducing poverty and inequality.

To summarize, social protection may have negative, neutral or positive behavioural effects. A balanced assessment of behavioural effects is crucial.  These effects clearly depend  on the form of social protection. 


3 SOCIAL PROTECTION AND ECONOMIC GROWTH IN THEORY

The relationship between social protection and economic growth has received remarkably little attention from social scientists. For example, the important recent books of Barrientos and Hulme(2008) and Ellis, Devereux and White  (2009) on social protection barely mention possible effects on growth.

If social protection simply achieves a redistribution of income between individuals and households and has no effect on behaviour in the short or long run then, while it may reduce poverty and inequality, then it will have no effect at all on economic growth. Yet there can be little doubt that social protection on any substantial scale does effect economic growth. 

A prior question is what is meant by economic growth and how it is to be measured. If the focus is on marketised production then activities such as production for own-consumption or child care get ignored. Measuring income making imputations for non-marketed production can in principle overcome this problem but in practice this is rarely done.  The focus of concern should clearly be on real economic and social improvement and why it happens, not on a narrow concept of the growth in marketed output.

Conventionally economic growth is measured by estimating the change in aggregate national production or income and adjusting for price changes (and adjusting for population change to get per capita growth). This method measures aggregate economic growth. A very different measure is to take all the income units and measure their change of income and then take the average of these changes. If all units experienced the same growth then the aggregate and average growth rates would of course be the same. In a very unequal economy such as South Africa it is possible for income in the top decile to increase but in all other deciles to fall and still record positive growth overall. If, however, growth was pro-poor- i.e. higher for poorer units- then the average growth rate would exceed the aggregate growth rate. It is therefore important to consider possible effects on economic growth not only in aggregate but also at different income levels.

The theory of economic growth has changed markedly over time.  In the late 1940s and 1950s, the Harrod-Domar model focused on the rate of saving and capital accumulation.  In the 1960s and 1970s, Solow stressed the importance of technical progress and Kaldor emphasized the importance of investment for technical progress. In the 1980s and 1990s, Romer and others emphasized the importance of endogenous growth, with technical advance coming from people developing ideas, experimenting, and looking for market niches; it was realized that investment in knowledge has a natural externality. 

All these theories have relevance in discussing how social protection may effect economic growth. It may also be useful to distinguish five types of capital that are relevant to economic growth: physical capital; financial capital; human capital; social capital; and natural or environmental capital.  With the possible exception of the last, all these types of capital may be effected by social protection.  

How then may social protection effect economic growth?

One answer is that social protection will inevitably reduce economic growth.  Economics is sometimes known as the dismal science. It is certainly the case that, such is the dominance of free market ideology in most economists’ thinking, that any intervention in the market system, such as social protection, is assumed to be a potentially damaging interference whose only possible effect is to reduce the rate of economic growth. The greater the intervention, the worse the effect. Such an assumption, or belief system, is rarely thought to need any empirical justification. Where justification is offered it is often by reference to massively interventionist systems such as the “Iron Rice Bowl” of pre-reform China in which social equalization was imposed, together with rigid central planning of production, with dire effects on economic growth. Such evidence from extremes tells us nothing about the effects of more modest and practical attempts at poverty relief or reducing inequality. 

There are important reasons to doubt this dismal view.  In essence, social protection may:
a  Protect and encourage human capital formation
b  Encourage investment and innovation
c  Promote the local economy and make use of local knowledge
d  Have positive effects on the society and economy.

a  The protection and encouragement of human capital formation

At the extreme, social protection keeps people alive. When a person dies their human capital- their education and skills- dies with them. As John Donne wrote, ‘Any man’s death diminishes me.’ Without adequate income a child’s education may be interrupted, a curable disease may be left untreated. For example, as Smith and Noble wrote:
‘Barriers to learning’ may include lack of finance, lack of health, lack of care – having insufficient money to buy books or clothes for school attendance, missing school because of illness or over-tiredness, or lacking the support of a well-motivated family or home…For individual children, these barriers to learning arise from chronic and worsening poverty and result in insufficient money to purchase adequate clothing, or to contribute to the ever increasing list of activities or items for which ‘voluntary contributions’ are required [and]inadequate nutritional levels in the home, or ill-health, which affect school attendance. (Smith, T and Noble,M, 1995, p137)
Social protection may, then, complement human capital formation and help to preserve it. The adage ‘Give someone a fish and you feed them for a day, teach someone to fish and feed them for a lifetimes’ is simple and appealing. It suggests education should take absolute priority over social protection. The reality is much more complex and feeding children may be a pre-requisite for improving education.


b  The encouragement of investment and innovation
There has been a tendency to criticise redistribution of income towards the poor as bad for capital formation.  For example in a highly influential study published in 1974, Redistribution with Growth  Ahluwalia and Chenery set out what has been for a long time dominant orthodoxy: 
tax-financed transfers from the rich to the poor may raise the income of the poor but, if they reduce savings and capital accumulation by the rich, they may in time lead to lower income in the poorer groups (p 43)
On the other hand, they wrote of the need for investment in the poor:
If income in the poorer groups is constrained by lack of physical and human capital and access to infrastructure, then reallocation of public resources can provide a powerful mechanism for removing these constraints.(p 235)

Such an approach, adopted in many countries, neglects the importance of investment by the poor. The poorest whether engaged in trying to feed themselves and their families or in providing shelter are engaged in complex investment decisions - what to plant, when to plant it, whether to feed up a chicken, whether to spend time rebuilding mud walls or to spend money acquiring a tin roofing sheet.  When consumption is barely adequate for subsistence, reducing it further in order to invest is hard. Investment decisions of the poorest are critical. Far more hangs on these decisions than for wealthy. 

Increasing income security may encourage risk-taking and promote investment in physical and human capital. Those on the lowest incomes literally risk starvation if they make risky investments. Those on the highest incomes may have to wait before replacing their car or manage without a second home. By protecting the lowest incomes, the ability of the poorest to invest even in very basic tools, seeds or a bicycle is increased. Further, it is the poorest for whom the marginal efficiency of capital - the return on an investment- is likely to be highest. 

This may be illustrated with a simple example.  Consider a possible investment in, say, a new variety of seed.  This has a 90% probability of increasing production by half – success - but a 10% probability that production will fall by half - failure.  The table below shows the effects on persons A and B who have initial income of 100 and 200.  The average effect is the effect on production adjusted for the probabilities of gains and losses – in this case on average an attractive 40% gain. If, however, A relies totally on this crop and the amount needed for survival is 60, then using the new seed involves a 10% risk of death – hardly an attractive investment.  If a social protection scheme boost’s A’s income by 10, then the down-side risk is no longer death.  The innovation is far more likely to be made.

Initial production	          Production			Average
				Failure		Success		effect

A   100			 50		150			140

B    200		100		300			280

A + Soc. Protn,	
    100 + 10		  60		160			150

Risks are inevitable for all. As Dreze and Sen (1991) wrote:	
The lives of billions of people are not merely nasty, brutish and short, they are also full of uncertain horrors. An epidemic can wipe out a community, a famine can decimate a nation, unemployment can plunge masses into extreme deprivation, and insecurity in general plagues a large part of mankind with savage persistence.  (Dreze and Sen, 1991,p3)
The poorer one is, the greater the consequences of adverse events. Social protection, by reducing the possible adverse consequences of risky investment behavior, may encourage innovation and promote economic growth.




c  Promoting the local economy and using local knowledge

Social protection allows people to spend on what they want, based on local knowledge, potentially aiding the local economy with high local multiplier effects

Providing social protection via the poorest is most likely to have the highest local multiplier effects; extra income is spent on local products produced by others with low incomes. By contrast, many interventions designed to assist the poor consist of doing things for the poor. Providing services delivered by teachers or doctors who live in more prosperous, urban areas gives little boost to local, rural areas. The distribution of food  aid from overseas may undermine local agriculture, not boost it. Similarly the top-down provision of services gives local people no choice. Yet local residents are often far more expert on what is needed for local economic growth- than some highly trained ‘expert’ with a PhD from Chicago or LSE.
As Bryden wrote:
there is a general issue of the gap between economic power and political democracy which applies at all levels of society and government, always made worse by inequality between citizens in income, wealth and education.  With any given pattern of material inequality, the mechanisms of control at the local level are potentially more effective and less disastrous, since they are often more transparent and subject to scrutiny. (Bryden, 2010, pp253-4)
Services  provided from outside have no local multiplier effect. The spending of people in poor communities is more likely to be on goods and services from within the community- the local multiplier is greater than one. There is, then, a real prospect that social protection by injecting spending power into poor areas may have a multiplier effect boosting them to a higher level of prosperity. 

d     Macro effects

Poverty and inequality may undermine social cohesion and social stability.  Lack of economic demand may lead to unemployment and economic depression. Responding to social needs through social protection may increase trust in and support for the government. The promotion of social justice may boost general confidence in the future and, as a result, investment in the economy and in the social fabric may increase. Through all these routes, social protection may  encourage economic growth.


4 EVIDENCE ON SOCIAL PROTECTION AND ECONOMIC GROWTH

In theory, there may be positive consequences of social protection for economic growth, particularly the growth of the poorest, and these positive effects may outweigh  the adverse effects predicted by many dismal economists. But what matters is what happens in practice.
In this section, some research is summarized, much of which does show positive connections.

Unfortunately, however, there is only limited empirical evidence to substantiate these likely effects. Evidence discussed below provides nuggets rather than a comprehensive picture. The reason for this is partly that the research agenda has been dominated by economists, uninterested in the links between equity and efficiency, who have not been much interested in the research questions that would establish how social protection affects economic growth. Another reason is the difficulty and cost of researching these issues. 

In presenting research evidence, two important qualifications must be borne in mind.  First, generalisations about social protection are dangerous, as section 5 considers further:  different types of social protection can have very different effects.  Second, evidence from one place and time is not necessarily applicable in quite different contexts.

a Human capital

The most obvious effect of extra income is on food intake:

Not surprisingly, if poor households receive extra income, they increase their food expenditure and calorie consumption significantly.  Empirical evidence – for example, for Bolivia, Brazil, Chile, Cote d’Ivoire, Ghana, India, Indonesia, Pakistan, Philippines, Malaysia, Nicaragua and Peru – also indicates the positive effects of family income change on child schooling. (Ranis, Stewart and Ramirez, 2000 p198)
Who received any extra income is important and it is not necessarily spent on the recipient:

Where women control cash income, it appears that expenditure patterns are geared relatively more toward Human Development inputs, such as food and education.  For example, among Gambian households, the larger the proportion of food under women’s control, the larger household calorie consumption. (Ranis, Stewart and Ramirez, 2000 p198)

In South Africa, it was found that:
Over a quarter of Black South African children under age 5 live with a pension recipient.  My estimates suggest that pensions received by women had a large impact on the anthropometric status of girls (it improved their weight by given height by 1.19 standard deviations, and their height given age by 1.16 standard deviations), but little effect on that of boys.  In contrast, I found no similar effect for pensions received by men (Duflo, 2000).
On human capital effects, most studies have focused on Conditional Cash Transfers (CCTs) where the social protection is conditional on certain human capital-related behaviour.  Such studies have been well summarized by Bastagli, who focused on Latin America where most CCTs have been developed.
Numerous studies highlight the contribution of CCTs to income poverty and inequality reduction despite accounting for a relatively small share of national GDP…  
Beyond income poverty and inequality, what do we know about CCT impacts on education and health indicators?  Studies show that, in some countries, CCTs improved intermediate education and health indicators in terms of service utilisation.  Results on outcomes are more mixed and limited, with evidence available mainly for one country, Mexico …. CCTs have been successful in increasing rates of school enrolment and attendance and in reducing dropout rates.  In Mexico, PROGRESA led to increases in enrolment in secondary school, reductions in repetition and dropout rates in primary and secondary school and in years of schooling completed (Parker et al., 2008).  In Nicaragua, …. RPS led to an increase in school enrolment of 13 percentage points.  Impacts on school enrolment in both countries are higher for poorer children, suggesting that CCTs help reduce inequalities, beyond income measures. However, there is no evidence of significant CCT effects on learning.  For Mexico, …. longer exposure to PROGRESA/Oportunidades has a positive impact oon grades of schooling attained, but no effects on achievement tests.
CCTs have led to improvements in health care service use.  Studies reveal positive effects on the use of preventive infant care, check-ups during pregnancy , after birth and in early childhood.  In Nicaragua, the probability for a poor child to be taken to health control and weighed in the last six months has increased by 13 percentage points as a result of the RPS …...  In Colombia, the percentage of children less than 24 months old with an up-to-date schedule of healthcare visits has increased from 17% to 40% as a result of the FA …., and in Honduras, PRAF has increased the proportion of children who had at least one preventive health visit (over the past 30 days) by 20 percentage points . 
Evidence of CCT impact on health outcomes is mixed.  In Colombia, the Familias en Accion improved child nutrition as measured by height-for-age.  Mexico’s PROGRESA and Nicaragua’s RPS are also associated with improvements in child height.  RPS, in particular, recorded a powerful impact in terms of improving pre-school height and led to reductions in stunting and in the prevalence of children underweight …..  However, both PRAF in Honduras and the Bolsa Alimentaao in Brazil (one of the cash transfers consolidated into the Bolsa Familia in 2003), had no meaningful effects on pre-school nutritional status, blood haemoglobin levels and rates of anaemia . (Bastagli,F, 2010, pp9-10) (Full references are in original but are not included here.)
With a CCT it is not clear how much effect on education or health-related activity is due to extra income and how much to the conditionality.  What points to the former as being important is the laxity of the conditionality in many cases.  As Bastagli wrote:
The monitoring of conditionalities, involving the regular collection and  transmission of information on beneficiary behaviour, has not been consistently implemented as envisaged by programme regulation…..  In practice, responses to non-compliance in some countries were not implemented or were only gradually administered as regular monitoring was stepped up.  In Brazil, the first cancellation of Bolsa Familia benefits as a result of conditionality non-compliance took place in 2007, that is, four years after the launch of the programme. (Bastagli,F, 2010, p9)

b Investment

There is considerable literature on the impact of risk on the economic behaviour of low income households.  This was summarized by the OECD:
In order to reduce their vulnerability to unmanageable risks poor households often engage in low productivity and low profitability economic activities, only because they are also less risky than high productivity/profitability alternatives.  For example, poor farmers may adopt safer but lower yielding crop varieties, helping prevent a slide into absolute destitution but also foreclosing promising opportunities to break free from poverty …..   As a result, vulnerability to poverty is a major brake on human and economic development.  In particular, lack of reliable risk management mechanisms is a major barrier to contributions by the poor to the growth process. (OECD, 2009, p21)

C Local economy

A study of the pilot introduction of a Basic Income Grant in Namibia found that:

Income has risen in the community since the introduction of the BIG by more than the amount of the grants.  There is strong evidence that more people are now able to engage in more productive activities and that the BIG fosters local economic growth and development.  Several small enterprises started in Otjivero, making use of the BIG money being spent in the community. (Basic Income Grant Coalition, 2008, p 10)
By contrast, official development assistance has been criticized for focusing on the urban and industrial sectors, thereby increasing economic inequality. Food aid from overseas may undermine local farmers.  
Again, the great variety of agricultural conditions means that generalisations made by experts from distant cities or from abroad may be inappropriate; as Johnston wrote:
Given the complexity of the issues of agricultural development and the lack of knowledge concerning the distinctive and extremely heterogeneous characteristics of African agriculture, it is important to recognize that ignorance and uncertainty with respect to the design and implementation of agricultural strategies are unavoidable and serious handicaps. (Johnston, 1986 cited in Riddell, 1987 p 240)
While this is ‘negative’ evidence, in that the limitations of external support do not prove that local knowledge is superior, it certainly indicates that social protection channelled through the local economy may be of greater benefit than external assistance. A review of the evidence on cash transfers found the following examples:
	
In Ethiopia, 15 percent of participants in the Productive Safety Net Programme (PSNP) used their transfers to invest in farming, and 8 percent purchased livestock.  In Zambia, the Kalomo Social Cash Transfer Scheme led to an increase in the ownership of goats from 8.5 percent of households to 41.7 percent.  It also led to four times more households engaging in investment activity, and a doubling of the amounts invested.  In Malawi, a study of the Dowa Emergency Cash Transfer (DECT) programme found economic multiplier impacts exceeding two Kwacha for every Kwacha disbursed.  In Paraguay, CCT beneficiary households invested between 45-50 percent more in agricultural production.  The programme also increased the probability that households would acquire livestock by 6 percent.  In Mexico, on average 12 percent of transfers from the Progresa/Oportunidades programme were invested in productive activities such as microenterprises and agriculture.  Average rates of return were 18 percent.  The transfers allowed households to overcome credit constraints.  The secure income may have made them more willing to take on riskier (but potentially more rewarding) investments. (DFID, 2011 p36) (Full references are in original but are not included here.)


D Macro effects
There is much evidence that inequality – which social protection tends to reduce – is in and of itself harmful to economic growth.  For example:
Recent empirical evidence suggests that the distribution of assets and income has an effect on economic growth, with a more equal distribution favouring higher rates of growth…..  an unequal distribution of income may be associated with greater political and economic instability, more likely to interrupt economic progress. (Ranis, Stewart and Ramirez, 2000 p203 ).
Another review of the evidence found that:
Macro-level studies also provide robust evidence that initial income inequality and subsequent growth are inversely related, and that better income and wealth distribution helps growth .( (Mkandawire, 2004 p9)
But this evidence is not undisputed. A meta-analysis by de Dominicis, de Groot and Florax (2006) of 22 studies containing 254 estimates of the link between economic growth and inequality, as measured by the Gini coefficient, concluded that:
In the empirical literature, the majority of cross-sectional studies has found a negative correlation between income inequality and growth. However, the negative effect disappears when the models are estimated using panel datasets and associated estimation techniques. (De Dominicis et al., 2006, p21)
There is a further problem in that the direction of causation is not unambiguous – inequality may affect growth but growth may affect inequality, as countries such as Nigeria blessed or cursed with oil indicate.
How social protection affects trust in government, social stability and confidence in the futue more generally – all of which may affect economic growth – are questions on which it is almost impossible to answer empirically with any certainty.  What can be said, based on the experience of industrialised nations is that some degree of social equity has been essential for social, economic and political stability on which economic growth has depended.  |Social protection has been the principal means of achieving this equity.  One can even go so far as to say that without social protection modern industrialised economies would never have developed.  But estimating the precise contribution of social protection as distinct from all the myriad other factors involved is probably impossible and has certainly never been achieved.




5 SOCIAL PROTECTION MODELLED
A micro-simulation of South Africa

The purpose of this section is to review types of social protection and their relevance in a context such as South Africa.  In particular the aim is to clarify the issues for redistribution and economic growth that they raise.  It is not the intention to explore in detail the distribution of incomes or the causes of poverty and inequality, nor to assess existing social protection. This is not a comprehensive modelling of existing tax and benefit systems of the type being developed for South Africa by SAMOD (Wilkinson,2009). Rather the intention is to analyse the possible impacts on redistribution and economic growth of alternative social protection systems in the context of an actual income distribution.

The starting point is the current (or recent) distribution of incomes.  Data on this has been taken from the National Income Dynamics Survey, carried out at the University of Cape Town by the Southern Africa Labour and Development Research Unit (2009). The first wave covering some
7,000 households containing 28,000 individuals was carried out in 2008. 

Data was collected on both individual and household characteristics. Parts of this data were merged to construct a file of individual data with the measure of income level being household income per head.  The measure of income used is income per head.  This broadly follows the methodology of the authoritative study of Leibbrandt et al. (2010). As the poverty level, the SA ‘Lower’ standard was used which in 2008 amounted to R515 per head per month. In assessing the effects of enefits and taxes, these are assigned to individuals and are assumed to benefit or be borne by the individual with no sharing within households or community – a convenient, if unrealistic, simplification.

As is well known, the distribution of incomes in South Africa is one of the most unequal in the world. It approximates closely to a log-normal distribution, as shown in Figure 1. The 10th percentile has an income level about 30% of the median and the 90th percentile one of 750% of the median – the income level of the 99th percentile is nearly 30 times the median.


Figure 1
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The first question to be answered is what types of social protection should be considered.  Social assistance and categoreical universal benefits were obvious candidates for inclusion,  

Consideration was given to including some form of social insurance with eligibility based on contributions.  However analysis  of the data showed that of all those in poverty, 94.6% had no regular earnings from a job.  Of all working age adults, under half (42.7%) were employed, one fifth (19.0%) were unemployed, and nearly two-fifths (38.2%) were economically inactive.  Those who might be in a position to pay social insurance contributions –employed people  of working age with a main wage above the Higher poverty level were among the least likely to be poor (with 6.3% in poverty while in work – the proportion of this group who would be in poverty if out of work is not known). 
It was concluded that social insurance seems almost wholly irrelevant and unsuited to tackling poverty in an economy such as South Africa.  It is not, therefore, considered further here.

The social protection policies that were simulated were of the Social Assistance and Universal Categorical Benefit variety.  It was decided, for the reasons discussed above, that each policy should have the same cost - namely 5% of all income or R85 per head per month in 2008.

For Social Assistance, the two policies were:
SA1- A safety net or make-up scheme bringing income up to R450, with a 100% withdrawal or tax rate – ie those with zero income received R450 and those with R450 income received zero.
SA2- A Negative Income Tax type scheme in which the tax threshold is  R625 and the negative tax rate is 50% - ie those with zero income receive 50% of R625 and those with R625 receive zero.  (Someone with an income of R325 would therefore receive 50% of (625-325) or R150).

Three Universal Categorical Benefits policies were simulated:
CB1 – A Basic Income Grant to each individual  of R85. 
CB2-   A grant only for each child aged 0-14 of R264.
CB3-   A grant for each person aged 60 or over of R1180.

To finance such policies, three alternatives were simulated:
F1- A proportional tax of 5% of all income
F2- A progressive tax levied at 6.6% of income above median income level (R 545)
F3- A more progressive tax levied at 15.1% of income above the 90th percentile (R 4108) – ie only falling on the top decile.

The levels of these benefits and taxes was determined by an iterative process so that they each amounted to R85 per head overall.
It should be stressed that this exercise was not to establish the practical feasibility of alternatives – for example taxing the entire population would present insuperable problems – nor to explore how these alternatives would fit in with existing social protection or tax policies.  Rather the pupose is to clarify some of the choices involved, and in particular consequences for redistribution and economic growth.

The effect of these policies is shown in Table 1.  To be financed, each of the social protection policies needs to be combined with one of the Finance policies.  The combined effect at different income levels can be obtained by adding the changes (on the assumption that there are no direct effects on behaviour.)

Table 1
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How each of the policies effects poverty is shown in Table 2. It is estimated that in 2008, 48% of individuals were in poverty. It will be seen that financing any policy through a proportional tax would of itself increase poverty from 48.0 to 49.9%.  The biggest reduction in the proportion in poverty is achieved by a Categorical Universal Benefit concentrated on children.  The social assistance policy SA1 has no effect at all because it brings individuals up to R450 but does not raise anyone up to or above the poverty level (R515); it does however achieve the biggest reduction in the average poverty gap because it only benefits those under the poverty level.

Table 2
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Effects on inequality are shown in Table 3. By raising up the lowest incomes most, the social assistance policies have most impact in reducing inequality.  The policy that has most impact at the higher income levels is the more progressive tax, F3 - not a surprising finding.

Table 3
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Having considered the impact of different types of social protection on poverty and inequality in the absence of behavioural change, we come to the question of how behaviour may be affected and what impact this will have on economic growth?

The most direct effect of social protection on behaviour is through its impact on incentives.  In Table 4 the consequences on different policies for marginal tax rates are shown.  These are the effects of the simulated social protection measures and ignore all other tax and benefit systems that already exist.  It is crucial that the incentive effects of raising the cost of social protection, as well as the benefit side, are considered together. For simplicity, only one source of finance – F2 – is used here.  (With SA2 +F2, there is an overlap for some of the negative tax and the tax to pay for it.)  

Table 4

		Effect of Changes on Proportion Facing  Marginal Tax Rates

						Marginal Tax Rates
				0%	6.6%		50%		56.6%		100%

	SA1 + F2	7.4%	50%		---		 ----		42.6%

	SA2 + F2	0%	45.6%		50%		 4.4%		---

	CB1/2/3 +F2	0%	50%		---		 ---		---


How these marginal tax rates may affect behaviour is difficult to predict with any certainty.  What seems clear is that the two Social Assistance policies (SA1 and SA2) in which eligibility is based on a test of income would greatly reduce the incentives of large proportions of the population.  Indeed with SA1 nearly half the population would have gained nothing at all by their own personal efforts and with SA2 over half of individuals would face a marginal tax rate of 50% or more.  Thus it seems very probable that these social assistance policies would have a very negative effect on work effort and on economic growth.

The other Universal Categorical Benefit policies have no such drastic effect on incentives.  It therefore seems highly probable that these policies would have positive effects on human capital formation, on investment and on the local economy.  But, based on what we know now, estimating the extent of these effects with any precision is not possible.


6 CONCLUSIONS

‘Social Protection’ can mean many things.  It can help poor people or it can benefit prosperous people.  It can accelerate economic growth or it can destroy incentives and discourage growth.  It has been argued, and the simplified simulation of possible social protection schemes has illustrated, that very different redistributive effects can result and there can be very different consequences for economic growth.

It might, therefore, be helpful if the term social protection were never used again and, instead, specific types of schemes were clearly described – but this is not likely to happen.  It would certainly be better if at all times schemes were presented as redistributive with some gaining and some losing.  And, most important of all, the behavioural effects need to be considered.

Here it has been argued, and evidence presented, that some types of social protection may and do have positive behavioural effects that promote economic growth.  The ready – and facile – assumption that has long been the economic conventional wisdom – that any form of social protection undermines the ‘animal spirits’ of the free market and damages economic growth – lacks any serious foundation.  On the other hand, to assume that any form of social protection is good is equally unjustifiable.  As has been written:

Social protection policies can help poor rural people expand and efficiently use their assets, and adopt higher return activities…But caution is required to ensure that incentives and distortions from social protection programmes do not affect the potential growth of agriculture.  Relief programmes and long-term public works programmes could reduce the incentives to engage in productive agriculture.  Informal support systems may also be undermined and just replaced by a dependence on public resources. ( European Report on Development, 2010, p 65)
The primary purposes of social protection have always been, and must remain, reducing poverty, responding to the ‘slings and arrows of outrageous fortune’, and creating a more just society.  Social protection has not been, and should not be, conceived as primarily a policy to promote economic growth.  Yet in the long run, the dynamic effect that social protection has on economic growth – and the disaggregated effects on the growth of incomes of different groups – is as crucial to social justice as the more immediate redistributive effect.
This conclusion is not new, nor is it sufficient for social protection, or indeed any social policy, to be adopted.  As Mkandawire  has written:

recognition of the transformative and productivity-enhancing quality of measures that contribute to social development does not necessarily lead to their adoption, not even in democratic political settings where numbers would tend to favour the poor.  Even the widespread recognition of ‘social capital’ has not been sufficient to place social policy at the core of development policies. (Mkandawire, 2004, p9)

Why do ‘social’ policies continue to be seen as luxuries – desirable if and when they can be afforded – but not priorities or fundamental to economic performance?  Few central bankers, economics ministers or professional economists show much interest in social protection.  (J M Keynes, as distinguished  an economist as any in the last century, was one of the few who did.)  Four reasons suggest themselves.  First, there is the mystique of the market with its implication that whatever distribution results must be for the best and that any interference will be damaging.  Second, there is a prevalent view that social protection is only concerned with social ‘casualties’, the ‘losers’ and ‘also-rans’ in the economic race.  Third, there is suspicion that social protection may in practice be subverted or abused. Fourth, there is a top-down detachment of the prosperous – whether businessmen, economists or politicians – who do not think the economic life of the poor is as important as theirs.  Whatever the reasons why the economic importance of social protection has been neglected, this paper has sought to show that such neglect is unjustified, indeed wholly wrong.

It does not follow from this that any form of social protection is right or good.  As section 5 showed, different forms of social protection have quite different effects on poverty and inequality and are likely to have very different effects on economic growth.  What remains true is that there is considerable uncertainty about effects, particularly on economic growth.  Although much evidence has been cited on the possible positive effects of certain types of social protection, this evidence cannot be transposed across time and place to predict effects with any confidence. What this suggests is the need to experiment and to evaluate such experiments, in order to learn about actual effects on redistribution and on economic growth.  Without experiments, the task of separating effects of social protection from all the other changes that occur in an economy is almost impossible.  Yet experiments are expensive and difficult – particularly because many think social protection, with its concern for fairness and social justice, must be available to all.  Since, however, as argued here, the effects of social protection on economic growth are not known with any certainty there is a real need to experiment and learn. In the long run that will make the greatest contribution to fairness and social justice.

One important lesson that can be drawn from the simulation of different types of social protection is that if the goal is the protection of the poorest then this inevitably reduces incentives to individual effort – and can destroy them altogether.  Thus concentrating social protection only on the poorest may superficially appear to be the fairest policy but in the long run, through the effects on incentives and on economic growth, it is almost certainly a misguided polity.  Equally, it was shown that concentrating on those with stable, formal employment through social insurance was, in situations of extensive poverty and high inequality, of no help to most of the poor.  Thus basing social protection on either income testing or insurance principles seem unproductive routes for progress. Universal categorical benefits appear, in a context such as South Africa, to be the most promising basis for progress, with a focus on children being the most effective way of tackling poverty.

In the last few years in many countries colossal sums have been diverted from the public purse into bailing out banks – a form of social protection for the very wealthiest in society which some see as a form of bank robbery.  How far that was necessary and desirable is beyond the scope of this paper.  But, if there is a case for protection of banks, how much stronger is the case for developing social protection as a central component of a more cohesive and faster-growing economy.

On the basis of both economic theory and the available evidence, the importance of social protection both for redistribution and economic growth mean that it should be central not only to social policy but also to economic policy.  In thinking about social protection, the contribution it can make to economic growth is crucial.
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