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I. Background & Context 
 

In   the   President’s   State   of   the   Nation   Address   in   July   2014,   he   spoke   about   the   need   to   explore  
minimum wages in the context of the triple challenges of unemployment, poverty and inequality.  
He went further in stating that: “Given the impact of the untenable labour relations environment on 
the economy, it is critical for social partners to meet and deliberate on the violent nature and 
duration of the strikes. The social partners will also need to deliberate on wage inequality. On our 
side as Government we will during this term investigate the possibility of a national minimum wage 
as one of the key mechanisms to reduce the income inequality. Deputy President Cyril Ramaphosa 
will  convene  the  social  partners’  dialogue,  within  the  ambit  of  NEDLAC.” 

The Basic Conditions of Employment Act, which provides for sectoral determinations setting 
minimum wages has been amended.  The new provisions in s55 provide for the establishment of a 
default provision that goes beyond the scope of sectoral determinations, thus paving the way – for 
the first time – for a cross-sectoral minimum wage setting. 

The current engagements on the minimum wage are influenced by a discussion paper prepared for 
COSATU in May 2012 and March 2013.  COSATU argues that South Africa lacks a coherent wage and 
income policy and that national minimum wages are one key element of such strategy.  The COSATU 
paper draws strongly on this aspect of the Brazilian experience, though arguably with insufficient 
focus on other aspects of the overall Brazilian package. It argues that aggregate demand, stimulated 
by raising minimum wages would stimulate employment and growth.  It further suggests that 
national minimum wages and collective bargaining can work together to improve working 
conditions. 

The 2014 International Labour Conference General Survey on Minimum Wage Systems and the 
Conclusions of the Recurring Discussion on Employment have provided further stimulus to consider 
the topic once more in the South African context, particularly given the challenges of inequality, 
poverty and rising unemployment facing South Africa. 

Given the importance of a conducive enabling environment for sustainable enterprises to generate 
decent jobs and growth, it is essential that business in South Africa equip itself to engage 
constructively in the policy debates on the issue of a national minimum wage.  The issue for business 
is not so much whether there will be minimum wage regulation since this is already in place, but 
rather on whether a national minimum wage will address the triple challenges of poverty, inequality 
and unemployment; and if so, how an appropriate minimum wage can be set that will stimulate 
access to employment, maintain employment and allow for the growth of sustainable enterprises 
and decent work. 
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This report is based on an extensive literature review of local practice, international experiences, 
practices and methodologies, ILO standards and tools in setting minimum wages focussed towards 
identifying key issues of relevance including opportunities and risks to employers in setting minimum 
wages. It highlights important factors relevant to the issue of the introduction of a national 
minimum wage in South Africa. 

This background paper has the purpose of assisting Business Unity South Africa (BUSA) gain an in-
depth understanding of practices and relevant issues relating to a minimum wage framework to 
assist in developing a coherent set of guidelines in supporting BUSA’s  policy  engagement  on  
minimum wages.   
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II. The National Minimum Wage 
 

Overview 

South Africa currently only prescribes minimum wages per sector and geographic area and does not 
have one national minimum wage. The Basic Conditions of Employment Act (BCEA), as amended 
allows the Minister of Labour to set minimum wages for sectors and areas of the economy 
considered to be vulnerable. The Minister is advised by a body called the Employment Conditions 
Commission (ECC), which is established in terms of the BCEA. Minimum wages are set as part of 
overall conditions of employment in identified sectors. These conditions are published in 
subordinate legislation called sectoral determinations. The Minister then has the power to review 
and increase minimum wages at regular intervals, normally once every three years allowing for 
inflationary linked increases.  

On the issue of a national minimum wage, it is significant to note at the outset that no ILO 
instrument determines a minimum wage, therefore there are broad disparities regarding 
components of a minimum wage globally. Furthermore when wages are not fixed on an hourly basis 
the question of the number of hours, for which remuneration is taken into account arises. More 
generally, the concept of a minimum wage refers to the idea of fixing by legislation or other methods 
a wage floor that has a binding force.  The main objective of minimum wage   fixing   is   ‘reducing  
inequality by establishing a generally applicable lower limit, under which wages are not permitted to 
fall’. (ILO, 2014) 

In   their   publication   “Minimum  Wage   Systems”   the ILO mentions three main approaches toward 
adopting and designing a national minimum wage. Under the first approach, government or another 
political authority determines the level of the minimum wage following direct consultations with the 
representative organizations of employers and workers. Countries such as Algeria, Benin, France, 
Madagascar and Spain, among others, follow this approach. 

Under the second approach, the government determines the minimum wage on the basis of 
recommendations made by a specialized tripartite body such as the Low Pay Commission in the 
United Kingdom and the Minimum Wage Council in the Republic of Korea. 

Under the third approach, the minimum wage is determined on the basis of direct tripartite 
negotiation between the government and social partners, as shown by the Argentinian case. This 
method of tripartite negotiation is also used in Ireland and Slovenia. 

The above examples illustrate the role that tripartite social dialogue plays in the regulation of wage 
policy, especially the minimum wage. This is the case because tripartite consultation and wage 
bargaining coordination are associated with better labour market performance (lower wage 
inequality and unemployment), a more stable share of wages in national income, and faster 
responses to economic shocks.  
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The ILO and Minimum Wages 

Over the years, the International Labour Organisation (ILO) has set international labour standards, 
which are agreed to under formal instruments.  The ILO holds an annual negotiation conference at 
which governments, workers and employers represented review global progress with regard to 
labour standards and with a view to the adoption of best practices through ratification of 
conventions, recommendations and other instruments. 

The ILO seeks to procure global, tripartite consensus on appropriate labour standards and minimum 
wage policies under four overarching strategic objectives of decent work: employment; fundamental 
rights at work; social protection, and social dialogue. 

The ILO Convention 26, ratified by South Africa, carries the following provisions: 

x Each member state which ratifies undertakes to maintain machinery whereby minimum 
rates of wages can be fixed for workers employed in certain of the trades or parts of trades 
in which no arrangements exist for the effective regulation of wages by collective agreement 
or otherwise and wages are exceptionally low (Article 1.1) 

x After consultation with workers and employers the trades can be defined (Article 2) 
x The member state can decide on the nature and form of the minimum wage fixing 

machinery provided that social partners are first consulted (Article 3) 
x There should be a system of supervision and sanctions and a process for workers to recover 

lost wages (Article 4) 

The ILO proposes that the value behind  government’s  introducing  minimum  wages  is  guided  by  the  
need to protect the most vulnerable in society from exploitation.  As such minimum wages are 
aimed at achieving: 

x fairness and reducing inequality – in the South African context this has been emphasised as 
the need for social justice; 

x  poverty alleviation – while this is an objective of the ILO, the IOE argues that as a means of 
poverty alleviation minimum wages are not effective as they are not well targeted to the 
poor; 

x  imbalance of power in the employment relationship, and incentive to work – the objective 
is that minimum wages mitigate against an employer forcing employees to accept lower 
wages purely to procure employment 

x incentive to work – if minimum wages are greater than benefits received from social 
support and grants, this creates the incentive and motivation to seek employment by the 
unemployed 

The ILO has raised concerns on global trends following the crisis of 2008 and the global economic 
slowdown, which has resulted in a significant job gap globally and accompanied by policy shifts from 
stimulus to consolidation.  Labour markets globally have seen dynamic structural trends, with an 
increasing share of global GDP going to developing countries and a new demographic context for 
global work.  These trends have been accompanied by rising inequality and a growing skills 
mismatch. 
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At its June 2014 conference, the ILO encouraged countries to adopt employment policies for 
sustained recovery and development.  It urged each country to identify approaches that worked best 
dependent on their particular economic and social circumstances. 

Essential elements of a minimum wage system - ILO 

According to the ILO (2014) the essential elements of a minimum wage system are the following: 

x Must have broad applicability 
x Full and genuine consultation with social partners 
x Include the elements of both needs of workers and their families as well as economic and 

social implications in determining wage levels 
x Periodic adjustment of minimum wage to reflect fluctuations in cost of living, economic 

conditions and national indicators and conditions 
x Implementation of appropriate measures to ensure effective application of all provisions 

relating to minimum wages 

The ILO does not prescribe any particular machinery in setting minimum wages and neither does it 
provide a quantified assessment of what the level of decent work might be.  The role of labour 
inspection is seen as pivotal in enforcement. 

Criteria that should be applied to a minimum wage – the ILO 

ILO Convention C131 advocates that minimum wages should be appropriate in relation to national 
practice and conditions in a country and should consider the following criteria: 

x Each member state establish a system of minimum wages which covers all groups of wage 
earners, after full consultation with representatives of workers and employers 

x Minimum wage levels shall be appropriate in relation to national practice and conditions and 
include  

o the needs of workers and their families 
o General levels of wages in a country 
o Cost of living 
o Social security benefits 
o Relative living standards 
o Economic factors including requirements for economic development; levels of 

productivity, and maintaining high levels of employment 
x Measures to ensure adequate inspection should be taken 

In  addition  to  the  above,  the  ILO  also  recommends  that  a  country’s  economic  competitiveness  and  
the financial capacity of enterprises should be factored into the criteria in establishing minimum 
wages. 

The ILO indicates a key risk (ILO, 2013a) which may be of particular relevance to SA. They contend 
that ultimately the minimum wage depends not only on how it affects consumption and investment 
but also on how it affects competitiveness and whether it affects exports and, if so, by how much. In 
this regard raising the minimum wage may be more challenging for small, open and developing 
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economies that derive more of their income from abroad, if their exports are very sensitive to prices 
i.e. if they compete primarily on price rather than quality.  

A further factor to bear in mind also noted by the ILO is that if minimum wages are set appropriately 
and operated efficiently then only low paid wage earners benefit.  The benefits accrued by a national 
minimum wage are dependent on its enforcement.   

 

Wage definitions – ILO 

A number of variants relating to minimum wages are identified by the ILO as follows: 

 Minimum wage: is the lowest level of pay established through a minimum wage fixing system 

 Prevailing wage: is the rate currently paid to workers on the basis of their category and location 

 Average wage:  is the mean salary paid to workers in an area or industry 

Living wage: is the level of wages that allows workers to meet their  and their dependants needs. 
The ILO proposes further that a living wage must satisfy more than food, housing and clothing needs 
and  must  make  provision  for  participation  in  a  country’s  social  and  cultural  life. 

 

International Organisation of Employers (IOE) views on Minimum Wages 

The IOE states that minimum wages have winners and losers, and that there is a need to assess 
carefully whether they achieve their intended objectives or consequences. 

The IOE also argues that minimum wages should not be promoted as a singular policy response. 
Rather than considering minimum wages as the best way to tackle the challenges of low wages they 
advocate for more focus on enhancing productivity.  

The IOE has identified the following risks behind the implementation of a national minimum wage at 
firm level: 

x Decreased labour market experience 
x Diminished on the job training 
x Decreased motivation for educational attainment 
x Reduced productivity 
x Vicious cycle of wage push inflation 
x General view of employer organisations that minimum wage is generally not felt by 

employers to be supportive of sustainable enterprise creation and growth especially if it is 
set too high. 

At country level, the IOE identifies the following key economic risks which accompany a minimum 
wage that is set too high: 

x Maintaining competitiveness and sustainable investment 
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x Suspension of investment by companies or their expansion and potentially even entire 
sectors from further investment in the country 

x Inducing companies to move from the formal to the informal sector 
x Discouragement of foreign direct investment and move to more accommodating 

jurisdictions 

The IOE maintains that the social welfare system rather than the minimum wage legislation should 
be  used  to  address  social  security  and  poverty  issues,  as  a  wage  policy  on  its  own  is  too  ‘blunt  ‘a  tool  
with negative spill over effects. 

 

Summary of the IOE views regarding minimum wages: 

Benefits of minimum wages x Improved workers efficiency and productivity, including 
investment in machinery for productivity 

x Positive  impacts  on  worker’s  purchasing  power 
Drawbacks of minimum wages x Distorts the labour market 

x Resulted in higher unemployment rates due to higher labour 
costs 

x Increased informal economy employment 
Reasons for negative impacts x Setting minimum wages too high among low skilled workers 

relative to their productivity and cost of automation 
x Inflationary impacts of minimum wages covering all sectors, all 

regions and categories of workers regardless of the employer 
ability to pay 

x Failure to find employment, particularly for youth and unskilled 
workers 

x Difficulty of enforcing minimum wages particularly in the 
informal economy. 

 

 

Enforcement 

This brings to the forefront the important issue of compliance. The lack of labour regulation is not so 
much a concern as SA has collective bargaining as well as sectoral determination in place, but rather 
lack of compliance with existing regulations is an issue. Bhorat (2012) notes that in most developing 
countries, a substantial share of workers still earn less than the legal minimum wage. As such, he 
notes that in SA given that there are more than 36 different wage structures, it is not generally the 
lack of labour legislation which is the issue of concern, but rather the lack of compliance with 
existing regulations owing to imperfect enforcement.  

Bhorat and Stanwix have noted that 44% of covered workers under the sectoral determinations 
earned below the legislated minimum in 2007.   

In  a  report  by  Professor  Paul  Benjamin  entitled  “Enforcement  and  Sanctions  to  Promote  Compliance  
with  South  African  Labour  Legislation”  he  refers  to  the  Department  of  Labour’s  Strategic  Plan  (2011-
2016) published in early 2011, which contains a frank assessment of the shortcomings of the 
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Department, stating the principle difficulties undermining the effective enforcement of labour 
legislation as follows: 

x the absence of an inspection and enforcement manual and a standard operating procedure 
has  resulted in non- uniform procedures being applied and implemented by inspectors in 
different provinces; 

x there is no structured relationship with the Department of Justice and Constitutional 
Development to ensure speedy and successful prosecution of cases; 

x the Inspectorate has been operating without a reliable and efficient case reporting and 
management technology for the past few years resulting in unreliable data, poor reports 
generated, and poor management of cases and feedback to clients; 

x high staff turnover due to inspectors leaving for better remuneration elsewhere; 

x the lack of a coherent communication strategy to ensure advocacy and education of 
employers and employees about labour legislation. 

The Benjamin report recommends that the different legal and administrative options for compliance 
should be evaluated and that these should include appropriate sanctions as well as incentives.  Also 
suggested  is  the  establishment  of  an  “oversight”  structure  within NEDLAC to monitor and evaluate 
the inspectorate and interact with the inspectorate over the enhancement of capacity and 
resources.  (Benjamin, 2011) 

Many countries that have introduced the minimum wage have found enforcement to be a challenge 
including India, China, Russia and even Brazil.  The costs of enforcement for South Africa could 
perhaps far outweigh the benefit of the national minimum wage in terms of establishing the 
appropriate structure to formulate on-going policy and minimum wage setting as well as staffing to 
ensure compliance.  The regulatory compliance cost to businesses is also a factor that needs 
consideration.  A detailed impact assessment would need to be conducted to demonstrate the costs 
and benefits on GDP expenditure on the implementation of the national minimum wage for South 
Africa.  Furthermore, as noted earlier, the ILO emphasises the role of unions as pivotal in the 
enforcement of minimum wages. 
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III. Current Practice and Machinery in Setting Minimum 
Wages in South Africa 

 

In South Africa wages are generally left to the discretion of employers and employees to determine 
for themselves.  Where there are recognised trade unions, wages may be set through collective 
bargaining and where there are no trade unions employers set wages according to prevailing market 
conditions. The Basic Conditions of Employment Act (BCEA) allows the Minister of Labour to set 
minimum wages for sectors and areas of the economy considered to be vulnerable, known as 
sectoral determinations. Of note, amendments to Section 55 (8) of the BCEA that came into effect 
on 1 September 2014 enable the Minister to publish sector determinations that apply to employers 
and employees who are not covered by other sectoral determinations, thus introducing provision for 
a default minimum wage.  

The Minister is advised by a body established in terms of the BCEA, known as the Employment 
Conditions Commission (ECC). The chart below provides an indication of the prevalence of the 
various options available in determinations of wage increments. 

Wages and conditions in predominantly non-unionised sectors take the form of individual contracts 
often  determined  by  management.  This   refers   to  the   ‘employer  only’  category   in   the  chart  below.  
Remuneration packages for high level occupations often follow individual contracts. 

Negotiation of wage increment 

 

Source: Stats SA (2014) 
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Collective Bargaining 

The second most prevalent form of deciding upon wage increments is by collective bargaining, or 
when unions negotiate with employers on behalf of their members. In this regard there are five 
major trade union groupings in SA as expressed in the chart below, with COSATU being the largest.  

 

Source: SAIRR (2013) 

The chart refers to bargaining councils as being the fourth most popular method of determining 
wage increments. According to the South African Institute for Race Relations (SAIRR: 2013) a number 
of industries have industry level bargaining, through bargaining councils. Bargaining councils are 
empowered to negotiate and enforce collective agreements. These agreements vary in occupational 
and geographical scope, with minimum rates, actual increases or percentage increases generally 
extended to non-parties, within the defined area of jurisdiction. This aspect of bargaining councils 
elicits much controversy from certain sectors of business, and in particular small business.  One 
example is a High Court Free Market Foundation application of 2013, which challenges the 
constitutionality of Section 32 of the Labour Relations Act.  This is the clause that enables the 
Minister to extend bargaining council main agreements to all parties in an industry irrespective of 
whether they were party to the negotiations, subject to a degree of representivity.  

Despite several amendments to the Labour Relations Act of 1995, which sought to promote and 
facilitate collective bargaining, the total number of bargaining councils has declined from 77 in 1996, 
to 46 in 2012 (SAIRR: 2013). This might help to explain the reduced prevalence of wages being 
negotiated by bargaining councils, in the chart above.  
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Sectoral Determination 

In the case of sectoral determination, wages are set as part of overall conditions of service in 
identified sectors or areas. These conditions are published in subordinate  legislation  called  ‘sectoral  
determinations’.   Thereafter   the   Minister has the power to review and increase these minimum 
wages at regular intervals. 

Currently, the sectors benefitting from a minimum wage through sectoral determination in SA 
include the following: 

x Domestic workers 
x Wholesale and retail 
x Farm workers 
x Forestry 
x Hospitality 
x Taxi 
x Contract cleaning 
x Civil engineering sector 
x Private security sector 

Bhorat (2014) notes that statutory minimum wages in South Africa, vary not only by sector, but also 
in some cases by occupation and location, thus resulting in a total of more than 36 different 
minimum wages in the country. 

South Africa – current mechanisms for minimum wage setting 
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COSATU estimates that the bargaining councils cover 2.4 million workers, and the sectoral 
determinations 3.5 million workers.  The Department of Labour has very different information. It 
states that only 2.2 million employees are covered under the bargaining councils, and 11 sectoral 
determinations cover 5.8 million employees. Stats SA estimates a 15 million workforce (2014).  

Mechanisms applied in South Africa to determine Minimum Wages 

The ECC 

The Employment Conditions Commission (ECC) was established in terms of section 59 (1) of the Basic 
Conditions of Employment Act, 1997 (BCEA). Its functions are to advise the Minister: 

x on sectoral determinations in terms of Chapter Eight; 
x on any matter concerning basic conditions of employment; 
x on any matter arising out of the application of this Act; 
x on the effect of the policies of the government on employment; 
x on trends in collective bargaining and whether any of those trends undermine the purpose 

of this Act; 
x and the Minister for Welfare and Population Development, on any matter concerning the 

employment of children, including the review of section 43; 
x and the Minister for the Public Service and Administration, on any matter concerning basic 

conditions of employment in the public service. 
 

Role of the social partners in respect of the ECC 

The role of the various stakeholders is acknowledged within the ECC, as evidenced by the 
constituents within the ECC.  As such, the Minister appoints to the ECC (after consultation with 
NEDLAC) three persons who are knowledgeable about the labour market and conditions of 
employment, including the conditions of employment of vulnerable and unorganised workers, and 
designates one of them as the chairperson. The ECC consists of: 

x one member and one alternate member nominated by the voting members of NEDLAC 
representing organised labour; 

x one member and one alternate member nominated by the voting members of NEDLAC 
representing organised business. 

The members of the Commission must endeavour to prepare a unanimous report to the Minister on 
wages.  If the members are not able to prepare a unanimous report, each member is entitled to have 
his or her views reflected in the report. A member who disputes the report has the right to launch 
what is termed a minority report.  

Members of the public are also invited to public hearings which the Commission may hold, to  make 
oral representations on any matter that the Commission is considering in terms of section 59 (2). As 
such the Commission acknowledges the role of the various social partners of business, government 
and labour adequately.  
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Ability of ECC to cope with becoming involved in setting of National Minimum Wage 
(NMW) 

Much debate surrounds the role of the ECC in the implementation and management of the national 
minimum wage.  For instance, Coleman (2014) is of the view that the ECC may not be the suitable 
body as it currently operates and that it might require restructuring including addition of new 
resources such as a research department in order to adequately equip the commission before it can 
take on the role.  On the other hand, Bhorat (2014) is of the view that the ECC is the appropriate 
body to do so.  

The ILO notes that in many countries’ governments rely on advice from tripartite bodies and wage 
councils to implement the national minimum wage.  It does, however, recognise that while it is the 
intention of tripartite consultation to reach agreement on issues of importance, this may not always 
happen.  In  cases  where  a  social  partner’s  views  are  too  conflicting  with  the  others,  the  ILO  advises  
the route of at least adopting a statement which:  sets out the issues; the positions of different 
parties;  the  areas  of  agreement;  and  the  points  of  disagreement.    The  ILO  refers  to  this  as  the  “agree  
to  disagree”  strategy,  which  may  hold  open  the  possibility  of  renewed  negotiations  at  a  later  stage.  
(ILO, 2013) 

 

How often are sectoral minimum wages reviewed and mechanisms 
employed for review 

Section 54 (3) of the Basic Conditions of Employment Act (BCEA) prescribes that when advising the 
Minister in respect of sectoral wage determinations, the ECC must report in regard to both the 
sector and the area applicable.  The report must advise on the following influencing factors for 
minimum wage adjustment: 

a) A report entailing an investigation of related matters and any representation by members of 
the public; 

b) The ability of employers to carry on their business successfully; 
c) The operation of small, medium and micro enterprises; 
d) The cost of living; 
e) The alleviation of poverty; 
f) Conditions of employment; 
g) Wage differentials and inequality; 
h) The likely impact of any proposed condition of employment on current employment or the 

creation of employment; 
i) The possible impact of any proposed conditions of employment on the health, safety or 

welfare of employees;  
j) Any other relevant information made available to the commission 

While the Act does not prescribe any specific period for review of a sectoral determination, it has 
become practice that upratings are mostly calculated three to four years in advance and normally 
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fixed for one year.  Upratings are usually calculated based on: the minimum wage of the sector/area 
+ CPIX or CPI + 1%. 1 

 

Minimum Wage Differentiations 

2006, the Development Policy Research Unit of the University of Cape Town (DPRU) conducted an 
investigation into labour practices in South Africa (no other studies of this kind have seemingly been 
undertaken since then).  They found the issue of minimum wage practices determined by Bargaining 
Councils  to  be  the  “most  difficult  aspects  for  small  businesses”. 

Minimum wages were investigated for the form of differentiation between regions (rural versus 
urban) as well as wage rates  in  the  lowest  paid  categories.    The  DPRU’s  findings  showed: 

x 13 out of 31 bargaining councils had some form of wage differentiation 
x The most prevalent differentiation was by region.  In its simplest form, the differentiation 

involved two wage schedules; one for firms in specified urban areas and one for rural or 
other areas 

x Some sectors such as the Electrical Bargaining Council or the National Bargaining Council for 
the Clothing Industry had more sophisticated systems allowing for multi-regional 
differentiation and sub-sectoral wage setting rates between work classes, for example 
clothing, knitting and millinery.  

x Sub-regional setting was also practiced, for example the Eastern Cape had 5 different sets of 
wage rates for different areas within the region. 

The DPRU concluded that bargaining councils recognise the need for flexibility in setting minimum 
wage levels to accommodate differing sectoral and regional circumstances as 13 councils applied 
differentiation rates. 

 

Bargaining Council Agreements and Exemptions 

In terms of the Labour Relations Act, Bargaining Council Agreements can be entered into through a 
Bargaining Council structure of representative employers or employer organisations on the one 
hand, and representative trade unions on the other.  

Employers can apply for exemptions from provisions of a collective agreement of a Bargaining 
Council.  Employers who are party to sectoral agreement can apply for exemption.  Other employers 
can apply for exemption on the basis of not being a party to the council agreement.  Employers who 
are party to the council agreements are generally large firms, while non-party employers generally 
fall into the category of small and very small businesses. 

                                                           
1 According to mywage.co.za the lowest average minimum wage is around R1 500 per month (2014). A calculation based 
on using the poverty line fixed at R515 (in 2008 but not adjusted since) against the lowest average minimum wage of 
R1 500 per month shows that the lowest average minimum wage is benchmarked at 300% of the poverty line. 
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The   DPRU’s   report   found   that   only   three   Bargaining   Councils did not have criteria for evaluating 
exemptions.  The general practice was that Bargaining Councils published exemption criteria in the 
collective   agreement   and/or   in   the   council’s   constitution.      A   few   published   the   criteria   on   their  
websites.  An example of exemption criteria taken from the Textile Bargaining Council are as follows: 

a) The exemption granted must not prejudice the objectives of the council or contravene 
labour legislation or contravene labour legislation or collective agreements 

b) Consider prevailing circumstances of the industry 
c) The nature and size of the business 
d) Duration of exemption – limited or specific period 
e) Representations from employees likely to be affected 
f) The business plan demonstrates long term viability of the firm being granted the exemption 
g) Whether a refusal to grant an exemption will result in undue financial hardship to the 

applicant. 
h) Will the impact and potential cause undue hardship on employees affected 
i) Will the exemption impact negatively on local competitors who are complying with 

collective bargaining agreements 

In 2004 for example, 649 total applications were made; total exemptions granted in full were 264; 
total exemptions partially granted were 203; total exemptions granted subject to conditions were 
37, and the total numbers of exemptions refused were 145. 

Sectoral exemptions can be granted by the Minister.  Following the farm workers strike in 2013, the 
BCEA was amended with Section 50 allowing for the provision for exemptions from Ministerial 
Determination.  Criteria are defined to ensure consultation with trade union representatives and in 
the absence of a trade union, with the employees.  Both must consent to the exemption for it to be 
submitted to the Minister.  Where there is no consent the employer can still apply for exemption, 
which   must   be   accompanied   by   a   “project   plan”   and   copies   of   the   financial   statement   of   the  
employer. 
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IV.  The National Minimum Wage and Relationship to Poverty, 
Unemployment and Inequality  

 

During the current parliamentary hearings on the national minimum wage, the Chairperson of the 
Portfolio Committee on Labour challenged BUSA to respond to the committee with a well researched 
position  that  will  ensure  “that  the  poor  will  benefit  and  enjoy  a  better  life”. 

Ms  Yengeni’s observation is astute.  It positions the debate by going right to the heart of the issue - 
how might the national minimum wage affect the lives of the most vulnerable and weakest in our 
society.  It poses a number of questions. Will the national minimum wage reduce the poverty level in 
our country?  Will the national minimum wage help to close the inequality gaps?  And, will the 
national  minimum  wage  reduce  South  Africa’s critical problem of rising, high unemployment? 

Reference  to  the  ‘triple  challenges’  of  poverty,  inequality  and  unemployment  are often stated in a 
single sentence, collectively representing a single concept of an economic malaise.  They are 
however three different economic conditions, which have different – and relative – impacts on each 
other.  Intuitively, inequality might not necessarily result in poverty or unemployment, but poverty 
and unemployment might have a strong forward linkage.  For instance, recent studies done on the 
collapse of subsistence farming by researcher Nicoli Nattrass (2014) found that unemployment had 
become a key driver of poverty and inequality. 

In debating the national minimum wage, the context should be fundamentally influenced – and 
informed – by an understanding of how it might impact on each of these three economic conditions, 
and what possible indirect effect it might have on the most vulnerable and the weakest in our 
society.  These are questions, which this report attempts to answer in presenting BUSA with an 
understanding of the impact, and possible consequences of how the national minimum wage might 
affect our broader society. 

 

Poverty 

A single definition with regard to what constitutes poverty has dogged social scientists for decades.  
Poverty means different things in different countries but there is growing consensus that the basic 
cause of poverty is identified as a lack of assets to generate income (United Nations, 2007).  The 
term here means a lack of skills, knowledge or abilities that can be used as personal assets that will 
lead to the ability to earn income or produce income. 

South Africa uses three types of poverty lines to define and measure poverty (Stats SA).  The Poverty 
Trends Report released by Stats SA in April, 2014 determines these (as at 2011) as: the food poverty 
line (R321 a month to buy food), lower bound poverty line (R433 a month to buy food and clothing) 
and the upper-bound poverty line (R620 a month to buy food, clothes and provide shelter). 

 2011 
Food poverty line (FPL) R321.00 
Lower bound poverty line (includes non-food items) R443.00 
Upper bound poverty line (includes both food and non-food items) R620.00 

Source: The Poverty Trends Report, Stats SA, April 2014 
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The report shows that extreme poverty – people living on the food poverty line – had dropped to 
below 20% of the population in 2011, and that moderate poverty had eased to 45.5%.  There were 
however, still 10.2 million people in South Africa living below the food poverty line in 2011, albeit a 
reduction from 12.2 million in 2006 (Stats SA, 2014). 

The  contributory  factors  in  the  reduction  of  South  Africa’s  poverty levels can be attributed to 
redistribution  through  the  growing  social  safety  net  (‘social  wage  package’);  real  income  growth;  
above inflation wage increases; decelerating inflationary pressures; credit expansion, and growth in 
formal housing.  

The report notes  that  South  Africa’s  ‘social  wage  package’  (including  social  grants)  has  had  a  direct  
impact  on  helping  to  ease  poverty  in  the  country,  and  is  a  cornerstone  of  government’s  efforts  to  
improve the lives of the poor and reduce their cost of living.  The social wage package is provided 
through an array of mechanisms including social grants (most notably old-age pensions and child 
support grants); free primary health care, no-fee paying schools; RDP housing, and the provision of 
basic services to households (water, electricity and sanitation). 

According to the report, close to 60% of government spending is allocated to the social wage 
package.  Expenditure has more than doubled in real terms over the past year.  There has been a 
doubling in per capita health spending over this period, 1.5 million free homes were constructed, 
and free basic education was provided to the poorest of 60% of learners.  In 1994, 2.6 million grants 
were issued and 16.6 million in 2011. 

Although initially seen as a short-term measure to address poverty, social grants have increasingly 
become a source of livelihood in South Africa.   

Government will spend R122 billion in 2014/2015, and R145 billion in 2016/2017.  In 2008, 12.4 
million grant beneficiaries were supported at a cost of R75 billion.  If this is compared against the 
projected R145 billion earmarked for expenditure in 2017, it implies a 7.7% annual compounded 
growth in grants over nine years. The question thus is whether this sustainable for any economy.   

South  Africa’s  grant spending currently amounts to more than 3% of GDP compared to the norm of 
1% to 2% of GDP globally.  Brazil for example, spends 0.5% of its GDP on the Bolsa Familia grant. 

South  Africa’s  redistributive  effort  in  supporting  an  increasing  quantum  of  social grants and 
beneficiaries has led to poverty reduction.  It cannot – and should not – be underestimated, but 
unemployment and underemployment lies at the core of poverty. 

For the poor, labour is often the only asset they can use to improve their well-being.  Central to 
poverty reduction strategies should be policies to promote employment expansion – a focus on 
creating better and more productive jobs and on providing poor people with the necessary skills and 
assets to enable them to take advantage of any employment expansion.  The implementation of the 
national minimum wage requires careful deliberation with regard to its possible impact of 
marginalising the poor and unemployed even further.  
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Unemployment  

 South Africa’s  rising  unemployment is the biggest problem facing South Africa and its social stability.   

Recent statistics released by Stats SA (July, 2014) show that joblessness in South Africa has reached 
its highest level since 2008, a rate of 25.5% under the strict definition of unemployment in the 
second quarter of 2014.  The number of unemployed persons increased by 87 000 over the second 
quarter of 2014 to 5.2 million, while the absorption rate was virtually unchanged.  Taking into 
account the expanded definition, which includes people who have given up looking for jobs, 
unemployment has risen to 8.2million (35%). 

While the statistics show that more people are in fact being employed than before, the 
unemployment rate has risen because the available labour force has grown more rapidly than the 
rate at which people have found employment. The biggest job losses at both a quarterly and an 
annual rate were in the manufacturing and agriculture industries. 

According  to  the  World  Economic  Forum’s  Global  Risk  2014  report,  South  Africa  has  the  third  highest  
unemployment rate in the world for people between the ages of 15 to 24 and estimates that more 
than 50% of young South Africans between 15 and 24 are unemployed.  Only Greece and Spain have 
higher unemployment in this age range. 

Stats SA notes education as an important determinant of unemployment. With regard to skilled 
workers, the report shows that in the first quarter of 2014, approximately 25% of South African 
workers were in a skilled occupation (managers, professionals, technicians) an increase from 21% in 
1994.  However, a higher percentage (46%) were still in semi-skilled occupations (clerks, craft and 
related trades, machine operators) in 2014, a slight decrease from 47% in 1994; and 29% were in 
low-skilled occupations (elementary jobs and domestic work), down from 32% in 1994. 

The only age category that has not benefited from increased access to skilled jobs is young black 
people aged between 25-34. This implies that a step change has to happen to enable many more 
young black people to acquire the needed qualifications and to upgrade the skills of the 
unemployed.  It means too that South Africa has to create all types of jobs at a faster rate. 

In determining a national minimum wage, a comparison of unemployment rates for the BRICS is 
illuminating: 
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The table above shows that the BRICS partners all have unemployment rates in the low single figure 
range, with South Africa being an outlier by far at 25.5%. 

 

The role of SMMEs in employment 

According to Stats SA, SMEs (those employing below 50 employees) account for 65% of employment 
in South Africa.  This suggests that almost 10 million of the 15 million people employed work within 
this sector.  In addition, a key characteristic of South African small firms is that they have a hiring 
pattern strongly biased towards unskilled employees.  Research conducted by Neil Rankin and SBP 
show that low-skilled workers (those without matric) are far more likely – some 19 percentage 
points more likely – to be employed by SMEs than those holding higher qualifications.  In addition, 
SMEs are more likely to employ young (and older) work seekers, than prime-age workers.  Relative 
to a 35 year old, a 20 year old is almost 4 percentage points more likely to be employed in a small 
firm. 

 

Inequality 

There are a number of different indices used to designate the level of inequality within a country, 
with the Gini being the most widely used.  The Gini for South Africa presently stands at 0.69 and is 
one of the highest (worst) Gini coefficients in the world, indicating that South Africa is an extremely 
unequal society.  Viewed simplistically, the value of 100 in the Gini means total inequality since it 
implies that one person in a country received the entire income produced by the nation.  A value of 
0 implies absolute equality as it means that all the income produced by the nation is divided equally 
amongst the entire population.   

To demonstrate the variances in the Gini, the following graphs reflect the values for selected 
developed countries, the BRICS and how we compare with eight of top African countries (by GDP): 
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What do these comparisons tell us?  Developed nations have an average Gini of 33.8.  Of the BRICS, 
India has a Gini of 33.9 but does this mean that India has the same inequality levels as that of the 
developed nations?  Of the BRICS, South Africa is clearly an outlier showing the greatest rate of 
inequality but five of the Gini top six countries in Africa (by GDP), Sudan, Ethiopia and Tunisia have 
similar Ginis to that of developed countries.  These figures reveal the inherent problems in using the 
Gini as an absolute measure of levels of inequality of nations. 

 

Introduction of the Palma measure of Income Inequality 

Research conducted by the Centre for Global Development presents strong evidence that the Palma 
approach is a more nuanced measurement of inequality as it does not have the quantitative and 
qualitative deficiencies intrinsic to the Gini. 
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Developed by Dr Jose Gabriel Palma of Cambridge University, the Palma is not an index but 
represents the quotient by which the income of the top 10% of income earners exceed the income 
of the bottom 40% of income earners in the country. It therefore represents the ratio of income 
concentration and distribution in a country.  

In their seminal paper, which extensively analyses both the Palma and the Gini for developing 
countries, researchers Cobham and Sumner submit strong arguments of preference for the Palma 
over the Gini as a measure that can lead – and improve – accountability to both policy makers and a 
public audience as it provides for clarity of purpose and fact in pursuing and implementing policies 
dealing  with  a  country’s  inequality.    They  further  express  a  concern  about  the  dominant  use  of  the  
Gini as the most common single measure used by policy makers.  Their studies confirm that the Gini 
is oversensitive to policy changes influencing the middle of the income distribution, while being less 
sensitive to the changes at the extremes.  It is these changes – the tops and the tails (top 10% of 
income earners and the lowest 40% of earners) – that are addressed by the Palma. 

Palma  analysis  reveals  that  the  “middle  class”  in  a  country  earned  50%  of  all  income  in  a  country.    
Within a band of a few percentage points the observation was consistent internationally across all 
countries.  He concluded that the consistent differentiator of inequality was the income of the top 
10% of income earners against the bottom 40% of income earners. 

The following graphic provides a pictorial representation of the Palma: 
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The graph  above  shows  the  income  distribution  in  a  country.    The  incomes  of  the  “middle  class”  are  
shown between 40% and 90% of income and represents 50% of the area. 

The total income of the top 10% of income earners is represented by the area under the curve on 
the right while the total income of the bottom 40% of earners is indicated by the area under the 
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curve on the left.  Purely by a visual inspection and by comparing the right of the graph to the left of 
the graph can one identify the income disparities and inequality between the rich and the poor in 
the country. 

 

Comparisons between the Gini and the Palma: 

Using the benchmark comparatives for the Palma and the Gini: Palma 1=Gini 28; Palma 2=Gini 41, 
Palma 3= Gini 48, the following graphs compare the BRICS and the top 8 African countries (where 
data is available) in terms of income disparities: 

BRICS (base year) Gini Palma 
Brazil 2009 54,7 4,30 
Russia 2009 40,0 1,88 
India 2009 33,9 1,39 
China 2009 42,0 2,10 
South Africa 2008 63,1 7,05 

 

 

The Palma graph above shows that India is the most equal country of the BRICS with a Palma of 1,39.  
This means that the top 10% of income earners only earn 39% more income than the bottom 40% of 
earners in the country.  Similarly in Russia and China the rich earn about 100% more income than the 
bottom 40% of income earners.  Brazil and South Africa are the exceptions. The Palma for Brazil is 
4,30 reflecting the disparities between top and bottom income earners.  In South Africa the income 
disparity measure between the top 10% of income earners and the bottom 40% of income earners is 
a factor of 700%. 
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Top 8 African GDP countries (for which data is available) 

   Base year Gini Palma 
Nigeria 2011 39,74 1,84 
South Africa 2008 63,1 7,05 
Egypt 2008 30,71 1,19 
Ethiopia 2010 33,60 1,35 
Tunisia 2010 36,0 1,50 

 
 

 
 

The Palma graph above shows the comparative levels of inequality between 5 of the 8 top African 
countries ranked by GDP.  South Africa is the stand out exception with a Palma of 7,05.  The 
disparities in the African countries shows that they are relatively very equal ranging from top earners 
in Egypt only exceeding the bottom 40% of earners by 19%.  For Ethiopia this gap is 35% and Tunisia 
is at 50%, while in Nigeria the gap is 84%. 

Unlike the Gini the Palma is explicit and therefore provides a means of comparison between 
countries. 

Since the Palma resolves the variability of the exogenous factors that distort the Gini interpretation, 
the Palma, when used alongside Gini, is a more appropriate tool for policy makers in regard to 
measuring – and responding – to levels of inequality.  In the context of South Africa, the Palma 
provides a more informative benchmark of the degree of income disparity in the country. 

The Palma for South Africa (measured in 2008) is 7.052, which means that the top 10% of income 
earners in the country earn on average 7 times more income collectively than the bottom 40% of 
income earners.   

Benefits of the Palma as a measure of income disparity and inequality 

x The Palma is an explicit measure of income disparity in a country 
x The Palma compares the incomes of the rich to that of the poor 
x The Palma is easily understood by a non-technical audience 
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x The Palma is a tool for policy makers to evaluate the impact and effect of income policies 
x Provides a signal on the direction of change in inequality 
x Provides a clear response to the direction of influence 
x It captures horizontal and vertical inequalities in a society (Cobham and Sumner) 
x It correlates very closely to the Gini 
x It offers international benchmarks which allow explicit country  comparisons 

Limitations of the Gini 

x It is a relative index 
x Rich and poor countries can have the same low Gini 
x Its use and interpretation can be misunderstood  
x Because the Gini measures relative income and not absolute income it is possible that the 

Gini co-efficient of a developing country can rise (due to increasing inequality in income) 
while the number of people in absolute poverty decreases 

x The Gini is intuitively unclear and opaque to a non-technical audience (Cobham and Sumner) 
x The  Gini does not contain information to indicate the degree of wage disparity between rich 

and poor in the  country 
x The technical deficiency of the Gini is that  it is weighted to changes in the middle (class) and 

does not react to changes in the extremes i.e. increased income of the poor or the rich 

Impact scenarios 

Using the Palma method to construct policy to deal with the real income disparities in South Africa: 

The Palma offers a unique and quantifiable tool to policy makers to test the impact of potential 
policy interventions.  Consider the following examples:- 

 P = Income factor of top 10%___ = 7,05 = 705  
  Income factor of bottom 40%   100 
 
The following examples are hypothetical but demonstrate the powerful impact of using the Palma 
methodology to evaluate the impact of policies that influence income. 

 
1. Impact Scenario No. 1 

 
Assume a package of policy interventions are introduced whereby 

a) The income of the top 10% of earners is potentially reduced by 2,0% (for 
example an additional tax on the rich); and  

b) The income of the bottom 40% of earners is potentially increased by 5% (real 
wage increases) 

 
How do these interventions influence the Palma? 
 
 P = 705 – 0,02 x 705 =  705 – 14,1 = 690,9 = 6,58 
 100 + 0.05 x 100 100 + 5  105 
 
The policy intervention will mean a reduction in the Palma from 7,05 to 6,58.  In 
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percentage terms the intervention can be perceived to have a reduction effect on 
inequality of 6,6% 
 

 
 

2. Impact Scenario No. 2 
 

Assume a policy intervention package which could result in substantial employment 
creation accompanied by skills upgrade resulting in increased incomes.   
These employment gains and income increases are (theoretically) estimated to increase 
the wage pool of the lowest 40% of earners by 50% over time. 
 
How would this intervention influence the Palma? 
 
 P = 705__________  =  705     =   4,70  
 100 +0.5 x 100 150 

 
The impact of substantial employment creation accompanied by skills upgrades 
resulting in increased incomes as well as wage improvements in the lowest 40% would 
reduce the Palma to 4,70 from 7,05 thereby leading to a 33,3% reduction in inequality  
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V. Debating the Models for Setting Minimum Wage Levels 
 
The following models have surfaced recently as proposals to guide the minimum wage levels: 
 

The dependency model 

COSATU has proposed a minimum living level of between R4 500 and R5 000 (although recent media 
reports state that COSATU have proposed the national minimum living wage at R2 800.00).   

Labour Research Services has suggested R4 105 for a family of five.  Unisa consider R4 000 an 
appropriate  “supplementary  living  level”  and  Pretoria  University  suggests  a  household  effective  level  
of R5 500. 

These proposals are all based on an assumption that does not differentiate between urban and rural 
dwellers.  The living standard profile of an urban dweller versus that of a rural family have 
substantial differentiation factors affecting living costs.  The urban dwellers consumption of 
transport and other life style consumables relating to food, water, sanitation and electricity is 
skewed to a higher cost level.  

To set a benchmark that is nationally applicable based on support of a family of five assumes that 
every person with a job has a family of five. In contrast, research by Lucy Holborn of the Institute of 
Race Relations (SAIRR 2013) found that every employed South African supports 2.8 people – using 
the ratio of those with jobs to the total population.  Her findings showed that if the statistics for 
racial categories were used then an employed black South African supports 3.2 people and whites 
carry only 1.4 dependants.  Using the 3.2 persons metric against the R4 000 per month needed for a 
family of 5 would indicate a revised living level of R2 560 per month. 

The use of the dependency argument can be misleading as any radical change in the level of 
employment can have a dynamic reduction of the number of dependants, which by implication 
would influence the entry level of R2 560 p.m. as a minimum wage.  If, for example, a million new 
jobs were added to the present recorded job pool of 15,054million (Stats SA, 2014) this would 
proportionally increase the job pool by 6.6%.  The 3.2 person dependency would then 
proportionately reduce by 6.6% to 2.99 dependents.  Hence the minimum wage could be revised to 
R2 392.  

Using the dependency model as a single determinant has its limitations in setting the levels for a 
minimum wage as the number of dependants are disproportionate and vary amongst racial 
categories.  Further, regional differences and rural versus urban are not accounted for in using the 
single parameter of the dependency model.  
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Proportionate to Average Wages 

A second model mooted by COSATU (as reported in the media) is that the minimum wage levels 
should be determined on between 40% - 50% of the average wage in the country. 

If  this  model  were  to  be  used  for  South  Africa,  what  would  it  imply  in  terms  of  South  Africa’s  
competitiveness in terms of wage costs?  A comparable analysis with the BRICS provides the 
following scenarios. 

The table below shows the projection of a minimum wage profile for the BRICS using a 40% lower 
limit.  The average monthly disposable income (average wage) is as recorded from ILO data but 
adjusted for purchasing power parity (PPP) 

 

 Average Monthly 
Wage (disposable 
Income) (AW) ($) 

40% of AW $ 

Brazil 774 309.60 
Russia 1 215 486.00 
India 295 118.00 
China 656  262.40 
South Africa 1 838 735.00 
Source:  ILO 

Based on the above analysis relative to using a benchmark of 40% against the average wage (AW) 
would indicate that the minimum wage in South Africa should be based at $735.00 or R8 087 (using 
the current conversion rate of $1 – R11.00).  The scenario suggested by COSATU is in the region of 
R4 800 to R6 000 based on 40%. 

The comparative analysis between the BRICS is reflected below based again on ILO statistics and 
adjusted for Purchasing Power Parity.  The annual wages are converted to monthly minimum wage 
and then the percentage of National Minimum Wage to Average Wage reflected. 

 

 Annual 
Minimum 
Wage  
$ 

Monthly 
Minimum Wage 
$ (Actual) 

Average Monthly  
Wage  
$ (disposable Income) 

% of NMW 
to AW 

Brazil 5 495 457.00 774 58,7% 
Russia 3 841 320.00 1 215 26,3% 
India 2 296 191.33 295 64,8% 
China 5 514 367.80 656 56,7% 
(ILO data & own calculations) 
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The above analysis shows that in relation to the average wage in BRIC countries Brazil, China and 
India all have ratios exceeding 50% with China being 64.8%.  What this demonstrates is that Brazil, 
India and China are proportionally balanced in terms of their national minimum wages against their 
average wages.  Each country has differing internal labour dynamics and characteristics as well as 
inequality issues. 

The obvious conclusion from using a normative benchmark is that it provides distortions, as it again 
presents a single parameter as a benchmark. 

In  their  comprehensive  book  entitled  “The  fundamentals  of  Minimum  Wage  Fixing”  authors  Francois  
Eyraud and Catherine Saget of the ILO highlight the complex array of systems that are available in 
determining minimum wages.  In the end it boils down to the fact that each country must make 
choices based on its own particular circumstances, supporting the IOE views that proper 
consideration must be taken with regard to factors including  the  country’s  productivity,  employment  
rates, employment of vulnerable groups, inflation, tax, social contributions, competitiveness and 
growth before setting the level of minimum wages. 

In summary, neither of the above two models are necessarily pertinent  to  South  Africa’s  debate  on  
setting the floor for the national minimum wage since they do not account for the differing 
economic profiles and conditions.  The proposal in using the dependency parameter does not take 
into account the variables related to racial profiles, nor does it account for the rural versus urban 
levels.    The  proposal  to  use  a  global  norm  measured  against  a  country’s  average  wage  is  also  not  
useful since it does not take into account the wage disparities in South Africa, slanted towards the 
wealthy  and  hence  providing  a  skewed  ‘average  wage’. 

 

Aggregate Demand and the National Minimum Wage 

COSATU’s  position  in  supporting  the  national  minimum  wage  is  founded  on  the  principle  that  
aggregate demand will lead to economic growth, citing Brazil as an example.  Initial observations 
suggest that this approach may work in non-tradeable sectors such as services, but it could make 
tradeable sectors less competitive.  It is difficult to think of sustained growth episodes (and the 
reduction of poverty that comes with them) which are domestic consumption driven. 

The findings of the Growth Commission are illuminating in this regard.  Some countries have looked 
inward, competing with imports in their home markets, rather than competing for foreign custom in 
the world market and these strategies have occasionally succeeded in spurring investment, 
increasing the size and efficiency of domestic producers.  These policies have also avoided the risks 
and dislocations of opening up to foreign competition.  

Nevertheless, the Growth Commission found that growth strategies that rely exclusively on domestic 
demand eventually reach their limits as the home market is usually too small to sustain growth for 
long, and it does not give an economy the same freedom to specialise in whatever it is best at 
producing.  Their findings show that the only sustainable path to long term periods of high growth is 
to exploit the world market through exports, requiring firms to be globally competitive. 
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Setting binding minimum wages may find firms not being able to compete at these rates and may 
encourage firms to choose more capital intensive production strategies.  Reducing inequality as we 
have previously discussed may be better achieved by redistribution through the tax system, which 
would increase in a fast-growth economy. 

In reviewing 13 cases of sustained economic growth, the Growth Commission found five striking 
points of resemblance amongst the countries evaluated: they fully exploited the world economy; 
they maintained macroeconomic stability; they mustered high rates of savings and investments; 
they let markets allocate resources and, they had committed, credible and capable governments. 
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VI. International Comparisons - the National Minimum Wage 
in the BRICS  

 

A summary 

The following summarises the modalities applied in the BRICS in determining their minimum wage 
levels: 

Brazil 

Brazil’s  national  minimum  wage  is  currently set at R$724.00 per month, and is adjusted annually by 
an act of Parliament based on criteria set out in the act.  The criteria allows for above inflation 
adjustments as it adjusts minimum wages to CPI plus GDP growth of two years previous.  Each state 
may not set levels lower than the federal minimum. 

Russia 

The National Minimum Wage is set at 5554 rubles per month.  The national minimum wage covers 
all employees.  Collective bargaining is structured on three levels, national, regional and company 
level. 

In Working Paper No. 15 (July 2012) the ILO presented a paper entitled Minimum Wage 
Development in the Russian Federation, authored by Anna Bolsheva.  The paper indicates that the 
NMW in Russia has not served its original purpose of protecting the lowest earners and has no 
substantial effect on poverty reduction. Enforcement of the NMW has been a significant problem in 
Russia. 

India 

India has a list of over 1 200 different minimum wage rates.  The minimum wage varies from 118 
rupees ($2.18) in Bihar to 185 rupees per day in Haryana (the local cost of living included).  The 
minimum wage is set by the Minimum Wage Acts of parliament.  Since 1991 the national minimum 
wage is set as a floor but is not binding.   

The characteristics of the labour force in India reflect that 93% of the total labour force is in the 
informal sector.  In contract labour and construction 78% are unorganised.  In agriculture this is 98%.  
Collective bargaining agreements are not a feature of their minimum wage structure.  Of note, 
studies conducted by Belser et al indicated that in India and China over 75 million earners are paid 
below the national minimum wage, implying again that enforcement is an issue. 

China 

Minimum wages in China are set locally and vary from Y830 per month to Y7.50 per hour.  For 
example, the minimum wage for the Guangxi Zhuang region is Y820 per month and Y17.00 per hour 
in Shanghia.  Due to the size of the country and its varying standards of living China does not set a 
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minimum wage for the nation (i.e. a national minimum wage).  Minimum wages are determined by 
local government.  The Employment Promotion Plan provides for minimum wages to be increased in 
accordance with local living standards by at least 13% per year to 2014/5 and by no less than 40% of 
the average local wages.  Based on these policies, minimum wages increased by an average of 12.6% 
between 2008 and 2012. 

In summary,  the general trend amongst developing countries is to boost consumption by legislating 
nominal above inflation increases and then to provide certainty through determining the agreed 
increases for a period of 3 to 5 years before revising the level of minimum wage.  In Brazil 
experimentation with a quadripartite process for agreeing national minimum wages was abandoned 
due to ideological differences and is now set by parliament.  In China the broad principles of above 
inflation increases is legislated while recognising regional differences.  

 

Brazil – a	  Model	  for	  South	  Africa’s	  National	  Minimum	  Wage? 

Brazil is often lauded as an economic success story to be emulated by developing countries, and 
suggested by COSATU as a model for South Africa particularly in terms of implementing the national 
minimum  wage.    As  such,  the  following  provides  a  detailed  analysis  of  Brazil’s  approach  to  pro-poor 
economic growth, implementation of a national minimum wage and its impact. 

The Brazil story 

The Brazilian economy has more than doubled over the past 23 years which would indicate an 
average annual compounded growth in GDP of 3.09%.  The lowest growth was recorded in 1992 – 
3.15%  with  the  highest  in  1995  of  10.1%.  By  contrast  South  Africa’s  GDP  annual  growth  rate 
averaged 3.15% from 1994 to 2014. 
 
Based on a population of over 200 million people Brazil recently reported that over 700 000 jobs 
have been created in 2014 despite their Central Bank reporting in September (2014) that the country 
had technically been in recession since the beginning of 2014 with negative growth of 0,2% in the 
first quarter and 0,6% in the second quarter.  Inflation over the past 10 years has been in a tight 
band between 3.14% and 6.5% (2010).  It is presently accelerating past 5.91%, suggesting that the 
“Lula  moments”  might  be  waning  for  Brazil.   
 
Coming  from  the  90’s  when  inflation  spiked  at  4000%  and  6000%,  Brazil’s  story is grounded on the 
principles of following sound economic policies and a focus on the poor (accompanied by urban 
migration) and the rural population. 
 
The success story was initiated by Lula’s  predecessor  who  introduced  the  “Budgetary  responsibility  
law”  imposed  at  the  end  of  the  1990’s  following  memory  of  hyper  inflationary  disaster  created  by  
policies of the mid 1990’s.    The  second  important  reform  was  the  “Inflation-targeting  framework”  
for monetary policy.  Brazil has a target range of 4,5% and +/- 2.5% (upper range is 7,0%)  The 
inflation  targeting  policies  have  been  the  source  of  the  country’s  improved  financial health. It is 
notable that the Central Bank of Brazil is not independent as in South Africa and monetary policy is 
therefore vulnerable to political interference. 
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Lula’s  strategic  focus  on  pro-poor policies poverty  has  gained  him  the  accolade  of  “being  the best 
president  ever”  for Brazil.  There are two policies that are contributory to this: 
 
The Fome Zero (Zero Hunger) Policy 
 
The Fome Zero was introduced in 2003 at the beginning of the Lula term as president with the goal 
of eradicating hunger and extreme poverty.  The programme is co-ordinated by the Ministry of 
Social Development and Hunger Combat. 
 
These programmes have a broad range and vary from: 

- Direct financial aid to the poorest (with the Bolsa Familia card) 
- Creating  water  cisterns  in  Brazil’s  semi-arid areas 
- Creating low cost restaurants 
- Educating people with healthy eating habits 
- Distributing vitamins and iron supplements 
- Supporting subsistence family farming 
- Providing access to micro credit 

The Fome Zero is the biggest initiative by the Brazilian government.  It is a poverty alleviation 
programme which can directly be correlated to the South African Social Grants programme. 

The Bolsa Familia (Family Grant) 

The Bolsa Familia programme launched by Lula in 2003 was an innovative programme towards 
incentivising the poor through small cash transfers to keep children in school and to participate in 
preventative health care visits and vaccination. 

Initially viewed with scepticism the impacts of the programme (still early stages) show improved 
education outcomes, improved growth, food consumption and dietary quality.  Studies by the UNDP 
found that 80% of Balsa Familia benefits go to families in poverty (making half the minimum wage 
per capita), thus most of the benefit favouring the poor.  The programme is a conditional cash 
transfer policy with socially beneficial outcomes.  By contrast the South African child grant is not 
conditional on education participation.   

After 10 years the Bolsa Familia policy has helped to more than halve extreme poverty from 9.7% to 
4.3% of the population (200 million in total).  The South African perspective is highly contrasted, with 
Stats SA reporting in 2014 that moderate poverty has eased to 45.5% of the population and extreme 
poverty has dropped to below 20.2% of the population.  Brazil has 8,7m in extreme poverty, SA has 
over 10 million.   The qualitative benefits of the Bolsa Familia programme highlighted through the 
promotion of dignity and autonomy of the poor, have also been emphasised in studies conducted. 

The real minimum wage policy combined with the Bolsa Familia and Fome Zero policy has resulted in 
a progressive  reduction  of  Brazil’s Gini of 58 to 54.7.  The combined effect has seen a reduction in 
inequality.  
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 One of the most significant characteristics of the Brazilian economy in contrast to the South African 
economy is the status of unemployment,  with  Brazil’s  unemployment  rate  of  5.04%  against  South  
Africa’s  current  unemployment  rate  of  25.5%  (strict  definition)  or  35%  under  the  expanded  
definition. 

In Brazil, unemployment in the metropolitan regions dropped from 13.2% in 2003 to less than 6% in 
2012.  Transition to formal employment also accelerated as the informal labour market reduced its 
size from more than 34.4% in 2004 to 23% in 2012.  (Fernando  Filho  ,2012).    Filho’s research also 
showed that between 2002 and 2009 the minimum wage in Brazil almost doubled its value in 
comparison with average wages per capita. 

Filho’s research has surfaced some revealing characteristics of the Bolsa Familia policy and the 
minimum wage policies of Brazil.  Comparative to South Africa, the following are of interest: 

1. Brazil’s  average  Bolsa Familia (grant) was equal to 20% of the minimum wage benefit (2011).  
Hence minimum wage would be 5 times grant value. For SA this would imply a minimum 
wage of R310.00 x 5 = R1 550.00, based on child grants. 

2. Between 2001 and 2009 nominal wages in Brazil (adjusted for inflation) increased by 158%.  
The impact is that real minimum wages increased by 58% over the 9 year period.  This 
means that on average over the 9 year period the above inflation adjustment for minimum 
wages in Brazil was 5.2% p.a. 

3. Bolsa Familia grant benefits are much cheaper and cost only 0.5% of GDP in Brazil, in 
contrast  to  South  Africa’s    3%  of  GDP  spent  on  social  grants  and  the  social  wage  package. 

4. Studies show that Brazil’s Bolsa Familia grant is focussed and that minimum wage increases 
benefit only a small proportion of the poorest. 

5. The sharp increase in minimum wages over a short period of time has opened the discussion 
as to its benefits to the poor and its impact on inequality.  For example, Neri et al states that 
Brazil is close to achieving the  “maximum  minimal  wage”  in terms of inequality reduction 
and  that  Brazil’s    “minimum  wage  policy  should  not  be  a  wealth  enhancement  policy”.    This  
observation suggests that in the Brazil experience, a minimum wage policy has hit a ceiling 
limit to tipping point.   

6. Barros and Carvalho have presented arguments that minimum wage increases (on the 
Brazilian model) are not cost effective in reducing inequality.  They found that a 10% 
minimum wage increase resulted in an R$3,1bn additional cost to the Brazil government but 
only R$100 million benefited the poor. 

7. Soares and Barros, using household data, found the Bolsa Familia grant more effective in 
equality reduction than minimum wages. 
 

Brazil’s minimum wage model 

In 2005 the Brazilian Federal Government set up a quadripartite commission to strengthen minimum 
wage policy.  The commission was abandoned in 2006 because of difficulties in reaching agreement 
on Minimum Wage Policy.  
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Consequently minimum wages in Brazil are set by decree and Parliament.  The 2011 Act of 
Parliament provided for adjustments from 2012 to 2015, based on criteria stipulated in the act.  
These include:  

- A new act must be passed for 2016-19 
- Federal regions may not set lower limits 
- Adjustments  to  minimum  wages  are  based  on  the  last  year’s  inflation  rate  plus  GDP  

growth of 2 years past 

Brazil’s  National  Minimum  Wage is thus 

- Adjusted annually 
- 2014 is 724 reals ($310pm) 

The  following  table  shows  Brazil’s  minimum wage increases 2012-2013 

 Inflation Min Wage Increase Real Increase 
2012 5,91% 9% 3,09% 
2013 5,84% 14% 8,16% 
 

The table above is illuminating since it demonstrates the distortionary impact of what could be 
viewed as unsustainable above inflation increases, which have no relationship to productivity and 
might eventually directly fuel further inflation. 

Brazil’s  federal  budget  is  sensitive  to  minimum  wage  increases  as  each  increase  has  a  significant  
burden on the budget.  A 10% increase in minimum wages has an R$3,1bn impact on additional 
federal expenditure, but with nominal benefit to the poor as studies have indicated. Also of note is 
that minimum wages are tied to social benefits, and government, health and salaries are 
automatically adjusted in accordance with the national minimum wage levels. 
 
In 2013 the risks of inflation rising above 6.5% became a real concern.  Centrist control measures 
that the Brazilian government show interventions impacting heavily on the economy since 2012 
through various activities including: 

- The fuel levy has been slashed 
- Public transport fares held down 
- Taxes on staples lowered 
- Some previously agreed taxes on alcohol postponed 
- Electricity bills to state owned utilities slashed by 16% (biggest cut in 16 years) 

These control measures show clear signs of widespread macroeconomic intervention. 

The  risks  to  Brazil’s  economy  can be viewed through its deep regulatory control of its state 
enterprises by not allowing them to adjust prices by inflation.  Regulated prices were only allowed to 
increase by 1.5%.  (In contrast, South Africa allows above inflationary tariff increases to state 
enterprises). 
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Taken in context, Brazil’s  economy  over  the  past  10  years  has  benefitted  from  global  growth  and  the  
rising impact of commodities.  Discovery of large offshore oil reserves has the potential to greatly 
enhance  Brazil’s  future  ability  to  fund  some  of  the  challenges  it  faces. 

In  the  short  term  Brazil’s challenges are real. Weak infrastructure development is seen as a big 
constraint to economic expansion, and inflationary growth is accelerating.  This provides a real risk in 
the  country  which  has  reached  almost  full  employment  and  due  to  “a  chronic  situation  of  excess  
demand”  could  result  in  the  economy  over-heating, with demand led inflation (Wagner, 2014).  The 
lack of infrastructure and the shortage of qualified labour are limiting the potential for non-
inflationary growth. (Wagner, 2014). 

 

Messages for South Africa 

To summarise, there are lessons and impacts to be learned from the Brazil story in comparison to 
South Africa: 

x Both Brazil and South Africa have enjoyed a comparatively equal GDP growth rate of 3% over 20 
years and have doubled their economies.  Brazil has reduced unemployment to levels of almost 
full employment in the economy, which may create a bottle neck for further growth to occur as 
the labour dynamics may lead to salary increases due to a shortage of supply - the need for 
greater skills will be the next focus.    In  contrast,  South  Africa’s  jobless  rate  has  expanded  to  the  
highest rates since 1994. 

 

x South Africa has a third of its population unemployed creating a higher dependency on the 
government social system.  The national minimum wage in Brazil is seen as a contributory factor 
assisting in inequality reduction but this must be seen from a perspective of coming from a very 
low unemployment level.    Filho’s  study concludes  “The  literature  shows  that  the  real  increase  in  
minimum wages was substantial and an important component of inequality reduction in Brazil.  
However there is some evidence that the policy is no longer cost effective.  The government 
should  stop  using  minimum  wage  increases  as  a  policy  to  reduce  inequality.”    He  proposes  
increases in social programmes as being more cost effective.  He highlights that the Bolsa 
Familia programme is a cost effective programme that targets the poor and only costs 0.5% of 
Brazilian GDP. 

 

x Even though substantial increases in  minimum  wages  occurred  this  only  had  “some impact on 
the  poor”  (Filho, 2012).    However, other studies have challenged the use of minimum wages as 
a  “growth enhancement  policy”  as  Brazil  is “perhaps  close  to  the  maximum  minimal  wage  in  
terms  of  inequality  reduction” 

 

x And, a number of studies report on the skewed benefits of a 10% increase in minimum wage 
increases resulting in only a R$100m of a R$3,1bn increase being of benefit to the poor (0.32%). 

While there are parallels and lessons from the Brazilian story with similarities in our challenges, 
Brazil’s  focus  has  been  on  reducing  poverty and inequality.  Not unemployment, which is one of the 
most critical problems confronting South Africa.   
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VII. Beneficiaries of the National Minimum Wage 
 

Who will Benefit? 

The differentiated wage needs of the sectors are presently captured by the sectoral determinations 
and defined by the current wage systems.  

Further research should be done to investigate each sector of the economy to establish the number 
of workers receiving minimum wages; the nature of employment dynamics of the sector, and the 
degree of vulnerability of each sector to shed jobs due to restructuring resulting from strikes and 
inordinate above inflation wage increases.  However, using the recent Stats SA figures that R1.21 
million people earn below R5 000 per month as a benchmark and using the Pareto principle of 80:20, 
it can be assumed that 80% of the 1.21 million employed people could benefit from the national 
minimum wage with 1million being an upper limit.  

 

Who will not Benefit? 

Since the national minimum wage would only apply to people with jobs, simply put unemployed 
people in South Africa would not benefit.  Using Stats SA recent findings, this means up to 8.2 million 
(expanded definition) unemployed South Africans – or 35% of our population would be excluded.  
Depending  on  the  ‘floor’  level,  the  national  minimum  wage  might  very  well  result in the unintended 
consequence of creating a ceiling for job creation and a further barrier for the unemployed, 
particularly young people. 

 

Impact on Beneficiaries and Inequality 

A first order analysis, using the Palma assumption that all beneficiaries are in the lower 40% of 
income earners, the range of beneficiaries could be estimated to be 5% of the workforce. 

If we assume three scenarios of impact at 10%, 20% and 30% increases above the present minimum 
wage the Palma would change as follows: 

- the numerator would be constant 
- the denominator being the bottom 40% of earners would be influenced by the change in 

beneficiary salaries.  5%of the total workforce would equal 12.5% of bottom 40% of 
earners.  Hence only 12.5%% of bottom 40% earners will benefit from the national 
minimum wage increase. 
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The Palma would change from P = 7,05 = 705  
                                                                          100 
To 
P10% = __________705_________   =  ___705____       =  705_    = 6,96 
  100 + (0,12,5 x 100 x 0,1)             100 + 1,25            101,25 
 

This would indicate on a first order basis that a 10% increase in minimum wages would change wage 
disparity as measured by the Palma from 7,05 to 6,96. 

The impact of the 10% minimum wage increase is (7,05-6,96/7,05x100) is 1,28% reduction in 
inequality 

Similarly, a 20% across the board increase would reduce the Palma to 6,87 and would reduce 
inequality by 2,44% 

A 30% increase in minimum wages would reduce the Palma to 6,79 and would reduce inequality by 
3,61%. 

The above analysis demonstrates the marginal impact of introducing a national minimum wage on 
inequality.   For domestic workers increases in the above proportions would lead to R2 075.70 (10%) 
R2 264.49 (20%) and R2 452.10 (30%). (Their minimum wage presently R1 887.00) 

Of note, the analysis however does not take into account the tipping points with regard to possible 
job losses with  respect  to  a  ‘maximum  minimal’  wage. 
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VIII. The National Minimum Wage – Tipping Points 

In deciding on the national minimum wage, a number of factors – tipping points – need to be 
considered in terms of the impact on: 

SMMEs 

Stats SA states that 65% of employment in South Africa is within the SMME sector (those employing 
below 50 employees).  This implies that 9.75 million of the total 15m employed are in the sector.  
Preliminary estimates suggest that some 629 000 people might be affected by the NMW. 

But, if one considers that this band are at the bottom level of employment, they are most exposed 
to any potential shock which could influence the sustainability of their employer.  Since the size of 
the sector is unknown, analysis of the impact of the national minimum wage in terms of a firm 
survival is problematic.  However, some recent studies and reports show important insights: 

x According  to  the  Davis  Tax  Committee’s  interim  report  on  SMMEs,  of  the  600 000 companies 
that submitted tax returns in 2011, 72% reported a zero taxable income or an assessed loss. 

x This suggests that only 27% of SMMEs operating in South Africa are profitable, or marginally 
profitable and of the 27% firms (i.e. 165 852) 64% of the corporate tax recovered was 
collected from only 481 companies 

x The Davis Tax Committee report shows that, within the category of companies reporting a 
tax income of less than R1million, there are only 45 670  ‘small  business  corporations’  as  
defined by SARS 

x And within this category only 4 519 businesses reported an income exceeding R550 000 per 
annum 

These figures show that in the present economic climate, survival for SMMEs is at least tenuous with 
many on the brink of survival.  The SME Growth Index reported that 35% of the firms surveyed in 
2012/2103 reported a survival threat to their business due to a number of factors including rising 
input costs.  Of note, the study identified that labour accounted for 23% of costs for manufacturing 
firms, 41% in business services firms and 31% for tourism firms.  It is estimated that the closure of 
50 000 firms would impact 250 000 jobs with a spill over effect on their dependants nominally 
pegged at 3 people per employee (using the dependency parameter). 

 

Informal sector 

Estimates on the size of the informal sector vary but research conducted by Peterson in 2011 
indicates employment levels in the informal sector are between 2million-3million people.  An 
unintended consequence of the NMW might very well increase informal employment and large scale 
avoidance. 
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The Rural Economy 

The impact of the 50% increase on the prevailing wage rate to agriculture workers to R105 per day in 
late 2012 has shown the following results reported by a study conducted by the Bureau for 
Agricultural Production (BFAP): 

x Commercial farmers have shifted from permanent workers to increased reliance on seasonal 
workers 

x The  agriculture  sector’s  share  of  formal  employment  declined  from above 15% in 2000 to 5% 
currently 

x Given  that  SA’s  agriculture  sector  has  a  history  of  being  dependent  on  unskilled  labour  it  is  
the view of BFAP that this will not continue into the future, as the workforce in the future 
will be characterised by fewer, more skilled workers hence a structural adjustment in labour 
is envisaged 

x The report concludes that it is difficult to estimate exactly how much labour will be shed in 
agriculture if minimum wages are increased further, since there are various factors which 
have to be taken into consideration.  They note, however, that highly labour intensive 
subsectors of farming, which are unable to mechanise, the impact of the structural 
adjustment will be greater, and hence loss in job opportunities will be larger. 

 

The Youth 

South  Africa’s  youth  unemployment  is  potentially  the  single  most  urgent problem facing the 
country’s  social  stability.    South  Africa  has  the  third  highest  unemployment  rate  for  people  between  
the ages of 15 to 24.  Many countries face similar problems but where a national minimum wage has 
been introduced these have been differentiated to encourage youth employment, with younger 
workers receiving a lower proportional wage due to their low levels of experience and skills. 

It can be argued that South Africa has already introduced a minimum wage for the youth by the 
recent introduction of the Employment Tax Incentive. However, the continuation of the incentive 
and its widespread use will determine whether or not it will offset the potential impact of a national 
minimum wage that is set at a level which creates a barrier to employment.  

 

Women 

According to Stats SA recent Poverty Trends report (2014), women experience far higher 
unemployment in South Africa, and they experience a far lower participation rate in the economy.  
The report shows that the unemployment rate of women was 2.9% higher than the national average 
and most of the population living below the food poverty line were women.  According to World 
Bank data, South Africa has the highest percentage of single headed households in the world – a 
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clear sign of major inequality since single parent households are unlikely to have two providers and 
are clearly more likely to struggle. 

A study conducted by SBP and Professor Rankin based on the SME Growth Index indicators show 
that small firms employing below 50 employees are more likely to hire African women, those with 
less than matric and at the beginning of their working life. 

The issue of the national minimum wage needs to be measured against these findings.  If set too 
high, the pool of people most disproportionately affected by these changes will be those who 
generally seek labour at a minimum wage – low skilled, unemployed women who head up single 
parent households.  Furthermore, studies show that raising the minimum wage may increase the 
likelihood and duration of unemployment for low-wage earners, particularly women and discourages 
part-time work (Wilson, 2013).  The Journal of Human Resources (2005) is even more pessimistic, 
contending that “the  net  effect  of  higher  minimum  wages  is  to  increase  the  proportion  of  families  
(particularly  headed  up  by  women)  that  are  poor  and  near  poor”,  propagating  the  exact  inequity  it  
intended to solve. 
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