
 

 

 

 

 

 

 

Financing a Universal Income Grant  

1. Introduction 

The idea of a universal basic income grant (UBIG) 

– a flat, unconditional stipend given to every legal 

resident in a country to keep them above the 

poverty line – is not new. It has long remained, 

however, on the policy fringe. COVID-19 has 

changed that. 

There is no denying the fact that a UBIG, defined as 

a cash transfer that is provided universally and 

unconditionally, is an efficient way of providing a 

safety net to those living below the poverty line. 

The call for a UBIG, here in South Africa and in the 

rest of the world, has become more urgent with 

the economic devastation caused by the 

coronavirus pandemic.  

In his book, Let Us Dream, Pope Francis endorses 

the idea of a UBIG:1 

“The UBI could reshape relations in the labour 

market, guaranteeing people the dignity of 

refusing employment terms that trap them in 

poverty . . . It would give people the basic 

security they need, remove the stigma of 
welfarism, and make it easier to move between 

jobs as technology-driven labour patterns 

increasingly demand. Policies like the UBI can 

also help free people to combine earning wages 

with giving time to the community.” 

This briefing paper is largely concerned with the 

financial aspects of a UBIG. At what level should it 

be set? What will it cost? And how will it be paid 

for? 

 

2. International experience 

No countries currently have a permanent UBIG in 

place, but many countries have experimented with 

versions of basic income grants through small and 

large scale pilot projects, some of which are 

ongoing. In the last few years the UBIG topic has 

been prominent across the world, and indications 

are that as many as 22 UBIG pilot programmes 

have been fielded in the last three years alone. 

Many of these pilot programmes were launched in 

small areas, often funded by local governments or 

states, and sometimes by individuals. They often 

involved a very limited number of beneficiaries 

and were not truly universal income grants. The 

closest to a proper UBIG were efforts undertaken 

in Spain and Kenya. 

In 2020 the Spanish government launched a 

targeted basic income grant trial to benefit 

approximately 850 000 households, affecting a 

total of 2.3 million people – 30% of whom were 

minors. Every adult living alone received US$512 

(R7000) per month, while families – children and 

adults – received an extra US$154 (R2000) per 

household. Funding comes from the national 

coffers, with a limit that cannot exceed 0.2% of 

Spain’s GDP.2 

Kenya’s experiment with UBIG has been ongoing 

since 2016. Direct cash transfers are made by an 

NGO, GiveDirectly, to approximately 20 000 people 

spread out across 245 rural villages. The value of 

the cash transfers varies. Long-term recipients 

receive US$0.75 (R10) per day for twelve years, 

while short-term recipients receive the same 

amount, but only for two years. Another group 
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received a lump-sum, once-off payment of US$500 

(R6800).3 

Other countries that have experimented with 

some form (often targeted) of a UBIG include 

Finland, Iran, Brazil, Canada and Namibia, and the 

US state of California. Some were judged 

successful (there is debate regarding the success 

of the Finnish experiment) but others were 

scuppered by differences in political ideologies, as 

in the case of Canada. In 2017 the province of 

Ontario launched a targeted basic income grant 

pilot project, but three years later it came to an 

abrupt end when a conservative government took 

over. The Namibian pilot ran between 2008 and 

2009. Cash transfers of approximately US$7 were 

made to everyone in the village of Otjivero, in 

central Namibia. Studies show that an immediate 

result was that child malnutrition dropped 

significantly and school attendance increase to 

almost 100%. Other countries, like Wales, are also 

looking at the possibility of implementing a UBIG. 

In a recent poll, almost two-thirds of Welsh 

citizens were in favour of a UBIG. 

What these UBIG experiments indicate is that 

there is an almost universal agreement, hurried 

along by the pandemic, that the world’s poor 

cannot survive without some sort of social 

assistance. What they also show is that there is no 

one solution to implementing a UBIG, and that it 

will require not only funding but also political 

championing to make it work.  

 

3. South African Social Security – Who 

Benefits and at What Cost to the State? 

South Africa spends more than R181 billion 

annually on its more than 18 million grant 

beneficiaries (see Table 1 on page 5 for a 

breakdown of the grant expenditure).    

In an attempt to mitigate the negative economic 

impact of the COVID-19 pandemic, a new grant, 

the COVID-19 Social Relief of Distress grant of 

R350 per month, was introduced to provide for 

those who were unemployed and who did not 

receive other forms of government assistance; in 

other words, unemployed 18-59 year olds. The 

COVID-19 Social Relief of Distress Grant (‘the 

COVID grant’) was part of the social assistance 

package announced by President Cyril Ramaphosa 

on the 21st of April last year,4 and was originally 

intended to run for six months. The package also 

included:5  

 A one-month, R300 increase in the 
Child Support Grant (CSG) for all 

beneficiaries, followed by a R500 per 

month increase for each caregiver 

(recipient), for five months; and 

 A R250 monthly increase for all other 
social grants, for six months. 

While the top-ups to existing grants came to an 

end, the COVID grant was extended for another six 

months, until April 2021. The roll-out of the COVID 

grant was fraught with many challenges, resulting 

in a drastically reduced take-up rate. Estimates 

suggest that 15 million people were eligible, but 

only about half of these eventually received the 

grant.6 Between May and September 2020 the 

COVID grant cost the government R5.9 billion, and 
further estimates by the Development Policy 

Research Unit7 suggest that another R4 billion was 

spent between October 2020 and January 2021. 

When the grant was further extended from 

January to April 2021, the government pledged a 

further R6 billion. Thus, in total the COVID grant 

cost approximately R16 billion.  

 

4. The Case for a UBI 

As mentioned, the purpose of this briefing paper is 

to examine the costs and financing associated with 

implementing a UBIG. However, it would be 

remiss not to mention briefly why a UBIG is such 

an attractive policy option, especially in the South 

African context. For those able-bodied, but 

unemployed, individuals falling in the age group 

18 to 59 years, their financial prospects are 

extremely bleak, because the social security 

system does not provide them with anything. It is 

also worth noting that the younger section of this 

group, the 18 to 24-year-olds, suffers the highest 

rate of unemployment, around 70% presently. 

Therefore, targeting this group for a UBIG makes 

sense.  

In a recently published report,8 the World Bank, 

being very careful to frame the report as neither 

for or against the idea of a UBI, says:  

“A UBI holds an attractive promise of 

change across many lines. These include 

coverage potential, fairness in social 
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contracts, power relations in labour 

markets, and gender equity, among others. 

It may speak, for some, to the appetite for 

social justice generated by glaring and 

growing inequalities in societies.” 

In South Africa, societal inequalities were exposed 

even further due to the economic havoc wreaked 

by the COVID-19 pandemic. Even with some relief 

given to the more than 18 million social grant 

beneficiaries and those lucky enough to have 

received the COVID grant, the ever-rising 

unemployment numbers mean that millions go 

hungry. According to the 2020 United Nations 

Human Development Report,9 approximately 11 

million (18.9%) South Africans survive on less 

than R27 per day; while 4 million are in poor 

health and are malnourished. Based on statistics 

in the latest NIDS-CRAM survey, approximately 

“2.8 million children experienced hunger weekly 

in South Africa in 2021 and 600 000 children 

experienced perpetual hunger (i.e. hunger every 

day or almost every day).”10 

For many social and economic justice activists and 

NGOs, the introduction of a UBIG is the only 

solution to provide social relief to the millions who 

live below the poverty line. The governing party 

seems to agree and recently announced11 that the 

implementation of such a grant is imminent.   

 

5. What Will it Cost? 

In a policy brief, the Institute for Economic Justice 

(IEJ) categorises six groups of potential UBIG 

recipients: everyone; everyone, but with a partial 

uptake; the unemployed; the informal sector; 

those that are outside of the labour market but are 

not unemployed (thus, not economically active); 

and those not formally employed. Included in the 

group that fall outside of the labour market but are 

not unemployed are those running households or 

who do unpaid care work. Discouraged job 

seekers would also fall within this group. It is 

difficult to distinguish, if at all, between the 

informal, not economically active, and the ‘not 

formally employed’ groups. This is so because 

South Africa’s highly volatile labour market often 

results in people moving frequently between 

these groups. The IEJ argues that, to mitigate the 

risk of excluding any of the unemployed groups, a 

UBIG has to include all three groups. Furthermore, 

while these groups are often separated in labour 

surveys such as the Quarterly Labour Force 

Survey, grant administrators would have a near 

impossible task to distinguish the groups.   

The cost of funding a UBIG is dependent on 

whether it will be universally applied, that is, 

given to everyone between the ages of 18 and 59 

without any means test, or targeted at a specific 

group, which would require some form of means 

test or other criteria. Another variable impacting 

the cost is the Rand value of the grant. Statistics 

South Africa distinguishes between three poverty 

lines: An upper-bound poverty line (UBPL) of 

R1 268 per month; a lower-bound poverty line 

(LBPL) of R840; and the food poverty line (FPL) of 

R585.12 The governing party, in one of its internal 

discussion papers, proposed that the grant should 

be set at R500/month, at an annual cost of R197.8 

billion;13 this would cover approximately 33 

million recipients.  

Providing a UBIG at the FPL of R585 to everyone 

between the ages of 18 to 59 would have cost 

government R239 billion per annum in 2020 

figures; R343 billion at a LBPL of R840; and R519 

billion at the UBPL of R1 268. All these figures 

assume that there is a 100% uptake of the grant. 

However, evidence from the uptake of other social 

grants, like the Child Support Grant, shows that 

due to various factors, uptake is slow to reach 

100%, and sometimes it doesn’t reach full uptake 

at all. If the UBIG uptake were to be 80%, the cost 

of a R585 UBI would be R192 billion; at 60% 

uptake, it would be R144 billion.14 Table 2 on page 

5 is adapted from the IEJ’s table displaying the 

costs associated with all the categories.   

While the ideal is to provide a UBIG, initially, to all 

those in the 18-59 age group, the IEJ proposes a 

targeted approach that will eventually lead 

towards a universal income guarantee.  

Universality is not only desirable because it 

provides a large group with spending power, but 
also because it is easier and cheaper to implement 

than a targeted grant. Targeted grants require 

precise means-testing to ensure the intended 

targets are not excluded, and administrative 

inefficiency often hampers uptake.     

 

6. How Can it be Financed? 

The World Bank argues that funding a UBIG 

requires a complex mix of sources, together with 
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the necessary political will, because all the funding 

sources come with their challenges. For example, 

funding a UBIG from royalties on the sale of 

natural resources sounds promising, but this 

income stream would be subjected to fluctuations 

that are not ideal. In South Africa raising taxes is a 

difficult political minefield to negotiate – talk of a 

wealth tax has never been popular and South 

Africa has a relatively narrow tax base. Despite 

these obvious challenges, the IEJ argues15 that a 

UBIG can be financed through a mix of taxation 

policies which include a wealth tax; cancelling 

ineffective corporate tax breaks; taxing middle, 

high and very high earners on a sliding scale; and 

recouping the UBIG from those with a taxable 

income. Furthermore, they argue that minor 

changes to the tax regime can immediately raise 

R158 billion. The biggest contributor to this would 

be a social security tax that is ring-fenced to 

provide funding especially to the UBIG. It would be 

levied on all income earners on a sliding scale from 

1% for the lowest earners and 3% for the highest 

earners. Estimates, based on National Treasury 

data, indicate a 1.5% levy on those earning up to 

R80 000 a year (6 822 326 taxpayers) would raise 

R3.3 billion, whereas a 2% levy would raise R4.4 

billion and a 3% levy, R6.6 billion. At the higher 

end of the scale – those earning between R350 000 

and R1 million per annum (1 910 855 taxpayers) 

– a 3% levy would raise R35.5 billion.  

Apart from income tax options, the IEJ suggests 

certain other interventions that could add 

significant amounts to the UBIG coffers. These 

include a special VAT of 25% on selected luxury 

items; increasing carbon tax to one quarter of the 

EU standard; clawing back wasteful expenditure; 

reducing profit shifting by multinational 

corporations; and replacing estate duty with a 

progressive inheritance tax.  

It must also be borne in mind that cash transfers 

provide recipients with more spending power, 

which means that a considerable amount of the 

money spent would be recouped through the tax 

system. According to the IEJ, between 12% and 

13% of the total cost of a UBIG would some back 

to the fiscus through VAT as the money is spent, 

and probably a few percent more would be 

recouped through fuel taxes, excise duties and ‘sin’ 

taxes. In addition, a UBIG has a multiplier effect – 

the new spending will contribute to GDP growth, 

which in turn fuel economic growth, resulting in 

reduced unemployment and new sources of tax 

revenue. In this sense, a UBIG can be seen as an 

investment in the economy rather than just 

another drain on the public purse.  

Clearly, more work is needed on the financing 

aspect of a UBIG, but there is certainly no need for 

it to be seen as just another unsustainable piece of 

public expenditure.  

 

7. Conclusion 

Evidence from the various basic income grant 

experiments points to the fact that these grants, 

far more than indirect measures such as 

increasing VAT exemptions, makes poor 

households better off. They put money in people’s 
pockets and food on their tables. However, the 

value-add from a UBIG will be minuscule if 

rampant corruption is allowed. Furthermore, 

administrative inefficiencies, as seen with the 

distribution of the COVID grants, will have to be 

eliminated. It seems increasingly likely that a basic 

income grant, in one form or another, will be 

implemented in South Africa. The hope must be 

that it will reach the people that need it most. 

 

Kenny Pasensie 

Project Co-ordinator 
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Table 1 

TYPE AMOUNT (as at 1 
April 2020) 

RECIPIENTS (‘000) TOTAL ANNUAL 
SPEND (R bn) 

Child Support 440 12 777 67.5 
Old Age 1 860 3 655 81.6 
Disability 1 860 1 058 23.6 
Foster Care 1 040 350 4.4 
Grant in Aid 440 222 1.2 
Care Dependency 1 860 155 3.5 

TOTAL  17 996 181.66 
Source: IEJ Social Protection Series Policy Brief #1: Introducing a universal basic income grant guarantee for South Africa: 

Towards income for all. Note: Since this publication, the social grant amounts increased across the board and the number 

of beneficiaries, according to SASSA16, increased to 18 440 572. 

 

Table 2 

Age Group  
18-59 

Number 
of 

People 

FPL 
R585 pm 

(R billion) 

LBPL 
R840 pm 

(R billion) 

UBPL 
R1268 pm 
(R billion) 

All  34.1m 239 343 519 
All 80% uptake 27.3m 192 275 415 
All 60% uptake 20.5m 144 206 311 
Informal Workers 36 2.5m 18 25 38 
Unemployed 11m 78 111 168 
Not Economically 
Active  

13.4m 94 135 203 

Not Formally 
Employed 

22.4m 157 226 341 

Note: The number of people within each group is based on Stats SA’s [third quarter (Q3)] Quarterly Labour Force Survey 

(QLFS).  
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