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Abstract

In 2015, the South African Government, organised business and organised |abour
agreed to the introduction of a national minimum wage (NMW) in principle, but
without any agreement over the level at which it should be set. One of the key
arguments for a high NMW is that the experiences of other countries (including
especially Brazil and Germany) supposedly show that a NMW can be increased
rapidly toahighlevel and covering amajority of theworkforcewithout any adverse
effects on either economic growth or employment. We show that this is a
misinterpretation of comparative experiences because in both advanced capitalist
and middle-incomeeconomiesNMWsare set at modest | evel s, covering theminority
of lowest-paid workers, and taking into account the real risks of job destruction.
Most countries have slowly rai sed minimabecause low unemployment made them
confident that modest increases would lead to little or no job destruction. South
Africa’s current sectoral minimaare already broadly in line with minimain most
other countries. International experience does not support the contention that South
Africa, with its exceptionally high unemployment rate, should raise rapidly the
NMW to avery high level without regard for job destruction.

Introduction

Over the past 20 or so years mi nimum wage-setting has once again become
apopular tool of economic policy intheadvanced capitalist democracies of
the global North, primarily because low-wage workers have not benefitted
from growing prosperity. In the UK, the Conservative Party shifted from
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oppositiontotheembrace of anational minimumwage (NMW). In Germany,
the Christian Democratic Union-led government (under pressure from the
Social Democratic Party) introduced a NMW in 2015. The International
Labour Organisation (ILO) has rediscovered its enthusiasm for national
minima, including in middle- and low-income countriesaspart of itspackage
of regulationsintended to strengthen ‘ decent work’ , improve productivity,
reduce poverty, and boost economic growth (ILO 2013, 2014). A number of
middle-income countries have raised or introduced aNMW. In Brazil, for
example, steady real increases in the NMW contributed to a significant
declinein poverty and inequality. Malaysiaintroduced aNMW (excluding
domesticworkers) in2013.

A NMW isfirmly onthepolicy agendain South Africaal so. South Africa
has long had a system of sectoral minimum wages: in sectors with strong
trade unions (such as the metals and clothing manufacturing industries),
unions negotiate with employersin ‘bargaining councils’, and the agreed
minimaarethen ‘extended’ countrywideby theminister of Labour (Godfrey
et al 2010); in sectors without bargaining councils (such as domestic work
and agriculture), minima are set by the minister of Labour on the basis of
recommendationsfrom thetripartite Employment Conditions Commission
(ECC). Until the2010s, the Congressof South African Trade Unions(Cosatu)
supported and participated in this sectoral system of minimum-setting
(Seekings 2016a, 2016b). In 2012, however, Cosatu’s Central Executive
Committee discussed a widely distributed ‘concept paper’ by Cosatu
strategist Neil Coleman, which argued for a NMW as part of a ‘radical
overhaul’ of South Africa’ swage-setting institutions (Coleman 2013:85).*
Colemanrecommended that the NMW be set at between R4,800 and R6,000
per month (in 2011 prices), althoughlower minimamight besetinatransitional
stage(2013:34). Thefollowingyear, Cosatu’ sNational Bargaining Conference
supported a proposal that the NMW be set at R4,500 per month.2 In
November 2015, at its National Congress in Midrand, Cosatu resolved to
support acall for aNMW set between R4,125 and R5,276/month (Cosatu
2015). Thisrangewas 30 per cent lower inreal terms(ietakinginflationinto
account) than Coleman’ soriginal proposal s, but wasnonethelessvery much
higher than the lowest existing minimum wage set through a sectoral
determination (R1,813/month, for domestic workersoutside of metropolitan
areas, raised to R1,994/month in December 2015)® or the weighted average
of minimum wages set through sectoral determinations (which we estimate
at under R3,000/month at thetime).
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The governing African National Congress (ANC) included in its 2014
election manifesto arather vague commitment to ‘investigate the modality
for theintroduction of anational minimumwageasoneof thekey mechanisms
toreduceincomeinequality’ (ANC 2014:7, 26). After the election, deputy-
president Cyril Ramaphosainitiated adiscussion at the National Economic,
Development and L abour Council (NEDLAC) Annual Summit. Oneyear later,
in September 2015, Ramaphosa seemed to tell Parliament that organised
business, organised labour and the state had agreed on the principle of a
national minimum and negotiations were continuing over the details.* The
crucial details concerned, firstly, the level of a NMW and provision for
exemptions and exclusions; and, secondly, the institutional proceduresfor
setting these. Opening Parliament in February 2016, president Jacob Zuma
injected anote of caution: the NMW must not be set at alevel that impaired
economic growth, job creation or small business.®

Cosatu and other advocates of ahigh NMW basetheir case onthreemain
arguments. First, and uncontroversially, they show that many working
people live in households with incomes below the poverty line (Coleman
2013:2, 31-2, Isaacs 2015, see also Vavi 2014). Secondly, they cite macro-
economic modelling resultsthat appear to show that, in South Africa, ahigh
NMW would boost growth and reduce inequality and poverty, without any
significant effect on employment and unemployment, whil st dismissing the
findings of other macro-economic modelsthat suggest the opposite (Isaacs
2016). Thirdly, they claim that the experience of other countries showsthat
a high NMW reduces poverty and inequality without destroying jobs.
Particular emphasishasbeen placed ontheexperiencesof Brazil —Coleman’s
foundational paper for Cosatu was subtitled ‘ Learning from the Brazilian
experience’, and included a long account of the Brazilian case (Coleman
2013:11-22) —and Germany (see Cosatu 2014). Thisinvocation of comparative
experienceis particular important because it suggests that ahigh NMW is
‘normal’ inthe normative senseof being right aswell astheempirical senses
of being commonplace and feasible.

In this article we examine the evidence on the experience of other
countries, focusing especially on Brazil and Germany. We show that, by
most measures, South Africa’ ssectoral minimaarealready at about the same
level or even higher than the NMWs in Brazil, Germany and many other
countries. Moreover, the much-cited doubling of the NMW in Brazil was
matched almost exactly by the doubling of sectoral minimain South Africa
over thesametimeperiod, with South Africa’ ssectoral minimaat almost the
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samereal level (interms of purchasing power) asthe Brazilian NMW. We
show also that these foreign cases all have tight labour markets, providing
very favourableconditionsfor rai sing minimumwages, in compl ete contrast
to South Africa. Even in these countries, NMWs were set paying close
attentiontotherisksof job destruction, asthelLO recommends. Finally, we
argue that the comparative evidence does not support the macro-economic
arguments put forward by advocates of avery high NMW in South Africa.

Setting the level of the minimum wage

TheILO haslong taken the lead in the global push for minimum wages. Its
Minimum Wage Fixing Convention (1970) recommended that policy makers
consider the following when setting minimum wages:

a) The needs of workers and their families, taking into account the general
level of wages in the country, the cost of living, social security benefits,
and therelative living standards of other social groups;

b) economic factors, including the requirements of economic development,
levels of productivity and the desirability of attaining and maintaining a
high level of employment.

WhilstthelLOleavesit uptothenational stakeholdersto attributeweight
tothesedifferent social and economic objectives, it hastentatively suggested
avariety of possible‘ benchmarks'. Thel LO’ s2008/09 Global Wage Report
suggested that aminimum wage of 40 per cent of themean (average) national
wagemight bea‘ useful referencepoint’ giventhat many countriesclustered
around that level, but that the final value should depend on ‘country-
specific factors’ (2008:47). Other ILO analysts have pointed out that it is
better to set minimum wagesinrelation to the median wage (iethe mid-point
in the wage distribution) because mean wages are biased upwards by very
high wages. For example, Belser and Sobeck note that aminimum wage‘is
most frequently set at about 50 to 60 per cent of the median wage' and
suggest that thesefigures' represent auseful benchmark for minimumwage
setting’ (2012:122). A third suggested benchmark is to set the (annual)
minimumwageat between 30 and 60 per cent of GDP per capita(Saget 2008).
This makes particular sense in economies where the distribution of wages
explains only a part of the overall distribution of incomes, for example
because of alarge peasant agricultural sector or high unemployment. Y et
another possiblebenchmark isthe coverage of theNMW, iewhat proportion
of workersaredirectly (and perhapsindirectly) affected in that their wages
should rise when the NMW is introduced or raised.
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Comparing minimaacross countriesrequirescompatibledataon minima,
theactual wagedistribution (ieto allow the cal cul ation of mean and median
wages, and coverage) and GDP per capita. In middle- and high-income
countries there is little controversy over GDP per capita, but there are
significant challenges in plotting both minima and the wage distribution.
The most comprehensive data are collated by the ILO for its Global Wage
Report and its ' ILOSTAT’ dataset. Unfortunately, most ILO data do not
cover the most recent two or so years.

Thespecification of minimumwagesisachallengefor countriesthat have
sectoral or regional minima(such as South Africa) rather thanasingleNMW
(suchasBrazil and Germany). In such countries, the IL O seemstoreport as
theminimumwage an employment-wei ghted average of minima, ieweighting
thevarious minimaby the numbersof workerscovered. In South Africa, the
IL O reportstheminimumwage®in 2013 asbeing R2,474/month, which seems
to be the employment-weighted average of sectoral minima set through
sectoral determinationsby the ECC, ienot takinginto account the generally
(but not always) higher minima set through bargaining councils and
extensions.” Somesectors (such ascivil engineering) have minimum wages
set through sectoral determinations that are higher than this, whilst others
(such as domestic work) have minimum wages slightly lower. The
employment-weighted minimum set through bargaining councilsishigher,
even though some trade unions have agreed in bargaining councils to
sectoral minimalower eventhanthe ECC’ sminimum for domestic workers
(seeColeman 2013:3). ThelL O hasnot yet reported datafor yearssince 2013.
Below, wefirst compare the IL O-reported minimum for South Africawith
other countries, then extend the comparison to the lower minimum set for
non-metro domestic workers (R1,813/month for most of 2015), therange of
levels proposed by Cosatu at its 2015 National Congress (R4,125-5,276/
month) andtherangeoriginally proposed by Coleman (R4,800-R6,000in 2011
prices).

Data on the wage distribution pose a different challenge. In the South
African case, different sources suggest very different wages. Coleman, in
his original paper, cherry-picked data from three different sources. To
emphasi sethe problem of working poverty, hecited datafrom Cosatu’ sown
2012 Workers' Survey which suggested that at least 20 per cent of union
membersearned lessthan R2,500/month, and at | east 45 per cent earned | ess
than R5,000/month, whilst 80 per cent of non-members earned less than
R5,000/month. Because the survey sampled only urban workers, he wrote,
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these data probably underestimated the proportion of workers with low
wages (2013:2). Later, he cites studies using data from household-based
L abour Force Surveys(conducted by Statistics South Africa) that suggested
that many workersin sectorswith minimumwageswerebeing paid lessthan
theminima, iethat their employerswerenot compliant (2013:38-39). Hisdata
on mean wages, however, are based on the firm survey (the Quarterly
Employment Survey) conducted by the parastatal Statistics South Africa
(2013:34). These different data are not compatible. Household surveys
typically suggest much lower wages than firm surveys, in part because of
different coverage (inthat firm surveysunder-sampleor omit entirely small
firms, informal employment and | ow-wage sectors), in part becauseworkers
or households under-report earnings whilst employers might even over-
report them (see Wittenberg 2014, Seekings 2016c).

The ‘ILOSTAT’ database relies primarily on household-based labour
forcesurveysfor dataonwages. ThelL O put themeanwagein South Africa
in 2013 at just under R8,200/month (ieapproximately R9,000/monthin 2015
prices).® In a detailed study for the National Minimum Wage Research
Initiative (NMW-RI), Finn (2015:37) removed implausible outliers from
labour force survey data and cal cul ated the mean wage to be under R8,200
in2014 (ieabout R8,500/monthin2015 prices), ieslightly lower thanthel LO’ s
figure. Coleman, in stark contrast, cited the Quarterly Employment Survey
of firmsfor 2011 that suggested a mean monthly wage of R13,284. Taking
inflationinto account (but not allowing for any real increase over time) this
isthe equivalent of about R16,500in 2015 prices, ieitiscloseto doublethe
data provided by the ILO and Finn. Whilst it is likely that labour force
surveys in South Africa do underestimate a range of earnings, the firm
survey data simply cannot be used to estimate mean earnings given their
minimal coverage of low-earners (and possible over-reporting of higher-
earners).

Househol d-based |abour force surveysmay underestimate someworkers'
earnings, but the available evidence suggests that thisis much more likely
to be the case among higher-earning workers in formal employment than
among lower-earning workers. Househol d-based labour force survey data
onmedianwagesarethereforemorelikely to be accurate than dataon mean
wages (see Seekings 2016c). Given that we use household survey data for
our cross-country analysis, South Africa's relative position will be
unaffected by such under-reporting insofar as other countries are similarly
affected.
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The ILO does not report median wage data for South Africa. Finn,
however, calculatesthe median at R3,224/monthin 2014 (2015:37). Thisis
slightly higher than the estimated median wage for 2015 suggested by the
South African National Treasury (R3,145/month) (MacLeod 2015) and is
about the same (inreal terms) asthe estimate suggested by theNMW-RI for
2015 (R3,347/month) (NMW-RI 2015).

The ratio of NMW to mean wages
Coleman (for Cosatu) argued that ‘international norms' regarding theratio
of minimum to average wages indicate that South Africa ought to raise
minimum wages. He cal culated that the ratio of minimum to average wages
in South Africawasabout 20 per cent, compared to 40-50 per centin OECD
countries (and, after big increases, Brazil) (2013:34). His proposal that the
NMW beset between R4,800 and R6,000 per month (in 2011 prices) wasbased
on this 40-50 per cent ‘norm’. Coleman later reported that Cosatu had
‘expressedtheview that R4,500isauseful benchmark, becauseit approximates
the minimum living level and is about 40% of the average national wage’
(supposedly ‘aninternationally used yardstick’) (Coleman 2014a).
Asnoted earlier, Coleman’ sestimate that South Africa’ sminimumwage
was only 20 per cent of the mean was based on his use of firm survey data
that massively overestimate mean wages. The ILO data (from household
surveys) suggest that the average South African minimum wage was about
36 per cent of themeanwagein 2011, dropping to about 30 per centin 2013.
Finn'sdatasuggest that theratio was about 32 per cent in 2014 (Finn 2015).
This is below the 40 per cent benchmark recommended in some ILO
publications, and is low in comparison with most other middle-income
countriesin2012 and 2013 (see Figure 1). Theminimumwagefor non-metro
domestic workersiseven lower in relation to the mean wage (at 18 per cent
in 2013, usingthelL O estimated mean, or 20 per centin 2014, using Finn's).
The range of minima proposed by Coleman and Cosatu is much higher.
Coleman’ sproposed range (in2011) of R4,800-6,000/month corresponded to
between 80 per cent and 99 per cent of the ILO’s mean wage for that year.
Cosatu’ sproposed range (in2015) of R4,125-5,276 corresponded to between
42 per cent and 54 per cent of our estimate of the mean wagein 2015, based
on the extrapolation of the ILO datafor earlier years.®
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Figurel: Ratioof minimumtomean wages, and unemployment r ate,
2012/13.
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The ratio of NMW to the median wage

Comparing minimum wagesto median rather than mean wagesremovesthe
distorting effect of thevery high earningspaidtotheprivileged elite (which
pull up the mean wage). Figure 2 shows labour force survey datafrom the
ILO ontheratio of minimumto medianwagesfor all countriesfor whichdata
areavailable, and using Finn’s estimate from the labour force survey of the
median wage in South Africa. Figure 2 shows that the ratio of minimum to
median wages in South Africaistowardsthetop end of the set of countries
in the ILO dataset. At 85 per cent, it is well above the 50 to 60 per cent
benchmark suggested by Bel ser and Sobeck (2012). Itissubstantially higher
thantheratioinBrazil (58 per cent). When Germany introduced itsminimum
wage in 2015, it was set at about 50 per cent of the median for full-time
workers.® When the UK introduced its NMW, it was set at 46 per cent; by
2010it hasrisento 52 per cent. Indeed, theratioin South Africaishigher than
inevery OECD country (Manning 2012).

In South Africa, eventhe minimumwagefor domestic workerswas50 per
cent of themedianin 2014-15. Coleman’ soriginal proposalsof R4,800-6,000
(in2011) would raisetheratio of the minimum to the median far above any
other country with labour forcesurvey datainthe | L O database: 176 per cent
and 220 per cent (adjusted for inflation). Even Cosatu’ s more modest 2015
proposals(R4,125-5,276) corresponded to between 122 and 157 per cent of
the median, the midpoint of which is higher than the ratio in every other
country except the Philippines (see Figure 2).

Theratio of NMW to GDP per capita

Benchmarking minimum wages against the median wage is better than
benchmarking it against the mean wage but both measures ignore the
unemployed and thus al so the claimsthey make on national resources. South
Africa has a very high rate of unemployment (see Figure 1), with about a
quarter of the labour force unemployed and seeking work (and thisis not
counting the ‘discouraged’ unemployed who have stopped looking). If we
took these people into account by including them in the wage distribution
as zero earners, then both the median wage and the mean wage in South
Africawould be reduced massively, to about R1,500/month and R6,000/
month respectively in 2015. In most countries, where unemployment rates
arelow, including theminthecal cul ation of mean and median earningsmakes
littledifference. In South Africa, it would make an enormous difference.

Another way of taking the unemployed into account isto benchmark the
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Figure2. Ratioof minimum tomedian wages
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minimum wage not agai nst median or mean wage earnings, but against GDP
per capita, ietotal incomedivided by thetotal popul ation (employed people,
unemployed peopleand their dependents). Dataon GDP per capitahavethe
additional advantage of being more reliable than wage data. Saget (2008)
suggeststhat theinternational normisaratio of minimum wageto GDP per
capitaof between 30 and 60 per cent. Figure3reportstheratio of (annualised)
minimumwagesto GDP per capitainmiddle-incomecountriesin 2013. South
Africa sratio (using the IL O estimate of the minimum) —at 45 per cent —is
inthemiddleof Saget’ srange. Itissignificantly higher thantheratioin Brazil
(32 per cent) andiscloseto the median for middle-income countries (48 per
cent).! It isalso identical to theratio for Germany (not shown in Figure 3,
but see Table 2).

The existing minimum wage for anon-metropolitan domestic worker in
South Africawas, in 2013, just 27 per cent of South Africa’ SGDP per capita,
which is very low in comparison with other countries. The NMW levels
proposed by Coleman and Cosatu, however, are very high by international
standards. Coleman’ soriginal proposal s(adjustedfor inflation) corresponded
t0 98-123 per cent of GDP per capitain 2011, and Cosatu’ s 2015 proposals
corresponded to 67-86 per cent of GDP per capita.'?

If South Africa’ sminimumwagewasset (in 2015) at the same proportion
of GDP per capitaasBrazil (32 per cent) it would be R1,961/month, andif it
was set at the same proportion of GDP per capitaasisthe casein Germany
(45 per cent) it would be R2,758/month. Even these levels do not take into
account the fact that the ratio of minimum wagesto GDP per capitatendsto
riseasacountry develops. Figure 4 plots minimum wages (as measured by
the ILO) against GDP per capitafor middle-income countries. The overall
relationshipisstrongly positive. Figure4 showsthat South Africa’ sminimum
wagein 2013 wascloseto thevaluepredicted by theoverall relationship for
middle-income countries, providing further evidence that South Africa’s
existing sectoral minimum wages are not out of line with appropriate
international norms. Giventhat South Africa’ sGDP per capitaisonly 80 per
cent of Brazil’ s, onewould expect that itsratio of minimumwagesto GDP per
capitawould belower thaninBrazil. Giventhat GDP per capitain South Africa
is less than one quarter of Germany’s, one would expect that the ratio of
minimumwagesto GDP per capitawould bealot lower in South Africathan
in Germany. Y et the ratio of existing minimum wagesto GDP per capitais
aready higherin South Africathanineither Brazil or Germany. Theproposals
from Coleman and Cosatu would haveraised theratioin South Africaeven
higher.

11
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Figure3. Ratioof minimum wagesto GDP per capita, middleincome
countries, 2013
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Figure4: Minimum monthly wagesand GDP per capita(inter national

dollars)
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Changes over time: Brazil and South Africa compared

Coleman and Cosatu recognisethat their proposal sentail amassiveincrease
in minimum wages in South Africa. That, of course, istheir intention. One
of their defenses of a massive increase is that the Brazilian experience
supposedly ‘ shows' that minimacan beincreased massively without having
adverse effects. The real value of the NMW in Brazil was indeed doubled
between 2003 and 2012 (see Figure5), aswasal so the casein Argentinaand
Uruguay.®®

AsFigure5 shows, thereal value of minimumwagesin South Africaal so
roseover thisperiod. Thel LO’ saverageminimumwagewashigher (interms
of purchasing power) than the Brazilian NMW in 2003 and was still higher
tenyearslater. Figure5 also reportsthereal value of South African sectoral
minimain the low-wage sectors of (rural) domestic work and agriculture.
Even these minimarose steadily, although not as fast as Brazil’sNMW, at
least until 2013, when thelowest minimum for farm workerswasincreased
sharply toalevel abovethe Brazilian national minimum. TheECC, worried
about employment effects, decided not to raise the minimum for domestic
workersin rural areas (ie the lowest sectoral minimum in South Africa) as
rapidly asthe minimum for farmworkers, but did resolvetoraiseit steadily
inreal terms(by 4.5 per cent pa). Giventhisand theeconomic crisisin Brazil,
thegap in purchasing power between thelowest sectoral minimum in South
AfricaandtheNMW in Brazil can be expectedto shrink significantly (whilst
thegap between theaverage sectoral minimumin South Africaand theNMW
inBrazil will widenagain).

Finally, theincreasesin minimum wagesin Latin Americadid not raise
themto anywhere near the proportion of median wagesasisal ready the case
in South Africa. InBrazil, theNMW wasrai sed from 44 per cent of themedian
wagein 2003 to 50 per centin 2011. Therisein Argentinawasfrom 39to 53
per cent (2003-2012). In Uruguay, it wasfrom 18to 37 per cent (2004-12) and
inChileitwasfrom49to 60 per cent.** By comparison, aswe saw above, the
ILO average minimumin South Africain 2013 was morethan 80 per cent of
the median wage.

14
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Figure5: Minimum Wagesin South Africaand Brazil (adjusted for
purchasingpower)

Monthly minimumwages in S PPP
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Coverage

The ILO has not, to our knowledge, proposed that coverage be taken into
account when setting thelevel of aNMW or wage minima, but the comparison
of coverage doesindicate therole that minimaplay in the labour market as
awhole. By ‘coverage’, we do not mean the level coverage of minimum
wages. By definition,aNMW hasuniversal coverage. Rather, we mean the
proportion of wage-earners who are or would be affected directly (and
perhaps indirectly) by the level at which a NMW is (or minima are) set.
Workersalready earning wagesat or abovethe minimumwill not beaffected
directly by the minimum, although there might be anindirect effect if their
wages are nudged up further above the minimum.

In the UK, Manning (2012) reports that a ‘generous estimate’ of the
proportion of workersaffected directly by theNMW in 2011 was5 per cent.
Indirect or spillover effectsmight benefit asmany asan additional 10-15 per
cent of workers, ie workers up to the 15" to 20™ percentiles of the earnings
distribution. In Germany, only 7 per cent of workerswere, in 2012, paidless
than €8.50, iethelevel at whichtheNMW waslater introduced. Preliminary
studies of the impact of the NMW suggest that it raised the wages — ie
directly andindirectly —of 15 per cent of workers. In Malaysia, the minimum
wage introduced in 2013 was set at alevel that also affected 15 per cent of
workers.*®In each of Brazil, Uruguay and Chile, the NMW appearsto affect
directly lessthan 10 per cent of workers; in Argentina, it appears to affect
alittle more than 10 per cent. Some workers with wages above the NMWs
benefit indirectly, however, through spillover and ‘lighthouse’ effects.®

Finn's analysis of the distribution of earnings in South Africa (using
Labour Force Survey datafor 2014) allows usto assess how many workers
would be affected by a NMW set at various levels (see Finn 2015:51). A
NMW set at R2,500 would affect about oneinthreeworkers, including most
domestic and agricultural workers. The NMW proposed by Colemanwould
have affected about two in three workers. The NMW proposed by Cosatu
in 2015 would affect between 55 and 65 per cent of workers. It isclear that
the proportion of workers affected by any of these proposed NMWswould
bevery muchlarger than the proportionsaffected in other middle-incomeor
advanced capitalist countries.

Thisisimportant in terms of the purpose of aNMW. The purpose of the
NMW inmost countriesistoimprovethewelfareof theultra-poor. In South
Africa, Coleman and Cosatu envisage using the NMW not to improve the
welfareof theultra-poor but to transform most of thewagedistribution. This
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is, to the best of our knowledge, unprecedented internationally and
historically.

Benchmarking the cost of living

ThelLOrecommendsthat minimum wagesbe set taking into account the cost
of living, but does not presume to recommend precisely how the cost of
living should be calculated. In South Africa, advocatesof avery highNMW
point to the high cost of living in South Africa. Cosatu (2015), for example,
declares that the poverty line is a ‘key benchmark for setting a NMW’.
Cosatu points to studies suggesting that the poverty line for afour-person
household in South Africa was (in 2015) R5,276, as well as to a study
conducted by Finnfor theNMW-RI. Finn showed that asignificant minority
of workers live in households with incomes below a poverty line set at
R4,125/month.'” Finn notes that setting a NMW at R4,125/month would
bring ‘an average poor household with at |east one wage earner up to the
poverty line’ (Finn2015:47, seealso Isaacs 2015).

Setting aNMW at these levelsin South Africawould mean setting it far
higher in terms of purchasing power than in any comparable economy
elsewhereintheworld. InBrazil, theminimumwagein 2014 was 724 reisper
month, which in terms of purchasing power was worth R2,198/month in
South Africa. In2015, the Brazilian minimumwagewasraised to 788 reisper
month, worthR2,392 per month. TheBrazilian minimaaremuchlower, interms
of purchasing power, than the NMW proposed by Cosatu in South Africa.
Indeed, in terms of purchasing power, South Africa’s existing sectoral
minimaareremarkably inlinewiththeBrazilianNMW.

The NMW in Brazil in 2015 was almost exactly the same, in terms of
purchasing power, asthe L O’ sestimate of the average of the minimaset by
the ECC in sectoral determinations the previous year, 2014 (ie R2,362/
month). TheBrazilian NMW wasin termsof purchasing power, about 15-30
per cent higher than the lowest sectoral minimum wage set by the ECC in
South Africa(for domestic workers outside of the metropolitan areas). But
the Brazilian NMW was lower than the minimum wage set by the ECC for
workers on farms (R2,606/month from March 2015), in contract cleaning
(R2,683/month from January 2015) and various other sectors. TheNMW in
Brazil wasal solower intermsof purchasing power than theaverage minimum
set by bargaining councils (R2,732/month). It waslower than the minimum
wage set by ministerial extension in the South African clothing industry
(R2,638/month) and was considerably lower than the minimum wage for
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qualified machinistsintheclothingindustry in Cape Town (R3,834/month).
If South Africawasto set aNMW in 2015 with the same purchasing power
as the Brazilian NMW, it would be set at R2,392, which would make no
difference to workers in most of the sectors regulated through either
bargaining councils (and ministerial extensions) or the ECC. As Figure 4
showed, minimumwagestendtoriseinlinewith GDP per capita, and South
Africa' s existing sectoral minima are very much in line with the global
pattern.

Simplistic invocations of the poverty line ignore the fact that the
relationship between wages and poverty is mediated through employment:
households can have incomes below any poverty line either because
working household members have low earnings or because household
membersare unemployed and not earning anything. Householdscan and do
rise above the poverty line through multiple earnings, despite the fact that
individual workers earn low wages. In South Africa, the very high rate of
unemployment among the poor meansthat job creation isasimportant as—
or is even more important than — raising the wages of the working poor.
Studies such as Finn’ sthat neglect the effects on poverty-reduction of low-
wage job creation exaggerate the importance of wages. Finn in fact did
acknowledge that he did not consider theimpact of NMWs on employment
(or other dynamic economic effects on poverty, including through raising
the cost of living), and referred readersto adynamic micro-simulation that
found that higher minimumwagesarelikely to have only amarginal impact
oninequality, that joblossesarelikely to affect the poorest among minimum
wageworkersand that because of thisand rising prices, increasing minimum
wages are ‘not an effective anti-poverty tool in South Africa’ (Pauw and
Leibbrandt2012:771).%®

South Africa in comparative context

Coleman and Cosatu focus on the ‘benchmark’ that is most favourable to
their ambitions. South Africa’ shighly unequal wagedistribution meansthat
the ratio of current minimum wages to mean wage islow by international
standards (although not nearly as low as Coleman suggested originally,
using misleading dataon meanwages). By other moreappropriate benchmarks
(including relative to GDP per capita), however, South Africa’s existing
sectoral minima look high in comparison with other countries, and the
proposals by Coleman and Cosatu would raise them even higher. These
comparisonsare summarisedin Table 1.
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Why benchmark? International evidence on the direct effects of
minimum wages on employment

The value of international benchmarks is to suggest what is ‘normal’ and
feasible. Their relevance therefore depends on whether the conditions and
challengesinthe specific case— South Africa—aretypical of the broader set
of global cases. The ILO points to two sets of factors that should be taken
into account when setting thelevel of minimumwages: the* needsof workers
and their families' and ‘economic factors'. Above we have shown South
Africa' s existing sectoral minima are broadly in line with international
practicein termsof purchasing power. We also showed that South Africa’s
existing sectoral minima are high in relation to both GDP per capita (ie
national resources) and median wages, although they arelow in relation to
mean wages. We showed that aNMW set at thelevel of theexisting average
sectoral minimawould affect amuch larger proportion of workersthan the
NMW inother countries. Thisleavesone, crucially important question: are
international benchmarks useful in taking ‘ economic factors’ into account
in setting the level of minimum wages?

Cosatu (2015) argues that the ‘international experience’ does not show
that ‘aNMW wouldleadto highlevelsof jobloss . Coleman arguesthat both
international and South African evidence shows that anxieties over job
destruction are misplaced, and goes asfar as claiming that every purported
link between high minimaand unemploymentisa‘myth’ (Coleman 2014b).
Inthisview, theinternational experienceand literature showsthat thelevel
of aNMW doesnot affect directly job destruction or creation. Theonly way
in which ‘economic factors' are relevant is through the indirect effects of
changes in wages on economic growth (which we shall examinein alater
section below).

Thisview entailsaseriousmisreading of theinternational experienceand
literature, and leads Cosatu to gross complacency over the risk of job
destructionin South Africa. Whileitistruethat there hasbeen awidespread
backlash among economists against the view, rooted in theory, that wage
regulation necessarily reduces employment, a wide range of progressive
and other economistsand policy-makersnonethel essrecognisethat raising
wages above a certain level is likely to contribute to job destruction. The
higher thelevel at whichminimaareset, thehigher therisk of job destruction.

Theview that wage regul ation necessarily resultsin job destruction was
challengedinthemid-1990sby Card and Krueger (1994), using evidencefrom
theUSA. They employed adifference-in-difference comparison, contrasting
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the change in employment in firms in a sector and area covered by an
increased regional minimumwagewiththechangeinemploymentinacontrol
group of employers in the same sector but in an area not affected by the
increased minimum. In onecase, they found that arai sed minimumwagewas
associated with relative employment growth. The Achilles heel of this
methodology was the quality of the counterfactual comparison. Neumark
and Wascher (2008) comprehensively reviewed research fromthe USA and
concluded that the evidencefor positive employment effects was poor, and
evidence of modest negative employment effectson unskilled employment
was strong (see also Neumark, Silas and Wascher 2014). More recent
evidencefromthe UK aswell aspreliminary evidencefrom Germany suggests
that minima set at modest levels did not destroy jobs.°

A seriesof recent studiesinthe USA hasargued that negative employment
effects may have been underestimated because studies have focused too
much on short-term changes in employment. Sorkin (2015) suggested that
the demand for labour might beinelasticinthe short-term, but elasticin the
longer-term, as employers substitute capital for labour. Meer and West
(2015) argue that minimum wages affect employment over time ‘through
changes in growth rather than an immediate drop in relative employment
levels'. Using datafrom three administrative panel datasetsfrom the USA,
over the period 1975-2012, they found that the negative employment effect
peaks three or more years after the relative increase in minimum wages.
Aaronson, French and Sorkin (2015) examined the mechanismthroughwhich
firmssubstitutecapital for labour. They found that existing employers(often
family-owned businesses) in the fast-food restaurant industry are unable
easily to substitute capital for labour inresponseto minimumwageincreases,
but new employers (who are typically restaurant chains) can do so. Even
over the short-term, industries adjust to changed wages through the exit of
more labour-intensive employers and the entry of less labour-intensive
ones. Inlight of thisresearch, The Economist backed away fromitsearlier
endorsement of minimum wages, concluding that evidence of modest short-
term effects might be a ‘poor guide’ to the long-term effects of large
increases.?

Evidence from developing countries suggests even more strongly that
policy-makersexercisecautioninraisingwageminima. ThelLOisemphatic
inconcluding that minimumwageshavehad small or no effectsonemployment
indevel oped countries, but concludesthat employment effectsin devel oping
countries depend on the economic context, thelevel of the minimum wage,
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enforcement, and the ' labour market peculiaritiesandinstitutionsprevailing

in each country’ (2013:49). A World Bank study goes further:
The clear mgjority of developing-country studies find some adverse
employment effects, but thisisnot alwaysthecase. ... Not surprisingly,
researchers tend to find that employment effects are generally more
significant at the segment of the wage distribution where the minimum
wage actually ‘bites'.... A negative employment effect can extend
beyond workers earning around the minimum wage, but it tends to
dissipate as one moves up the wage distribution. (Betcherman 2014:8)

The primary losers are therefore young workers and women, the less
skilled, and workersinsmall firms. Thisstudy concurswiththe L Othat the
effects are often modest either because of non-compliance or because
minimaareset at low level s, anticipating employment effects. Largeincreases
in minimahave tended to have substantial negative effects on employment
especially when demand for labour wasweak (for example, in Colombiainthe
1990s) (2014:10).

Minimumwageincreasesinthe USA, UK, Germany and most devel oping
countries rarely had dramatic effects on aggregate employment because
policy-makers usually take likely employment effects into account when
they set thelevel of theminimum: ‘ policy-makersareaware of thepotential
harm of very high minimum wages, so they tend to set them at areasonable
level, roughly in linewith prevailing market wages for unskilled workers’
(Freeman 2010, cited in Betcherman 2014). Showing that minimum wages
usually havealimited effect on employment tell susmore about the decision-
making of the wage-setting institutions than it does about the general
relationship between wages and employment. As Freeman emphasi ses,
finding that minimum wages generally have modest negative effects on
employment ‘ does not mean that demand curves do not slope downward or
that ahigh minimumwage cannot decimate employment’ (2010: 4,667). Even
Card —widely acknowledged as achampion of minimum wages—isquoted
as saying that ‘if you raise the minimum wage alittle — not a huge amount,
but alittle —you won’'t necessarily cause a big employment reduction’ .

The case of Brazil isoften cited as demonstrating that wage minimacan
beraised without destroyingjobs. InBrazil, steady real increasesin minimum
wagesdid coincidefor awhilewith declining unemployment and even ashift
frominformal toformal employment. But minimumwagesremained modest
(aswe saw above) and employment trends were made possible by unusual
and probably unsustainable macro-economic expansion (as we discuss
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further below).

The South African evidence on therel ationship between minimumwages
and employment is also ambiguous. The ECC had generally exercised
caution in raising minimum wages, out of concern about job destruction
(Seekings 2016b). Econometric analyses suggest that limited increasesin
non-tradabl e sectors (ie sectors producing goods or servicesthat cannot be
traded across borders, so South African firms and workers do not compete
with imports, eg domestic work) have generally had modest effects on
employment (Bhorat, Kanbur and Mayet 2013). Thissuggeststhat the ECC
generally struck agood bal ance between wages and employment (although
methodol ogicial weaknesses in the econometric studies might result in an
underestimation of job destruction). Tradablesectors(including agriculture
and clothing manufacturing) have been more susceptibletojob destruction,
however (Bhorat, Kanbur and Stanwix 2014, Conradie 2007, Murray and van
Waalbeek 2007, Nattrass and Seekings 2014). The evidence thus suggests
that the labour demand curve slopes downwards at modest wage levelsin
some but not all sectors (see also Pauw and Leibbrandt 2012). Given that
South Africa has an exceptionally high unemployment rate, and
unemployment affects disproportionately the poor, it isappropriate for the
ECC, trade unions and government to be very concerned about the risk that
high minimum wages would lead to job destruction (and perhaps the
destruction of entire sectors, especially tradable sectors such as clothing
manufacturing). South Africaneedsto pay special attentiontowhat thelLO
Minimum Wage Fixing Convention callsthe ‘desirability of attaining and
maintaining ahigh level of employment’.

Minimum wages, economic growth and the economic growth path
Cosatu (and Coleman) have onefinal defence of very high minima. Intheir
view, massiveincreasesin minimum wageswoul d generatewage-led growth,
perhapsthrough wage-related productivity increases. Asthe (then) general
secretary of Cosatu put it, ‘we must pay higher wagesthat will stimulatethe
demand for locally produced goods', adding that the manufacturing sector
had lost jobs * because workers can’t afford [the goods] because of the low
pay’ (quotedinZwane2014).2?Insupport of thisargument, they citethe case
of Brazil, where wages hel ped to fuel economic growth until recently, and
point also to the German experience. Unfortunately, these arguments
misunderstand the possibilities for and constraints on economic growth in
countries such as Brazil, Germany and South Africa.
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Theoretically, wage-led growthispossibleif employersare compensated
sufficiently for the higher wages they pay workers by increased sales due
to the increased demand for their products that in turn results from higher
wages acrossthe economy asawhole. Theideahereisthat higher domestic
sales will generate sufficient profits and funds for investment that output
and employment and output rise (M arglinand Bhaduri 1990). Employersmay
invest to raise productivity, but jobs will be not be destroyed as long as
demand risesat least asfast as productivity. This, however, islesslikely in
an open economy as some of the beneficial impact of increased demand on
jobsislost through imports (Bowles and Boyer 1995).

Duringthemid-2000s, Brazil did experience demand-led growth, fuelled
by rising minimum wages (see Figure 5), rising social security payments
(including old age pensions, Bolsa Familia and other programmes, fuelling
demand without increasing labour costs) and domestic savingsthat sufficed
to finance investment. This helped cushion the impact of the 2008 global
financial crisis, especially onthepoor (ILO 2011, Serrano and Suma2011).
But this wage- and social-security-led growth dramatically ran up against
the constraints of weakening global demand, falling commaodity prices, an
excess of consumption over investment, and domestic inflation. By 2013,
Brazil wasrunning alarge current account deficit (see Table 2) asdomestic
demand fuelled imports. The deepening fiscal deficit compelled the
government to austerity measures. Investment remained sluggish. The
Brazilian economy first stagnated (intheearly 2010s) and then collapsed (in
2014-15).

South Africaalso experienced a surge in domestic demand at thistime,
with household consumption and government consumption at much the
samesharesof GDPasinBrazil (see Table 2). Demand wasboosted by both
wages and debt. Rising sectoral minima (see Figure5) contributedtorising
wages. Economic growth was sluggish, however, and the economy
experienced massivejob destructionin 2008-09. LikeBrazil, South Africaran
acurrent account deficit, as domestic demand fuelled imports (indicating
that South Africaremained supply- rather than demand-constrained).

Germany wasin avery different situation. Table 2 shows that the share
of consumer spendinginthe GDPwaslower in Germany thanin South Africa
and Brazil, and that the country was running a significant current account
surplus. Unemployment waslow. Therewas some macroeconomic roomfor
higher wages (through a NMW) to boost domestic demand.
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Evenin Germany, whereunemploymentislow, thenational minimumwage
was introduced only after widespread consultation and concern about
potential joblosses. Germany hasalongtradition of co-determination. Trade
unions and employers concurred that the NMW should be set at a level
consistent with maintai ning German economic competitiveness. Wagesin
Eastern Germany are typically lower than in West Germany, but even in
Eastern Germany the national minimum wage of €8.50/hour was generally
not seen as a threat to employment. For example, the largest low-wage
employer intheformerly East German city of Erfurt—Amazon’ sonlinesupply
depot —wasalready paying €9.50/hour, set by collectivebargaining withthe
workers on the understanding that anything above that would result in the
firmrel ocatingto Poland.Z Germanjobsmost at risk from anational minimum
wage were restaurant waiters/waitresses, taxi drivers, and part-time * mini’
jobs, ie jobs (mostly aimed at married women wanting to work part-time)
paying up to €450/month, the cut-off salary above which social security
contributions needed to be made by employers.

Asof May 2015, indicationswerethat the new national minimumwagehad
caused somejob losses (notably with regard to mini-jobs), but that thesejob
losseswere more than offset by the effects of continuing economic growth
(Tiefensee 2015).2* German export competitiveness was not affected but
there was anecdotal evidence that taxi fares and restaurant prices had
increased in some cities because of the new national minimum wage. The
Confederation of German Employers’ Associations(BDA), whichhadinitially
opposed the introduction of a national minimum wage, argued that the
biggest challenge for employers was not the hourly wage rate per se but
rather thebureaucratic costsof compliance (because employersarerequired
to keep detailed records of wages and working hours).?®

Unlikein South Africa, whereemployersaretreated with suspicionif not
hostility by labour and government, great care was taken in Germany to
assist employers with the introduction of the national minimum wage. A
hotlinewascreated for workersand empl oyersto obtai n adviceand assistance
and variousvul nerabl e occupationswere provided additional flexibility and
time to comply. Wages of below €8.50/hour could continue for up to two
years if these were the result of a collective agreement, and some sectors
such as newspaper delivery, meat packing and agriculture were also given
an additional two yearsto comply (German Federal Ministry of Labour and
Social Affairs2015: par 1.7-1.9).26 Thenational minimumwagedid not apply
to those in apprenticeships or enrolled in measures to promote their
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participation inthelabour market (par 2.1).

In short, the national minimum wage was set in Germany at a level
specifically designed not to threaten its national competitiveness, in away
that was flexible to the needs of different sectors, and in the context of a
welfare system that provides income and job-related support for those in
vulnerable occupationswho may lose their jobs. Indications arethat it was
a successful policy in that employment continued to grow, social security
contributionsincreased and many |ow-wage Germanworkersbenefited from
rising incomes without losing their work. The impact on employment and
profitability in foreign owned firms (which had previously been paying
bel ow minimumwagesand whichwereakey target of the German NMW) is,
however, unknown. In any event, if there are to be any ‘lessons’ for South
Africafromthisexperienceitisthat any proposed NMW should be set only
after widespread consultationwith all interest partiesincluding small aswell
as large employers from across the whole country, that it should not
undermine competitiveness, and it should be introduced gradually and
flexibly where there is concern about job losses, and that there should be
adequate welfare support for the unemployed in place.

Conclusion

There are good reasons for South Africa to ensure that its system of
regul ating minimum wagesbecomesnational through the setting of aNMW
that serves as a floor for workers in all sectors. Some workers, in some
sectors, are currently covered by neither the minimaset through collective
bargaining nor the minima set by the ECC. A NMW would ensure that no
workersslip through the cracksin the system. I nternational evidencetends
to suggest that aNMW set at amodest level, with due regard for effectson
job destruction, would improve the welfare of the working poor and their
dependents.

The challenge isto determinethe appropriatelevel of aNMW, whichin
turn requiresadecision onthe proceduresto befollowed in setting thelevel
of aNMW. Cosatu and Coleman advocate very high NMW, and justify this
in terms of their preferred international ‘ benchmark’, the cost of living in
South Africa, and the purported global consensus that a NMW never
destroys jobs but instead is in fact good for economic growth and job
creation.

None of these claims stands up to close scrutiny. First, Cosatu and
Coleman select only oneinternational benchmark (theratio of theNMW to
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mean wages), ignoring other benchmarksrecommended by thelL O (theratio
of the NMW to median wage and to GDP per capita) or that might otherwise
be taken into account (coverage), and without considering the
appropriateness of different benchmarks. They also use obviously
inappropriate data (from firm surveys) to exaggerate how relatively low
South Africa’ sexisting sectoral minimaarein relation to mean wages. The
other international benchmarksshow that existing sectoral minimaareinfact
high relative to international benchmarks.

Secondly, South Africa’ sexisting sectoral minimaarenot low intermsof
purchasing power in comparison with minimain other countries at similar
levels of development, such as Brazil. Thirdly, the predominant view on
minimum wages and job destruction globally isthat minimaset taking into
account likely job destruction rarely result in aggregate job destruction
(although they can destroy jobs for unskilled workers), but a NMW can
certainly beset at alevel that would cause massivejob destruction. Finally,
the global experience is that wage-led growth is sustainable and poverty-
reducing only in contexts where unemployment rates are low, domestic
consumptionisinitially low as a share of GDP, and thereisno pressure on
thecurrent account. All three conditionsexistin Germany, only someof them
existed in Brazil (henceits plunge into economic crisis) and none of them
existin South Africa.

Perhaps most importantly of all, Cosatu and Coleman’ sproposalsfor the
procedures for setting the NMW are completely out of line with global
experiences. The ILO is clear in its recommendation that the minimum or
minimabe set through aconsultative processinvolving employers, workers
(through trade unions) and independent experts appointed by the
government. This is how the South African ECC is constituted. Cosatu,
however, demandsthat the NM W be set through anational political process
(inwhichit, of course, wields considerableinfluence) without any recourse
toindependent experts(who Cosatu dismissesas’ conservativetechnocrats').
This is a procedure which ensures that an NMW is set according to the
balanceof political power between big businessand Cosatu, without regard
for job destruction and the effects on the poor and small businesses. Few
countries in the world set minima through such as a nakedly political
process. The most prominent of theseisthe USA —astrangerole-model for
Cosatu to emulate.

International experience suggeststhat South Africa’ sexisting system of
minimum-setting needs to be strengthened, not replaced. The minister of
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Labour can instruct the ECC to recommend a minimum wage to cover all
workers who are not covered by any existing sectoral determination (set
through the ECC) or a minimum set through bargaining councils and
ministerial extensions. The ECC isrequired, under the Basic Conditions of
Employment Act, to takeinto account thefactorsrecommended by thelLO,
iethe needs of workers and economic factorsincluding especially possible
job destruction. Trade unionsarerepresented inthe ECC, and can makethe
casefor ahigher minimum. Theresulting minimumwould serveasaNMW,
except in caseswheretrade unionsthemsel veshave agreed tolower minima
in bargaining councils. The ECC would continue to set higher sectoral
minima in sectors that could afford higher wages, and trade unions could
continue to push for higher wages and a reduced wage gap through
bargaining councils (backed up by strike action if and when they deem this
tobeintheir members’ interests). SettingaNMW does not require any new
legislation nor any new institution nor any recourse to an inappropriate
political process.

Wage-setting institutions do require some reformsif they areto protect
vulnerableworkerswithout destroyingtheir jobs. First, the Labour Relations
Act needsto bereformed to ensurethat theinterests of small businessesare
taken into account more effectively in bargaining councils. Secondly, the
extension mechanism provided under the LRA needs to be reviewed,
requiring the minister of Labour to take job destruction into account when
extending collective agreementsreached in bargaining councils. Thirdly, the
Department of Labour and especially ECC require substantial additional
resourcing in order to allow more substantial research on thelikely benefits
and risks of new wage minima. The contrast between the minimal research
capacity of the ECC and the considerable capacity of (say) the Low Wage
CommissionintheUK isvery striking. Itispossiblethat improvedinformation
would justify higher minima than at present in some sectors (such as
domesticwork).

Recognising that a high national minimum wage is not a panacea for
poverty in the South African context does not mean that nothing more can
be done about poverty or inequality. On the contrary, redistributing from
rich to poor through tax-financed social assistance and job creation
programmes (whether through wage subsidies or public employment
programmes, and perhaps even an employment guarantee schemeasinrural
India) serves to reduce the disposable income of the rich and increase the
disposableincome of the poor without increasing labour costs. Poverty and
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inequality can thus be reduced without undermining international
competitiveness or incentivising employersto substitute capital (and more
skilledlabour) for lessskilledlabour. Policy reformslikethesereally do have
the weight of international experience behind them.

In South Africa, the real earnings of higher-earners — including many
membersof trade unions—haverisen considerably sincetheend of apartheid
(Wittenberg 2014, Seekings 2015a). Finn reports that the ratio of wage
earnings of richest to poorest decileswas 15 in South Africa, as compared
to 7 in Brazil (Finn 2015:32). Setting a high NMW would reduce wage
inequality, but at the cost of fewer jobs for relatively unskilled people. A
preferable way of addressing earningsinequality isto restrict bonuses and
raisemarginal incometax rates. Between 1998 and 2002 South Africa’ stop
personal incometax rate was decreased from 45 per cent to 40 per cent and
effective personal incometax hasremained below its peak of 20.6 per cent
in 1999/2000 (South Africa2015:46). The Davis Tax Committee concluded
that ‘there appears to be some scope to increase taxes on capital income,
marginal personal incometax andindirect taxessuchasfuel leviesand VAT’
(47). A small increasein personal incometax waseffectedinthe 2015 budget.
Further increases in progressive income taxation should be considered as
part of awider strategy to fund poverty-reduction, especially through job
creation including an expanded public works programme (Seekings and
Nattrass2016).

Notes

1. Coleman’s paper was presented to the CEC in May 2012 (Coleman 2012a). A
revised version was presented at aconferencein Cape Townin September 2012
(Coleman 2012b) and published as a Working Paper by the ILO in November
2013 (Coleman 2013). Pagereferencesareto the version published by the ILO.

2. SeeColeman (2013:1,fn1);COSATU callsforincreaseto minimumwage', Mail
& Guardianonline, March 12, http://mg.co.za/article/2013-03-12-cosatu-calls-
for-increase-to-minimum-wage (accessed May 16, 2015).

3. ‘Domestic worker minimum wage increases from 1 December 2015, http://
www.|abour.gov.za/DOL /downl oads/l egi sl ation/sectoral -determinati ons/basi c-
conditions-of-employment/domesticwages_dec2015.pdf (accessed March 24,
2016).

4. Carol Paton, ‘ Minimum wage negotiations proceeding well, says Ramaphosa’,
Business Day Live, September 3, 2015, http://www.bdlive.co.za/national/
labour/2015/09/03/minimum-wage-negotiations-proceeding-well-says-
ramaphosa.
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10.

11.
12.

13.
14.
. Presentationsat NMW-RI workshop, Wits, February 2016, by Gabriele Sterkel

15

16.
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‘ Stateof theNation Address2016’, February 11, 2016, http://www.news24.com/
SouthAfrica/News/full-speech-state-of-the-nation-address-2016-20160211.
Later in the debate, however, Ramaphosa seemed to suggest that the minimum
wage was good because it would boost demand; see Wyndham Hartley and
BekezelaPhakathi, ‘ We sidewith aminimumwage, saysRamaphosa’, Business
Day March 3, 2016, http://www.bdlive.co.za/national/2016/03/03/we-side-
with-a-minimum-wage-says-ramaphosa.

Precisely: the statutory nominal gross monthly minimum wage effective 31
December in local currency; in the ILO’s Global Wage Report dataset. http://
www.ilo.org/ilostat/faces/help_home/data_by_subject/subject-details/indicator-
detail s-by-subject?subject=EAR& indicator=EAR_INEE_NOC_NB & dataset
Code=GWR& collectionCode=GWR& _afrL oop=145643147103835#%40%3F
indicator%3DEAR_INEE_NOC_NB%26subject%3DEAR%26_afrL oop
%3D145643147103835%26datasetCode%3DGWR%26col | ectionCode%3
DGWR%26_adf.ctrl-state%3D130x4drwz3_302.

TheNational Treasury hascal culated employment-wei ghted average minimaas
set through (a) collective agreements outside of the public sector and the M etal
and Engineering Industries, at R3,500/month, and (b) sectoral determinations,
at R2,704. Thislatter figureisvery similar to the ILO’ sfigure, converted into
2015 prices. Coleman (2013a:fn 6) refers to an estimate (by the pro-union
Labour Research Service) of the employment-weighted minimum in 2011 at
R2,118/month. Taking into account inflation and the steady real increase in
minima set by the ECC, these estimates are all very close to each other.
http://www.ilo.org/ilostat (data downloaded September 8, 2015).

We assume areal increase in the mean wage of 4 per cent per annum, whichis
much lower than thereal increasein the ILO’ sreported mean wage for the two
preceding years.

Presentation by Gabriele Sterkel (from thetradeunion Ver.di), at the NMW-RI
workshop on the National Minimum Wage, University of the Witwatersrand,
February 2016. She argued that German trade unions wanted to raise thisto 60
per cent.

It was also in line with the German figure (45 per cent) reported in Table 1.
South African GDP per capitadatafrom South African Reserve Bank, variable
KBP6270J.

Presentation by RoxanaMaurizioto NMW-RI workshop, Wits, February 2016.
Ibid.

and Shanmugum Thiagarajan.

This is inferred from the presentation by Roxana Maurizio at the NMW-RI
workshop. She reports that, in 2011/12, the NMW was lower than the tenth
percentileof thewagedistributionin Brazil, Uruguay and Chile, but wasslightly
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17.

18.

19.

20.
21.

22.

23.

24.

25.

higher in Argentina. Shealso showsthat almost all of theworkersaffected were
in informal employment. This research is forthcoming in the International
Labour Review.

Finn acknowledges that wage earnings might be under-reported in household
surveys, with the result that poverty rates are over-reported (Finn 2015:38).
In addition, South Africahas along history of setting poverty lines at a higher
level than most other economieswith similar levels of GDP per capita. Thisis
because ' absolute’ poverty linesin South Africahave alwaysbeen informed by
relative considerations. Initially, poverty lines were defined for the privileged
white popul ation, who weredeemedto need to live at ahigher standard of living
than the much poorer black majority. Notoriously, white households were
defined aslivingin poverty inthe 1920sif they were unableto afford adomestic
worker (Seekings2015b). L ater, the extension of poverty linesto black workers
was shaped by the large wage gap between black and white people (see Davie
2015). South Africatendstowards higher poverty lines, in terms of purchasing
power, because the distribution of incomesis so unequal.

Manning (2012); presentation by Gabriele Sterkel at NMW-RI workshop, Wits,
February 2016.

‘Destination Unknown’ (Free Exchange), The Economist, July 25, 2015:60.
Headdsthat ‘in some casesyou could even get an employment increase’ . Quoted
by Ben Stanwix, in presentation to NMW-RI workshop, Wits, February 2016.
Neither Vavi nor Coleman (2013, 2014a) nor Isaacs and Fine (2015) confront
theobviousquestionthat if thereisno trade-off between wagesand employment
why not propose wageincreases significantly higher than even R6,000/month?
Why not raise the NMW to R10,000/month or even higher? The fact that they
do not suggeststhat at somelevel, they accept that economic consequences are
not always so rosy. It is unfortunate that they do not articulate this explicitly
as their macroeconomic arguments give the impression that they believe there
is never atrade-off between wages and employment.

Interview with Michael Panse, CDU Chairperson, Erfurt City Council, June 1,
2015.

This was the view of the national Department of Labour (interviews with
Thorben Albrecht and ThomasKeysers, June4, 2015), trade unions (interviews
with Alexander Kirchner, the chair of EVG June 4, 2015, and Eva Welskop-
Deffaafrom Verdi, June 3, 2015), employers (interviews with Stephan Fauth,
the CEO of the Verband der Wirtschaft Thuringense.V, June 2, 2015 and Peter
Clever, BDA, June4, 2015). It was also the view of elected officialsin Eastern
Germany (Michael Panse, CDU Chairperson, Erfurt City Council, June 1,
2015).

Thiswas argued to be the case by Thorben Albrecht of the Ministry of Labour
and by Peter Clever (BDA) (both interviewed on June 4, 2015). See also
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presentation by Gabriele Sterkel at NMW-RI workshop, Wits, February 2016.
26. Interview with Albrecht.
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