


Despite 15 years of political transformation, a large portion of the population still lives
in inhumane and poverty stricken conditions. Unemployment has become one of the

greatest challenges facing the country. The perseverance of poverty and

unemployment in South Africa, despite substantial interracial economic redistribu n
in the past two decades, necessitates a continual investigation into its int :acies and
associated social ills. In this context, the importance of research in influencing policies
cannot be ignored. The analysis of unemployment, poverty and its social ills 1 a
community can provide valuable tools for identifying opportunities for local economic
development. The current problems could be alleviated by explicit pro-poor

developmental programmes.

A theoretical analysis of economic development, poverty and unemployment forme
the basis for the empirical analysis. There are many theories explaining economic
development, spanning the different historical periods of humanity. The term economic
development could mean different things to different people; its understanding can
even differ among countries. Economic development has traditionally meant the
capacity of a national economy whose initial condition has been more or less static for
a long time to generate and sustain an annual increase in its gross national product.
Economic development can also be defined as the sustainable incri se in li g
standards. It implies increased per capita income, better education and health as well

as environmental protection.

There is a continual evolving pattern of insights and understandings that together
provide the basis for examining the possibilities of contemporary development of the
diverse nations. The linear stages model emphasises the role that saving and
investment plays in promoting sustainable long-run grthh. The Lewis two-sector
model of structural change underlines the importance of attempting to analyse the
many linkages between traditional agriculture and modern industry, and the empirical
research of Chenery and his associates attempts to document precisely how
economies undergo structural change while identifying the numeric values of key
economic parameters involved in that process.
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concerned. The mean of all individual poverty gap indexes will be the poverty )
index for the population concerned. The headcount index for Kwakwatsi is e mean of
all individual household’s indexes i.e. all households who fall below their ini 7 |

calculated poverty line (HSL).

Unemployment is one of those things which everybody understands but turns out to
be quite difficult to define and to measure. Unemployment entails significant costs to
the individuals who are unemployed as well as to society at large. The unem} >yed
may become discouraged; they may also lose their self-esteem and confidence. This
may affect their motivation to search for employment opportunities; the longer they are
unempioyed the more they may lose their skills. The unemployed suffer mental and
physical hardship and unemployment poses a serious threat to social and litical
stability. The problem of unemployment lies at the root of most other social probiems.
The loss of unemployment and the consequent loss of income, status and s ' —
esteem brings in its wake a host of personal and domestic difficulties and communal

problems.

Unemployment can also be viewed as a measure of economic efficiency.
Unemployment constitutes a permanent loss of output and high unem| >yment gures
indicate that an economy is losing in terms of potential output. Unemployment can be
viewed as a state of an individual looking for a paying job but not finding one. There
are different types of unemployment. The causes differ with the type and the same
applies for the cure. There is frictional unemployment which is a result of normal
labour movement, structural unemployment which can persist even in the long run,

cyt al unemployment associated with the changes in the demand and ou ut and

lastly seasonal unemployment which can be anticipated and therefore contingency

plans made. Different methods are used to measure unemployment and none are

withou! ortcomin

The way unemployment is measured determines the ultimate figure. The economic
policies that are adopted to fight unemployment are based on the resultant figure

obtained.
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Because the level of unemployment is such an important indicator to the health of the
economy, the governments of industrialized countries have elaborate systems of
measuring it. An example is the census method which counts the number of pe: e, at
a given point in time in a country, and collects information about their demogra, ic,
social and economic characteristics, such as their employment and unen me
status. The survey method can also be used to enumerate the unemployed. In this
method, a representative sample of the whole population is questioned regarding their
work status. Surveys are taken on a sample and the sample results are meant to
represent the whole population

The different conceptualisations of unemployment give insights into its causes. The
literature of the causes of unemployment follows thinking from different schools of
thought. The classical view sees unemployment as due to the wage being too high.
More workers would like to be employed, but, at the present level of wages, employ¢
cannot afford to take them on, while Keynesians regards unemployment as resi s of
insufficient expenditure i.e. demand efficiency. The Keynesians contrast e classical
view on the importance of wage reduction during difficult times to curb unen loyment;
their view is that if wages are reduced this would reduce aggregate demand, erefore
re cing the demand for goods and services, causing firms to adjust their output

downwards and thus reducing their demand for labour.

Inequality is also studied. Poverty is not the same as inequality. Inequality shows
relative living standards of the entire population, not only the poor’s living standar:

Although poverty and inequality are related, the one does not assume the other. Even
though poverty does not assume inequality, measures of inequality are usefi in e
evaluation of relative poverty. The measures of inequality were further discussed. The
Lorenz curve shows the distribution of income earned over a given period in rel on to
its recipients, whereas the Gini coefficient measures the degree of inequ: ty 1 on
the areas on the Lorenz curve. The human development index (HL., is a composite

relative index, which attempts to quantify the extent of human development within a

community.
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The Human Poverty Index (HP!) which was developed in 1997 and is calculated
using separate formulae for developed and developing countries. While the HDI
measures average achievement, the HPI (for developing countries) measures
deprivation. The Human Opportunity Index on the other hand, is a synthetic measu
of inequality of opportunity in basic services for children. The index holds that a
development process in which society attempts to equitably supply basic opportunities
requires ensuring that as many children as possible have access to those bas
opportunities. The decile dispersion ratio presents the ratio of the average
consumption of income of the richest 10 percent of the population divided by
average income of the bottom 10 percent. This ratio can also be calculated for other

percentiles.
8.3 THE ECONOMIC PROFILE OF KWAKWATSI

The population size of Kwakwatsi was estimated at 13 226. The average househc 1
size for Kwakwatsi was determined at 3.89, compared to a household size of 3 for
Ngwathe Municipality (of which Kwakwatsi is part of). There is a low frequency of
fathers compared to mothers for the area; 14% and 22% respectively. Kwakwatsi has
more females (53.8%) than males (46.2%). 25% of the population has moved to e

township in the last ten years. A literacy analysis of the area shows that 69% of the

school going population is still in primary school. With the post school population, only
15% has an education level of grade 12 or higher.

The unemployment rate in Kwakwatsi is calculated at 79% for 2009 and there are, on

average, 1.3 unemployed persons per household, compared to a national

unemployment rate of 23.5% for the second quarter of 2009. Of the employed, 15% is

formally employed with 6% working in informal activities. The female population is

more affected by unemployment compared to ma ;. There ¢ ns to | link
id ur nployn it for tt 4C of t

have an education level of grade 7 and lower.
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18% said that it is clean. The same views were given about air pollution, 54% of e
poor said that they are affected by the level of air pollution in the area. 2% said that
they are badly affected and 3% saying that the situation is unbearable. The poor
believe that the national government is doing enough to create jobs. The levi of

local municipality’s service delivery is also satisfactory, although 68% of the poor
households said that they are not aware of any employment generating project
initiated by the municipality. The areas of concern with service delivery inc  des roads,

water, electricity, housing and recreational facilities.
8.5 THE ECONOMIC SUSTAINABILITY OF KWAKWATSI

The economic sustainability of Kwakwatsi was related to the growth in poverty and
unemployment over time, and to the ability of the local economy to create employment
opportunit ; for its residents. An analysis of the status quo and envisaged future
employment programmes was undertaken to assess whether the eco my of
Kwakwatsi is able to support its inhabitants economically. Due to the fact that

economic activity for Kwakwatsi happens in Koppies (a nearby town), an analysis of
the economic potential of the town (and not Kwakwatsi) was undertaken. The
Municipality’s current IDP was also analyzed in terms of developmental programmes

earmarked for Kwakwatsi.

Kwakwatsi/Koppies is one of the towns within the Ngwathe Municipality, situated in the
Northern Free State. The Municipality’s IDP shows an estimated populations size of
141 783. The majority of the Municipality’s population are females (53%). The latest
o ial unemployment rate for the municipality was 43.1%, estimated for the year 2006
and 65.5% of the total population was said to be poor in the same year. W en

comes to the form of housing the residents of the municipality occupy 77% of h¢  ing

wit 1 Ngwathe Municipality was of formal structure.

For Kwakwatsi, 46.8% of housing in the area is of formal structure and 53.2% of
houses are informal structures (shacks). This shows that Kwakwatsi is more impacted
by the hardship of unemployment and poverty, compared to the average of the entire
Municipality.
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The majority of the mainly retail stores within the town of Koppies do not have any
proper accounting procedures. Most of the economic activity in Koppies involves

selling; 72.5% of economic activity is in the wholesale and retail trade. The finance,

insurance and real estate sector has two banks (Absa and FNB), the Post Office and

an estate agent with two employees.

The study has shown that 72.9% of all households in Kwakwatsi are poor. Of € r
12.1% of are earning incomes less than 20% of their respective poverty line. ...z
poverty gap index which measures the average income shortfall of the poor was
calculated at 0.56. The unemployment rate in Kwakwatsi is calculated at 7¢ for
2009. Of the employed, 15% is formally employed with 6% working in  form:

activities. The majority of the inhabitants of Kwakwatsi are economically non-active
(566%). The unemployment rate of the poor population was calculated at 86.9%. The
average monthly income for a poor household is R688. 45% of all households in
Kwakwatsi depend on the state old pension grant as the main source of income. The
analysis of the sources of income of the poor showed that government grants make up

79% of household income.

The expenditure patterns of the residents of Kwakwatsi show that 34.4% of hous: iold

income goes to buying food and cleaning material. This makes food the most
important expenditure for each household. The second biggest expenditure is
electricity at 9.27%. The total annual expenditure for Kwakwatsi shows that on
average R57 million is spent on different household items per annum. Food
expenditure remains the highest expenditure with a total annual spend of R19 million
for the whole township. The poor have limited opportunities to supplement their
income. The fact that a considerable number of people in the area fail to live a decent
standard of living due to a lack employment opportunities indicates that unemployment

is the primary cause of poverty in Kwakwatsi.

The economic sustainability of Kwakwatsi will be determined by the income generating

activities in the area, household income derived from various sources, projects
proposed by the LED strategy. A perusal of the Municipality’s Integrated Development

Plan (IDP) shows a limited number of projects aimed at employment generation and
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term economic decline. A number of projects can be identified with the involvement of
local stakeholders to stimulate the economy. There is limited economic activity in

Kwakwatsi/Koppies to support its inhabitants.

8.6 RECOMMENDATIONS

This section proposes possible employment-generating strategies aimed at poverty
alleviation. It should be emphasised that the strategies indicated herein need further
and more detailed investigation. The information provided can go a long way in
providing valuable information when setting up community development programmes.

These recommendations are of both a specific and a general nature.

8.6.1 Specific Recommendations

The challenge of the new South Africa has been that of creating wealth and reducing
the scourges of poverty for all its inhabitants. With the need to address the inequalities
of the past, the national government has undertaken a number of distributional
policies, with social grants being the most eminent. At the heart of the economic
transformation has been the adoption of a local economic development framework
which underpins the planning and employment creation at the local level or

municipalities.

Local economic development often focuses on attracting businesses under the
assumption that the jobs generated by those businesses will generate local income
and, in turn, local spending of such income. Local economies are often described
1 the “leaky bucket” model in which the bucket represents the local re >n and
money can both circulate within the bucket and flow in and out. Money circulates
within the region when money that is earned locally is also spent locally. The “leak” in
the bucket that allows money to escape from the community is created when goods
and sen 3s le the . i with )
assumed that a robust economy requires both the availability of capital and its
circulation within a region (Basu, 2005).
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In terms of the leaky bucket, the focus is on ensuring that money continually flows into
the local region so that there will be at least some available for circulation. But

continuously filling the bucket is not the only option; one can also keep more money

circulating within the local economy by plugging the leakage of capital from the
system. A way of preventing money from leaking out of the community is to ensure
that local demand for goods and services is satisfied by local suppliers. In the absence
of suppliers, a local production of these items can help in reducing unemployment
within an economy. By substituting demand for externally produced goods w i loc:i y
produced ones, Kwakwatsi community can retain capital for use within the commur
(Basu, 2005).

There are ample opportunities for a process of import substitution (Inward
Industrialisation) in Kwakwatsi, especially with regards to the production of mealie
meal, bread, meat/chicken and vegetables, and even washing powder. It is
recommended that the production of these products on a small scale, wi | labour
intensive techniques be investigated, as well as the skill requirements to « ierate such
enterprises. The results of the study show that, although these products are bou: it in
Kwakwatsi, none are produced within the area. About 14% of the unen loyed (an
estimated 659 persons in Kwakwatsi) would, for example, like to be involved in
catering/cooking activities to sustain themselves. This activities could be related to the
production of a product like bread, which has an estimated monthly expenditure of
R84 000 (R1 million per year) for the community, and maize meal e ‘enditure

amounting to R342 924 per month (R4.1 million per year).

The res lents of Kwakwatsi consume a total of 98 600 kilograms of mealie meal per
month, amounting to an expenditure of R343 000 per month (R4.1 million per year).
R206 000 is spent monthly on meat (R2.4 million per year), R84 000 on bread 11
million per year), R73 000 on vegetables (R881 000 per year) and R147 O( on
washing powder per month (R1.8 million per year). The total expenditure on these five
items amounts to R10.2 million per year, which can provide an ample opportt vy for
an inward industrialization process, whereby some of these products may be

produced | |residents for the Kwakwatsi community.
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The building and construction field also has a considerable interest from the

commur y 22% (an estimated 1023 persons) of the unemployed. An SMME in this

sector can be established with the aim of tendering for lucrative contracts through the

government’s public works’ programmes. An estimated 295 persons are interested in
agriculture / gardening. Land can be identified within the Municipality to est: sh
sustainable small scale farming. Some of these respondents have some experience in
farming as they have relocated from the surrounding farms where they worked as fa
labourers. These vegetables can be sold to the general public and ultimatc rto sm:
convenience stores in the township. A culture of urban farming should be pr

assisting households with food grown from own yard.

An investigation into the economic sustainability of Kwakwatsi






