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Introduction

The 1998 Poverty and Inequality Report' notes that, while South Africais an upper middle-income
country intermsof per capitaincome, alarge number of the country’s citizenslivein poverty. While
thisistrue of many other middle-income countries, South Africa’s income distribution isamong the
most unegual intheworld. The 1996 World Development Report found that only Brazil had ahigher
level of inequality than South Africa as measured by the Gini coefficient (quoted in May, 1998:23).
Our own income and expenditure survey of 1995 gave an overall household Gini coefficient of 0,59
(Hirschowitz, 1997:28).

Stats SA now has data from household surveys conducted in October/November in five consecutive
years, 1994 to 1998. The datafrom four of these datasets providethe basisfor analysisasto what has
happenedintermsof incomedistributioninthefirst yearsafter thefirst democratic electionsof 1994.
Unfortunately the first survey of 1994 does not provide suitable data for comparison due to both
differences in the way income questions were asked and limitations in the sampling method. The
pageswhichfollow first examinethetrend inthe overall pattern of inequality over thefour years 1995
through 1998. Wethen go ontolook at trendsand patternsof inequality in respect of population group
and gender.

The Gini coefficient is a measure of monetary inequality. Recent poverty analysis, inspired by the
work of Nobel laureate Amartya Sen (Sen,1981) and others, has increasingly focused on broader
conceptions of poverty which measure the ability of individuals and households to command the
resources necessary for adecent standard of living. T he human development index, for example, adds
measures of health and education to a monetary measure in order to arrive at a broader measure.
Stats SA’s index, described elsewhere in this publication, is a further elaboration of a multi-factor
approach tomeasuring people’ swell-being.

The analysis here is confined to monetary income. It is further confined to earned incomei.e. the
money that individualswithin households earn in salaries and wages and the money that they earnin
self-employment, whether as employers or working alone. Earned income is by no means the only
form of income for South African households. Previous research suggests that poor South African
households obtain 40% of their income from wages and a further 5% from self-employment. Non-
poor households, on the other hand, obtain 72% of their income from wages and 6% from self-
employment. These figures implicitly point to the role of the state in supporting poor people. The
same research shows that poor households receive 26% of their incomein state transferssuch asold
age pensions, while non-poor households receive only 3% of their income from this source (May,
1998:36). Focusing on earned incomethusprovides an approximatemeasure astowhattheinequality
situation would bewithout such state assistance.

' May, J. (1998). Poverty and inequality in South Africa. Report prepared for the office of the executive deputy president
andtheinter-ministerial committee for poverty andinequality. Praxis Publishing,Durban.
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Theanalysishere buildson that of other researchersaswell asthat of Stats SA itself. In 1998 Stats SA
produced Unemployment and employment in South Africa. That publication examined
unemployment trends in the October households surveys (OHS) of 1994 to 1997. The official
unemployment rate was shown to have dropped froma1994 |level of 20,0%t0 16,9%in 1995, but then
risen again sharply to 22,9%in 1997. Since then therate hasrisen still further. Intermsof population
group, the African unemployment rate was highest across the period, followed by that of coloured,
Indian and white people. The differences between population groups were marked. In 1997, for
example, therespectiverateswere 29,3%, 16,0%, 10,2% and 4,4%.

Within each population group and across all years the unemployment rate was markedly higher for
women thanmen.In1997theoverall unemployment ratefor women was 28% whilethat formenwas
19%. The publication Women and men in South Africa goes one step further to reveal the expected
differencesin earnings between those women and men of the different population groups who were
lucky enoughto beemployedin 1995 (Budlender, 1998:24-5).

All these findings have relevance for the current analysis given its focus on earned income. The
difference between this earlier work and the current publication isthat the latter moves beyond the
earners themselves to examine the outcomes both for them and those within their households who
depend ontheir earnings. T hisaspect hasalso been covered beforeby Stats SA. Earning and spending
in South Africa (Hirschowitz, 1997) analyses data from the 1995 income and expenditure survey.
Among other issues, it looks at the differences between households headed by women and men, and
between households from the different population groups. It finds, for example, that the average
household income of a male-headed household was R48 000 in 1995, compared to R25 000 for a
female-headed household. African households were found to have the lowest average annual income
across all provinces while white households had the highest (Hirschowitz, 1997:12-3). The pages
below elaborate on thisanalysis by looking beyond the household head towhathappensto individual
mal e and femalemembersof households.

M ethodology

Calculatingincome

The questionsin the October household surveys have changed somewhat over the years as Stats SA
has endeavoured to improve its measurement of what is happening in the society. The datasets are
thus not completely comparable in respect of all variables. In thisanalysis we focus on income from
wages and salaries. The employment questions have been modified in important ways, particularly
between 1995 and the later years. While we believe that the data is similar enough to engage in
comparative analysis, we nevertheless point out below where and how changes in questions and
methodmayhaveinfluencedthefindings.

One of the differences across years relates to the way in which the income questions are asked and
answered. Firstly, in most years the respondent is given a choice as to whether to provide an exact
earnings figure or instead indicate a bracket, or income interval. Secondly, the income intervals
offered for the second option change over theyears.

In the later years the overwhelming majority of respondents have their income recorded within an
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income interval rather than as an exact figure. In 1995, on the other hand, approximately three-
guartersof peoplewithnon-zerowagesor salary recorded exact amounts. Theinequality calculations
below require data in the form of amounts rather than intervals. Where income was given as an
interval, thiswas convertedinto arand amount by taking thelogarithmicmeanofthetwoendpointsof
theinterval for all intervals except the bottom non-zero one. For the bottom interval, the rand amount
wastakentobetwo thirdsof thetop endpoint for all yearsexcept 1995.

Thereason for the different approach to 1995 relates to the differencein intervals over the years. In
1995 the first non-zero monthly interval was R1-R999. In 1996 the first non-zero monthly interval
was reduced, to R1-R199, as far too large a proportion of earners were found within the single
interval of the previous year. The intervals remained constant for the following two years of the
survey. Taking two-thirds as the estimate for the extremely large first non-zero interval for 1995
would have clearly yielded an over-estimate of actual income. In that year thelogarithmic mean was
thereforeusedfor all intervals.

Pay and earnings

Asnoted above, the analysis below looks at both thewagesand salaries earned by employeesand the
income accruing to the self-employed.” Wages and salary alone are referred to as ‘pay’ . Wages and
salary together with self-employed income is referred to as ‘earnings’. The analysis shows similar
trendsfor the two measures, but more stability in the wage/salary measures. Thisisunderstandable.
At the level of the individual, wages and salaries are less likely to fluctuate between months than
earned income does. At a methodological level, measuring self-employed income involves a
calculation based onturnover less expenses, and thedatafor both of thesevariablesisfar lessaccurate
thanthatforwagesand salaries.

With both the pay and earningsmeasuresone hasto decide how to deal withmissing data. Stats SAhas
achieved a remarkably high rate of response to questions in the OHS, even where these relate to
income. In 1995, for example, only about 1%ofwageandsal ary employeeswould provide neither an
exact amount nor an interval. Nevertheless, the question remains as to how one deals with this
missingdatainanalysis.

For the purposes of theanalysiswhich follows, all missing datawere set to zero. Thiscould introduce
some biasas generally it iswealthier people who arelessinclined to reveal their earnings. The effect
of the biasshould beminimal becauseof thelow number of non-responses.

Theincome figure for self-employed individualsis calculated by taking their reported turnover per
month and subtracting themonthly costsgiven for wages and other costs. Herethereisthe possibility
of non-response on up to four items.Where the turnover was not given, the self-employed net figure
was set to zero. Where other amounts were not given, they were taken as zero i.e. nothing was
subtracted fromthe grossturnover.Wherethe net amount becameless than zero after the subtraction,
the net amount was set as zero. All these complications add to the lesser reliability of the earnings
calculationsbelow when compared to those based on employee pay alone.

’Domesticworkers were dlassified as self-employed in 1995 and as employees thereafter. For purposesof comparability,
the data were converted so that they would be included among wage and salary earners throughout the period under
examination.
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Computingindividual income

In the analysis which follows, we look at individual income rather than household income. The
method consists in adding together the earned income accruing to all individuals within a particular
household and then dividing the sum by the total number of household members. This differs from
income distribution analysisin Earning and spending in South Africa which takes the household as
theunit.

Our first reason for adopting the individual approach relates to the weight one attaches to poorer as
opposed to wealthier people. Overall, poorer households tend to be larger in terms of number of
membersthan richer households. Therewill therefore be proportionately fewer poor householdsthan
therearepoor individuals. Anindividual approach givesmoreweight to poor people.

Our second reason for adopting theindividual rather than the household as unit of analysisisso asto
be able to do meaningful analysis by population group and gender. In respect of population group
previous analysis assumed, as was fairly reasonable during apartheid, that all members of the
household belonged to the same group. This assumption will become increasingly untenable as the
yearspass.

In respect of gender the situation was never as simple, as most households contain both male and
female members. In the past the approach was to compare households with male and femal e heads.
Theanalysisinvariably revealed significant differencesbetween thetwo groupsof households. It said
nothing, however, about the male and female individuals who would be found in both female- and
male-headed households. The distinction reflected structures and life cycles of households rather
thanindividual well-being. Itwasfurther complicated by differing conceptionsacrosspopulation and
other social groupsastowhatconstituted ahousehold head.

Ourmethod isstill not accurate on gender distribution. In the analysiswhich followswe calculatethe
sum of all wage and salary income accruing tomembersof aparticular household and then dividethat
figure equally between all members. This approach ignores inequalities within the household. Both
evidence from elsewhere and commonsense suggest that household members do not have equal
power over and access to the available income. In particular, those who bring income into the
household are more likely to have decision-making power over what happensto it. Because women
arelesslikely to be employed, and tend to earn less than men when they are employed, women could
well be getting less than their equal share of household income. The analysis which follows thus
probably underplaysgender differences.

A final methodological point is that we have used simple mean per capita figures rather than adult
equivalences. Someincome analystsarguethat children, in particular, requirelessmoney than adults
and that in deriving per capita income figures one should therefore consider a child as some
proportion of an adult unit. Some analystsgo further and suggest that women require lessmoney than
men. In choosing asimple mean we recogniseAngus Deaton’s argument that ‘ economies of scaleare
likely to be more pronounced in higher income families than in families which spend a larger
proportion of their income onfood and essential commodities’ (quotein May, 1998: Appendix B: 9).
Wearethusagain, aswith our choiceof individual rather than household, focusing onthe poor.
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Results
Inequality

TheGini coefficient and therelated L orenz curve are among the most commonmethods of measuring
inequality. The procedureinvolves ranking all income units (individualsin this analysis, households
elsewhere) in ascending order of magnitude of income and then graphing the cumulative income of
the units against the cumulative percentage of units. In a perfectly equal society where each unit
receives the same income, the resultant Lorenz curve will coincide exactly with the diagonal. In
reality thegraphwill beashallower or deeper curvetotheright of thediagonal.

The Gini coefficient expressesthe area between the L orenz curve and the diagonal asafraction of the
total triangle under thediagonal. Inaperfectly equal society thereisno areabetweenthecurveandthe
diagona and the Gini coefficient is zero. In a perfectly unequal society, where one individual or
household has all the income and all the others have nothing, the area between the curve and the
diagonal equalsthetriangleand the Gini coefficientisequal to one. The nearer aGini coefficientisto
1, themoreunequal thesociety.’

Figure 1 graphsthe Gini coefficientsfor pay andtota earningsfor each of thefour yearsbetween
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1995 1996 1997 1998

Pay 3 0,73 0,78 0,78 0,80
Earnings O 0,74 0,78 0,83 0,83

Figure 1: Gini coefficientson pay and earnings, 1995-1998

*Theformulaused to calculate the Gini coefficient®was asfollows:

Gini= (2* covariance (Y ,HY)))/mean(Y) whereY isincome and F(Y) isthe cumulative distribution of total household income
inthesample (i.e. F(Y)=f(y1),...,f(yn)) wheref(yi)isequa totherank of yi divided by the number of observations(n)).
Theformulausedto calculate covariancewasasfollows:

Covariance(percap,F(Y)) = 1/n SUM((percapl-meanpercap)* (F(Y)1-meanF(Y)).

Thanksto Ingrid Woolaard for providing theformula.
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1995 and 1998. The measures in respect of both pay and earnings go in the same direction, but
increase faster for total earningsthan for pay. The graph suggeststhat inequality increased in respect
of both pay and total earnings over the period, but increased faster in respect of self-employed
earningsthanforwagesand salaries.

Asnoted above, theincome and expenditure survey of 1995 yielded an overall Gini of 0,59 based on
total income or expenditure. Theincomeand expenditure questionnaire distinguished between salary
and other typesof income.WhentheGini calculationsare done on household salary incomealone, the
measure rises to 0,69. Our figure here for 1995 is 0,73. The four-percentage point difference can be
explained by our use of the individual as the unit. Because poorer households tend to have more
members,wecanexpecttheindividualmeasureto be higher than that f or households.

Under apartheid, population group was one of the most important determinants of an individual’s
income. The analysis below will show that this factor remains an important determinant of income
today.Nevertheless,with alessening of legal and other formal restrictions, one can expect moreblack
people to have been able to access income than previously. This has not, however, been possible for
everyone.

Figure 2 comparesthe trend in Gini coefficientsfor pay forAfrican, coloured and white people over
the four years. (The number of observations for Indian income-earners was felt to be too small for
reliable analysis.) For all three groups the graph shows a rising trend in inequality. The level of
inequality among African peopleis higher than that for the other groups throughout the period. The
levelsof inequality for thewhiteand coloured groupsarevery similar throughout theperiod.
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African &% 0,70 0,78 0,77 0,81
Coloured O 0,57 0,61 0,59 0,65
White ¢ 0,55 0,61 0,62 0,67

Figure 2: Gini coefficients on pay for African, coloured and white people, 1995-1998
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Figure 3: Dikhanov diagram of pay, 1998

A Dikhanov diagram represents an alternative method of illustrating inequality.’ The diagram does
not provide a single figure as the Gini does. It does, however, illustrate graphically the effects of
unequal distribution. In the Dikhanov diagram, the proportion of total population (above the X axis)
and the proportion of total income (below the X axis) are plotted against log income. The diagramis
usually constructed in terms of total income or expenditure, where the units are households or even
countries. Figure 3, following theapproach adopted in therest of thispaper, isconstructed onthebasis
of per capitapay in 1998 and theunitsareindividuals.

Thesharpinitial peak abovethelinein Figure 3illustratesthelarge proportion of individualslivingin
householdswith noincomefrom wagesor salaries. Theincomelineat thisstageisflat, and on, rather
than below the line, indicating that these people account for no part of total pay income. The later
humps above and below the line echo the pattern found in all Dikhanov diagrams, with population
concentrated at lower levels of (log) income, but the smaller proportion of people at higher income
levelsaccounting for adisproportionate proportion of thetotal income.

Population group and gender

The Gini coefficient provides a single measure of inequality within a population or sub-group. To
look at differences within the group, one needsadifferent form of analysis. In this section we look at

“ThankstoAnneHarrisonfor assistance with the Dikhanov diagram.
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the proportion of male and female individuals within the different population groups who are at
different income levels. For each year we have arrived at four income brackets which correspond
roughly withthe quartilesof per capitaincomefor thatyear.

Thecut-off pointsarenot exact quartiles. Firstly, over 25% of the populationineachyearwaslivingin
households with zero earned income. This at first seems implausible as every household must have
someincomeif itisto survive. Theanomaly isexplained by thefact that the analysis herelooksonly
at earned income and excludes grants, remittances and other sources of non-earned income. The
result isthat the 25% cut-off pointswork out as zero, which does not allow for adistinction between
thefirst and second quartile. Instead, thefirst category inthe analysiswhich follows comprisesthose
with zero per capitaincome, while the second category is those with non-zero income but where the
incomeisnot greater than themedian.

Thesecond complication arises because of the clustered nature of theincomedatagivenitsderivation
from income intervals. The result is that the ‘medians’ below provide a cut-off point near the mid-
point of the population, but not exactly onit, whilethe‘ 75%’ cut-off point is near that percentage but
not exactly on it. All these approximations should not, however, affect the comparability of gender
and populationgroup patternswithinaparticular year.

Table 1 gives the cut-off points used in the analysis as 50% (median) and 75%. The figures are
counter-intuitive for 1995 when compared with the figures for 1996 through 1998 in that the earlier
figuresare much higher thanthosefor thelater years. Thehigher figuresfor 1995 are partly explained
by thelargefirstinterval bracket in the questionnaire for that year (R1 000 as opposed to the R200in
the later threeyears). A further factor explaining the higher figureisthe greater number of employed
people given lower unemployment rates. In 1995, 34% of individuals aged 15 and above had non-
zero pay recorded, compared to 28% or fewer for thelater years. In 1995, 68% of all individualswere
livingin householdswith non-zero pay income, compared to only 55% of individualsinthelater three
years. The greater disparity between 1995 and later years in terms of percentages of earning-age
individuals and percentages of households reflects clustering of employed people within the
fortunate householdsaswell ashigher dependency rateswithin poorer households.

Table 1: Cut-off pointsfor categorical analysis (Rands per month)

Cut-off points| Category 1995 1996 1997 1998
75% Pay 455 353 325 370
Earnings 525 377 400 450
50% Pay 143 53 50 57
Earnings 170 63 86 94

Figure 4 shows the distribution of monthly per capita income of individuals for the different
population groups across the four quartiles for 1998. The differences are stark. Half of all African
individuals are shown to beliving in householdswith no wage or salary income, compared to 24% of
coloured, 28% of Indian and 36% of white. At the other end of the scale, only 19% of African
individuals were living in households with per capita pay of more than R370 per month, while
approximately six in ten Indian and white individuals were in this position. Among the households
with non-zero pay earnings, there are very few white households where pay was R370 or less per
capita.
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Figure4: Distribution of monthly per capita pay income by population group, 1998
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Figure5: Distribution of monthly per capita earnings by population group, 1998
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Figure5issimilar to Figure 4 except that it refersto tota earnings rather than only wage and salary
pay. The percentage of individuals in the zero category drops for all population groups, but most
markedly for thelndian group. Thepercentageof African peopleinthetop category remainsconstant,
while that for white people increases from 60% to 65%. The higher percentage of white than Indian
individuals in households with zero pay income in this and the previous graph probably reflects a
higher percentageof white pensionersliving alone.

| I N

Figure 6: Distribution of monthly per capita pay income by population group and gender, 1998

Figure 6 elaborates Figure 5 by adding gender. It showsthe percentage of individualsin each gender-
population group category in thefirst, second, third and fourth ‘ quartiles’ in 1998 in respect of pay.
The graph shows that within each population group a larger percentage of female than male
individuals live in households with zero pay income and a smaller percentage of female than male
individualslivein householdsinthetop quartile of per capitapay.

The difference between male and female individuals is consistent across all years. In each case a
larger percentage of femalesthan malesare in the zero pay category and asmaller percentage arein
thetop pay category. Overall, then, women and girlsaremorelikely thanmenandboystobelivingin
households in which there are no wage earners. Where there are wage earnersin their households,
they tend to befewer and/or havelower pay.
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Figure 7: Distribution of monthly per capita earnings by population group and gender, 1998

Figure 7 completesthe picture by showing the population and gender distribution across quartilesin
respect of total earnings. The pattern is very similar to that in the previous graph, with larger
percentagesof femaleindividualswith zeroincome and smaller percentagesin thetop quartile.

Conclusion

The first years of post-apartheid South Africa have seen concerted attempts by the government to
address the race and gender inequalities in the society. In respect of employment these initiatives
include the Employment Equity Act which came into operation in late 1999. The preceding pages
have examined what has happened in terms of the distribution of earned income among male and
female SouthAfricansfrom different population groups, beforethisdate.

Overall the analysis suggests that the country still has high levels of inequality — levelswhich appear
to be somewhat higher than they were in 1994. This is to be expected given the rising level of
unemployment over theperiod.

In terms of population group, the inequalities within the African group have increased. The
explanation for this phenomenonismore positive asit reflects the fact that moreAfrican people have
been ableto accesshigher-paying positionsover thelast few years. Intermsof gender, the patternsare
consistent over the period. Females are more likely than males to live in households with no earned
income.Wherethereisearned income, it islikely to be lower than that of householdsin which males
live.
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