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1. Introduction 
 
In 2005, government released its economic policy programme captured formally as the 
Accelerated and Shared Growth Initiative for South Africa (ASGISA) (The Presidency, 2005).  
ASGISA is distinguished, relative to its two predecessors, GEAR and the RDP, by its strong 
emphasis on defined, and very specific growth-enhancing projects.  The delivery of physical 
infrastructure and a detailed programme for the provision of skills are just two examples of 
such interventions.  It is important to note however, that in many senses, ASGISA is a  
continuation of the GEAR strategy.  Having achieved the critical need for macroeconomic 
stability – arguably the core of GEAR – the emphasis has now shifted within ASGISA to a 
more detailed programme of activities designed to deliver the holy grail of 6% growth per 
annum.   
 
Indeed, recent data on economic growth indicate, depending on the estimates and the time 
period, that the economy has either reached or is close to the 6% target.  Hence, based on 
quarterly estimates for 2006, the economy recorded an average growth rate of 5.2% 
(Statistics South Africa, 2006).  This extraordinary growth performance should not however 
detract from the positive growth figures recorded during the first decade of democracy.  
Average annualised figures indicate a growth rate of approximately 2.9% over the 1994-2003 
period.  Coupled with a population growth of around 2%, per capita income growth was 
thus 0.9% per annum.  
 
One of the more vexing issues within the economic policy terrain in post-apartheid South 
Africa though, has been the impact of this consistently positive growth performance on 
social welfare.  In particular, there has been a rich debate within South Africa around the 
impact of economic growth on poverty and inequality in the post-1994 era.  Thus far, we 
have been hamstrung, within this debate, by the lack of recent data.  In particular, the 
debates around shifts in household poverty and inequality in South Africa, have relied on the 
income and expenditure surveys of 1995 and 2000 – together with a range of unofficial or 
less than satisfactory datasets.  The consensus position, and it is a carefully constructed one 
based on these data, is that in the period 1995 to 2000, income poverty levels using a range 
of realistic poverty lines – have probably not changed significantly.  The early evidence from 
the World Bank did suggest a rise in national household poverty from 32 to 34% on a $2 a 
day line and no change in poverty on a slightly higher poverty line (R322 per month) 
between 1995 and 2000 (Hoogeveen, J & Özler, B, 2006).  Subsequent work also suggested that 
income poverty may have declined between 1995 and 2000 (Van der Berg, S et al, 2006), relying 
on a slightly different set of poverty lines.  Ultimately, on the basis of the choices made 
around these data, economists have arrived at marginally different conclusions regarding 
poverty shifts in the 1995-2000 period.  The key common denominator in all these different 
results however, is that the increase or decrease reported is in fact relatively minor.  This is 
precisely the reason that the current consensus position in the first five years after 
democracy is that there have been no major shifts in household poverty. 
 
The purpose of this paper then is to hopefully extend this discussion and debate, with one 
important addition, namely by utilising and analysing the Income and Expenditure Survey 
(IES) of 2005.  With the IES 2005 we are, for first time, able to provide a comprehensive 
overview of changes in poverty and inequality for the first full decade of democracy in South 
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Africa2.  Hence, the first contribution of this paper will be to provide a profile of household 
poverty and inequality in South Africa over the period 1995-2005.  In turn however, and in 
trying to understand the critical interactions between economic growth, poverty and 
inequality, the paper will attempt to estimate and determine whether the positive growth 
rates recorded since 1994 have indeed managed to improve indicators of social welfare 
within the South African economy. 
 
2. Shifts in Household Income Poverty in the Post-apartheid South Africa: 1995-2005 
 
Table 1 presents the changes in the headcount rate and the poverty gap ratio between 1995 
and 2005 both nationally and by race.  All these poverty measures have been calculated using 
individual per capita household expenditure, and the indicators are based on the standard 
class of poverty measures, first defined by Foster, Greer & Thorbecke (1984)3.   
 
The headline result, as it were, and the possibly the most important in policy terms, is that 
according to our estimates, in the ten year period from 1995 to 2005, household poverty, as 
measured by the headcount rate at a poverty line of R322 a month in 2000 prices4, declined 
by five percentage points, from 53 percent in 1995 to 48 percent in 2005.  At the lower 
poverty line of R174 a month (also in 2000 prices) a similar decline in poverty is evident as 
the incidence of poverty  declined by eight percentage points from about 31 to 23 percent.  
The measure of relative poverty – the poverty gap – indicates a similar national trend.  
Hence it is clear that over the 1995-2005 period, for both poverty lines, the poverty gap 
index declined significantly.  For example, on the lower poverty line, while the average poor 
individual lived about 12% below the poverty line, a decade later the person was 7% below 
the poverty line.  Ultimately however, the key result, based on this preliminary analysis of the 
IES2005 data is that both absolute and relative poverty (on both the upper- and lower-
bound poverty lines) have declined significantly in the first decade of democracy in South 
Africa.    
 
The data by race indicates that African individuals experienced an even larger decline in their 
headcount rate, from 63 percent to 56 percent, while Coloured individuals saw their 
headcount rate drop from 39 to 34 percent.  While Asians experienced an increase in poverty 
over the period, at about 8 percent in 2005, their headcount rate remains relatively low.  At 
the lower poverty line of R174 a month (also in 2000 prices) a similar decline in poverty is 
evident:  while Africans experienced a large decrease of eleven percentage points to 27 

                                                 
2 The 2005 IES has not been official ly re leased yet and at the time of w riting the authors of this paper did not  
have access to either the full dataset or the metadata.  The analysis therefore suffers from data constraints and  
the results should be treated as preliminary only.  
3 All poverty and inequa lity measures are individual measures, ca lculated using per capita tota l household  
expenditure.  The 2005 the total household expend iture variable w as created by adding income tax payments  
and Unemployment Insurance Fund contributions to total household consumption.  Per capita total household 
expenditure w as created by dividing total household expenditure by the number of people in the household  
(household size).  The population weight w as estimated by multiplying the household w eight (based on the 
2001 Census) w ith the household size.  At this stage w e do not have information on the number of adults and 
children in the household and therefore household expenditure cannot be adjusted using adult equivalent scales. 
4 The 2000 poverty lines were adjusted for the impact of inflation both in 1995 and 2005 and these adjusted poverty lines 
were used to calculate the poverty measures in the two years. 
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percent in 2005, over the same period the Coloured headcount rate at the lower poverty line 
decreased from 15 to 12 percent.   
 
Table 1:  Poverty Shifts by Race:  1995 – 2005 
Category Headcount Rate Poverty Gap Ratio 
Year 1995 2005 1995 2005 
 R322 a month poverty line 
African 63.04% 56.34% 31.86% 24.44% 
Coloured 39.00% 34.19% 14.66% 12.98% 
Asian 4.71% 8.43% 1.03% 2.17% 
White 0.53% 0.38% 0.22% 0.11% 
Total 52.54% 47.99% 26.04% 20.61% 
 R174 a month poverty line 
African 38.18% 27.15% 14.71% 8.55% 
Coloured 14.62% 12.30% 4.09% 3.88% 
Asian 0.82% 1.60% 0.14% 1.07% 
White 0.23% 0.01% 0.09% 0.00% 
Total 30.92% 22.68% 11.77% 7.15% 
Sources: Statistics South Africa (1995 & 2005), own calculations 
Notes:  1.   Poverty lines are in 2000 prices 

2. All changes in the values of the headcount rates and the poverty gap ratios between 1995 and 2005 are 
statistically significant at the 95 percent level 

3. The population in 1995 has been weighted by population weights according to the 1996 Census.  
Population weights are not available for the 2005 dataset and the population has been weighted by the 
household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
While Africans did experience the largest relative decreases in their headcount rates at both 
poverty lines, their poverty levels as measured by the headcount rate still remain higher than 
the national estimates.  In fact, in both years Africans accounted for a disproportionate share 
of poor individuals in the country as measured by the headcount rate at both poverty lines 
(see Appendix 1 for the breakdown of population and poverty by race).  Africans accounted 
for about 77 percent of the population in 1995, with their share increasing to 79 percent in 
2005.  In both years however, about 93 percent of the population who lived on less than 
R322 a month were African.  Africans clearly continue to account for a much larger share in 
poverty than their share in the population, with the other three race groups accounting for 
considerable less than their share in the South African population.   
 
While about nine percent of the South African population were Coloured in both years, only 
between four and six (depending on the poverty line used) of poor people were Coloured.  
In both years, Asians and Whites combined accounted for less than one percent of the poor 
population according to both poverty lines, while making up around two and ten percent of  
the population respectively.   
 
The poverty gap estimates by race, indicate that as with the national results, Africans and 
Coloureds have witnessed a significant and appreciable decline in their mean poverty gap 
levels.  For example, the average poor Coloured individual lived about 15% below the 
poverty line of R322 per month in 1995 – and by 2005 this has declined to 13%.  The 
reduction, in absolute value terms for Africans however, remain the largest across all racial 
groups as relative poverty levels declined by between 6 and 7 percentage points for the two 
poverty lines.   
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Table 2 presents the headcount rate and poverty gap for the nine provinces by both poverty 
lines in 1995 and 2005.  It is clear from the evidence presented that the provinces not only 
display vastly different levels of poverty but also very different experiences in terms of  
changes in poverty over the decade.  In both years, the two most urbanised provinces, the 
Western Cape and Gauteng, displayed headcount rates considerably lower than the national 
averages at both poverty lines.  In terms of the shift in poverty levels however, the Western 
Cape only experienced a marginal decline in its headcount rate at the R322 poverty line to 
28.5 percent in 2005, while its headcount rate at the R174 line showed no change at around 
9.5 percent.  While Gauteng’s headcount rate also showed very little change at the R174 line, 
with only about 6 percent of the province’s population considered poor, the province did  
experience an increase of more than six percentage points at the higher poverty level.  This 
may be a reflection of a rapid influx of individuals into the province searching of both job 
opportunities and state social services (Oosthuizen & Naidoo, 2004).  Despite the increase, 
only about a quarter of the province’s population were considered poor at the line, which is 
still almost 50 percent less than the aggregate number. 
 
At the R322 poverty line, the Eastern Cape, North West and particularly the Free State 
experienced large decreases in their headcount rate.  The Free State experience a massive 
decline of more than 23 percent in its headcount rate, making it the only other province in 
addition to the Western Cape and Gauteng to have a lower poverty rate than the national 
average.  The Northern Cape and Mpumalanga experienced smaller but still statistically 
significant decreases in their headcount rates, while Kwa-Zulu Natal and Limpopo saw 
small, statistically significant increases in their headcount rates.  
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Table 2:  Poverty Shifts by Province:  1995-2005 
Category Head count Rate Poverty Gap Ratio 

Year 1995 2005 1995 2005 
 R322 a month poverty line 
     
Western Cape 29.15% 28.50% 10.08% 10.14% 
Eastern Cape 72.88% 58.91% 39.88% 26.23% 
Northern Cape 58.28% 53.29% 27.70% 23.73% 
Free State 64.98% 41.64% 36.37% 15.64% 
Kwazulu-Natal 56.78% 60.14% 27.29% 28.36% 
North West 64.99% 51.02% 33.37% 21.68% 
Gauteng 19.08% 25.61% 6.77% 8.18% 
Mpumalanga 60.99% 54.99% 28.94% 24.68% 
Limpopo 63.88% 64.68% 33.49% 29.34% 
Total 52.54% 47.99% 26.04% 20.61% 
 R174 a month poverty line 

Western Cape 9.41% 9.46% 2.40% 2.80% 
Eastern Cape 49.80% 28.98% 19.88% 8.53% 
Northern Cape 33.93% 28.25% 11.32% 8.48% 
Free State 45.32% 15.57% 19.16% 4.27% 
Kwazulu-Natal 31.49% 33.13% 11.67% 11.41% 
North West 40.48% 23.85% 15.27% 7.84% 
Gauteng 6.52% 6.64% 2.02% 1.71% 
Mpumalanga 34.17% 28.13% 11.71% 9.20% 
Limpopo 40.52% 34.04% 16.42% 10.65% 
Total 30.92% 22.68% 11.77% 7.15% 
Sources: Statistics South Africa (1995 & 2005), own calculations 
Notes: 1. Poverty lines are in 2000 prices 

2. All changes in the values of the headcount rates and the poverty gap ratios between 1995 and 2005 are 
statistically significant at the 95 percent level, with the exception of the change in the headcount rate 
for the Western Cape at the R174 poverty line 

3. The population in 1995 has been weighted by population weights according to the 1996 Census.  
Population weights are not available for the 2005 dataset and the population has been weighted by the 
household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
Changes in the provincial headcount rates at the R174 poverty line display trends fairly 
similar to those at the R322 poverty line.  The Free State again experienced large decreases in 
poverty as measured by the headcount rate, as did the North West and the Eastern Cape.  In 
contrast to the experience at the R322 line, individuals living in Limpopo did experience a 
decline in poverty as measured at the R174 line. 
 
With the exception of the Western Cape at both poverty lines and Gauteng at the R322 line, 
all provinces experienced a decline in the severity of poverty as measured by the poverty gap 
ratio at both poverty lines.  Again, the Free State performed particularly well, with the 
average poor person in the province’s position improving by more than 20 percentage points 
in relation to the R322 poverty line and by about 15 percentage points relative to the R174 
poverty line. 
 
Appendix 1 also shows the share population and poverty shares by province.  In keeping 
with their lower than average levels of poverty and of course high levels of GGP, Gauteng 
and the Western Cape display large discrepancies in shares of poverty relative to their 
population shares.  In addition, in poverty share terms it is important to note that 66% of 
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South Africa’s poor (at the higher poverty line) reside in three provinces, namely Kwazulu-
Natal, the Eastern Cape and Limpopo.  With its relatively large improvements at both 
poverty lines, by 2005 the Free State province also had a lower share in poverty relative to its 
population share.  Kwa-Zulu Natal experienced relatively large increases in its share of 
poverty at particularly the lower poverty line.  
 
In addition, to race and location, it is critical that shifts in poverty by gender are examined – 
with the latter remaining of course a key marker of vulnerability in the South African 
context.  The table below shows the change in poverty levels according to the gender of the 
household head.   
 
Table 3:  Poverty Shifts by Gender of Household Head:  1995 - 2005 
Category Head count Rate Poverty Gap Ratio 

Year 1995 2005 1995 2005 
 R322 a month poverty line 
Male 45.83% 38.34% 22.22% 16.02% 
Female 65.65% 60.57% 33.52% 26.59% 
Total 57.97% 47.99% 31.33% 20.61% 
 R174 a month poverty line 

Male 26.12% 17.10% 9.79% 5.38% 
Female 40.31% 29.93% 15.63% 9.46% 
Total 37.86% 22.68% 16.08% 7.15% 
Sources: Statistics South Africa (1995 & 2005), own calculations 
Notes: 1. Poverty lines are in 2000 prices 
 2. All changes in the values of the headcount rates and the poverty gap ratios between 1995 and  
  2005 are statistically significant at the 95 percent level. 

3. The population in 1995 has been weighted by population weights according to the 1996 Census.  
Population weights are not available for the 2005 dataset and the population has been weighted by the 
household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
In keeping with the national trends and those by race, the data illustrates that both male and 
female-headed households experienced a decline in poverty levels as measured by the 
headcount index at the R322 as well as the R174 poverty line.  While male-headed 
households experienced a relatively larger decrease of more than 7 percent in their 
headcount rate at the R322 line, female-headed households experienced a slightly larger  
decline in their headcount rate at the lower poverty line.  Put differently, amongst those in 
deeper poverty, women-headed households fared better than their male counterparts.  In 
addition, in terms of the severity of poverty as measured by the poverty gap ratio, the 
average poor household was better off in 2005 than 1995, for both cohorts represented here. 
 
Importantly however, it is also clear from the evidence presented in Table  3 that individuals 
living in households headed by females remained more vulnerable, with these households 
continuing to experience higher levels of poverty than male-headed households regardless of  
the poverty line used.  At the R322 poverty line in 2005, the headcount rate for female-
headed households was still a massive 22 percentage points higher than for households 
headed by males.  The population and poverty shares presented in Appendix 1 show that 
individuals living in female-headed households also continued to account for shares in 
poverty that are larger than their shares in the population.  In addition, by 2005 more than 
half of individuals considered poor by both the R322 and the R174 headcount rates lived in 
female-headed households.  In contrast, only about 43 percent of the population lived in 
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female-headed households.  Poverty therefore continues to be a  disproportionately female 
phenomenon. 
 
 
Poverty Shifts without Poverty Lines: 1995-2005 
 
The estimates presented in the tables above show that at a national level, both the headcount 
and the poverty gap indices declined when measured using the two stipulated poverty lines.  
Another manner in which to examine the changing pattern of poverty – and one indeed 
which is not hamstrung by debates around the choice of  the poverty line - is by deriving 
cumulative distribution functions (CDFs) of per capita expenditure.  Figure 1 below presents 
one such CDF.  The vertical axis of the CDF thus, shows the cumulative proportion of all 
individuals with a monthly per capita expenditure value that is less than or equal to the 
corresponding monthly per capita expenditure value on the horizontal axis.  CDFs allow us 
to compare the changes in poverty between two time periods independent of any feasible  
poverty line.  Visually, if a CDF for period t+1 lies at any point on the horizontal axis below 
the CDF for period t, it means that poverty has decreased between the two periods 
irrespective of any specific poverty line. 
 
The Cumulative Distribution Functions (CDFs) in Figure 1 shows that for South Africans 
spending less than R1 000 per month (in 2000 prices) poverty has declined between 1995 
and 2005 irrespective of the choice of a poverty line within this range.  In the nomenclature 
of this literature, we would argue therefore that first order dominance holds.    
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Figure 1:  Cumulative Distribution Functions, 1995 and 2005 

 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. Per capita expenditure was converted to real per capita expenditure (expressed in 2000 prices) using the 
  Consumer Price Index 

2. The population in 1995 has been weighted by population weights according to the 1996 Census.  
Population weights are not available for the 2005 dataset and the population has been weighted by the 
household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
Importantly also, this result suggests that the decline in the headcount reported above is not 
subject to our choice of poverty line.  Independent of any feasible poverty line that we may 
choose, the result here affirms that poverty levels declined in South Africa between 1995 and 
2005.  The two vertical lines in Figure 1 represent the lower and upper bound poverty lines 
stipulated at the outset.  Note that the larger gap between the 1995 CDF and the 2005 CDF 
at the R174 poverty line confirms the larger decline in poverty as measured by the R174 
headcount rate relative to the R322 poverty line, illustrated in Table 1 above.  The 2005 
CDF, however, also shows that for those spending above the R400 a month level but less 
than R1000, the improvement in welfare as measured by per capita expenditure was almost 
negligible.   
 
Figure 2 below presents the CDFs for Africans with a real per capita expenditure of R1000 a 
month or less in 2000 prices.  In both years, as noted above, this accounts for about 90 
percent of the African population in the country.  Again the CDFs show that poverty 
declined irrespective of any poverty line, with the 2005 CDF lying below the 1995 CDF at all 
points of the distribution.  The gap between the two CDFs is also larger for Africans than at 
the national level, illustrating the relatively larger decline in poverty levels for Africans for  
any feasible range of poverty lines.  
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Figure 2:  Cumulative Distributions Functions for Africans, 1995 and 2005 

 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. Per capita expenditure was converted to real per capita expenditure (expressed in 2000 prices) using the   

 Consumer Price Index 
2. The population in 1995 has been weighted by population weights according to the 1996 Census.  
 Population weights are not available for the 2005 dataset and the population has been weighted by the 
 household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
However, when you compare the position of the 2005 CDF for Africans with that of the 
2005 CDF for the whole population, although not shown here it is evident that the African 
CDF lies above the national CDF, illustrating that Africans still remain relatively poorer in 
comparison to the national picture.  The results for the Coloured population, while not 
presented here, also indicate that irrespective of the poverty line chosen, the Coloured 
headcount index has declined in the first decade of democracy. 
 
The poverty estimates presented above have shown that households headed by females 
remained more vulnerable than those headed by males.  Figure 3 below presents the CDFs 
for male and female-headed households for 1995 and 2005.   
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Figure 3:  Cumulative Distribution Functions by Gender of Household Head, 1995  
       and 2005 

 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. Per capita expenditure was converted to real per capita expenditure (expressed in 2000 prices)  
  using the Consumer Price Index 

 2. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   

 
The CDFs clearly show that poverty declined for both male and female-headed households 
between 1995 and 2005 irrespective of any chosen poverty line.  The position of the CDFs 
also confirm that there were relatively larger declines in poverty levels at the R322 poverty 
line that at the R174 poverty line.  It is further very clear that in both years, the CDFs for 
male-headed households lie below those for female-headed households, confirming that at 
any chosen point of the expenditure distribution, households headed by females experienced 
relatively higher absolute levels of poverty.  In fact, by 2005, with the exception of the 
bottom 20 percent distribution, the 2005 CDF for female-headed households still lies above 
the 1995 CDF for male-headed household, implying that for the most part individuals living 
in female headed households were worse off in 2005 than those living in male-headed 
households in 1995. 
 
While the provincial CDFs are not presented here, the results confirm the trends discussed 
above.  The positions of the CDFs for the Western Cape, for example, show almost no 
change, confirming that poverty in that province did not change at the lower levels of 
expenditure and decreased only marginally at higher levels of expenditure.  The CDFs for  
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the Free State, on the other hand, very clearly illustrates the large decreases in poverty levels 
in the province irrespective of any chosen poverty line. 
 
 
3. Shifts in Inequality: 1995-2005 
 
Whilst the first decade of democracy can point to a significant decline in national poverty 
levels in both absolute and relative terms, the trends in terms of  income inequality are more 
worrying.  Hence, on the basis of per capita expenditure, and using the Gini coefficient as 
our measure of inequality – that data suggests that South Africa experienced a rise in income 
inequality over the period 1995 to 2005.  Specifically, the economy’s Gini coefficient  
increased from 0.64 in 1995 to 0.69 in 2005.  This is a disturbing result for a number of 
reasons:  Firstly measures of income inequality by international experience, do not alter 
significantly over time in either direction.  It takes large shifts in economic growth for 
example, to change an economy’s income distribution or a very  particular pattern of growth 
(Kanbur,2005).  Secondly, the result is disturbing within the context of South Africa being 
historically ranked as the most unequal society in the world with Brazil.  This new result 
would suggest that South Africa is now the most consistently unequal country in the world.  
Simply put, while the democratic period has delivered declining poverty levels, it has also 
been marked by a significant rise in aggregate income inequality.   
 
The data by race however, are interesting.  While all race groups apart from Asians 
experienced a decline in their poverty levels as measured by the headcount rate and the 
poverty gap ratio, the evidence presented in Table 4 suggests that all population groups 
except Africans experienced increases in inequality.  While Africans were the only population 
group that did not experience any statistically significant change in inequality as measured by 
the Gini coefficient, African inequality remained high at around 0.55 in both years.  
Coloureds experienced the largest increase in inequality with their Gini coefficient increasing 
from 0.49 in 1995 to 0.58 in 2005.  As a result, by 2005, Coloureds individuals displayed the 
highest levels of inequality relative to the other race groups.    
 
Table 4:  Inequality Shifts by Race:  Gini Coefficients for 1995 & 2005 
Category 1995 2005 
African 0.55 0.56 
Coloured 0.49 0.58 
Asian 0.45 0.53 
White 0.39 0.45 
Total 0.64 0.69 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. The changes in the values of the Gini coefficients between 1995 and 2005 are statistically significant at  
  the 95 percent level, with the exception of Africans. 
 2. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
 
The Lorenz curve presented in Figure 4 visually confirms that inequality at the national level 
increased between 1995 and 2005.  As a complement to the Gini coefficient the Lorenz 
curve represents an affirmation of the robustness of our national result. 
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Figure 4:  Lorenz Curve for South Africa, 1995 and 2005 

 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
 
Figure 5 below presents the Lorenz curves for African and Whites for 1995 and 2005.  It is 
very clear from the pictures that African inequality remained virtually unchanged over the 
period, with the 1995 and 2005 Lorenz curves lying almost on top of each other.  In 
contrast, the Lorenz curves for White individuals graphically confirm increasing inequality 
within this cohort over the period, with the 2005 curve lying further away from the 
“equality” curve than the 1995 curve.   
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Figure 5:  Lorenz Curves for Africans and Whites, 1995 and 2005 

 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
 
Finally, the relatively higher level of African inequality is also apparent, w ith both African 
Lorenz curves lying below the White curves for 1995 and 2005.   
 
The Theil index is a well-known measure of inequality that, unlike the Gini, allows us to 
measure the contribution of within group inequality on the one hand and that of between-
group inequality to overall inequality.  In the South African context, the strong inequality 
between racial groups as a  result of apartheid has always been a significant driver of aggregate 
inequality (see Leibbrandt, Woolard & Bhorat, 2001).   Studies using either the 1996 and 
2001 Census data or the 1995 and 2000 IES data have found an increase in the contribution 
of within-group inequality driven to a large extent by increasing inequality within the African 
population (See Hoogeveen & Ozler, 2006; Leibbrandt, et. al, 2005).    The results in Table 
5, presenting Theil-T coefficients for 1995 and 2005 by race run completely counter to these 
trends5.   Specifically then, the result here suggests that over the 1995-2005 period, the share 
of inequality driven by within-group dynamics in fact declined over this period.  In turn 
then, the key driver of income inequality since 1995 has in fact been between-group 
inequality.   In fact, by 2005, within-group and between-group inequality contributed in 
almost equal measure to total inequality.   

                                                 
5 The actual Theil index numbers are presented in the table with the share contribution of the components in brackets. 
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Table 5:  Inequality Within and Between Groups, 1995 and 2005 

 1995 2005 
By Race   
Within-group component 0.433 0.511 

 (53.15%) (50.35%) 
Between-group component 0.381 0.504 
 (46.85%) (49.65%) 
Total Inequality (Theil-T) 0.814 1.014 
 (100%) (100%) 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
 2. It has not been possible to calculate confidence intervals or t-statistics for the Theil measures.  This  
  means that we are not able to evaluate if the change in the contribution of the two components to  
  total inequality is statistically significant. 
 
This is a crucial result.  It suggests that it is primarily income differences between the race 
groups – rather than those within – which have contributed to South Africa’s growing 
inequality levels.  While this is not the focus of the paper, this results suggests a reassessment 
of the view that growing African affluence relative to rising African unemployment rates has 
been a driver of aggregate income inequality in South Africa.  Indeed, on the face of this, 
admittedly provisional evidence, it would appear that that the contrasting income gains made 
across the different race groups has been the key determinant of rising aggregate income 
inequality in the South African economy.6 
 
Table 6 presents changes in inequality by the nine provinces as measured by the Gini 
coefficient.  Four provinces, namely the Eastern Cape, Northern Cape, Free State and the 
North West did not experience any statistically significant change in their Gini coefficient 
between 1995 and 2005.  The Western Cape, KwaZulu Natal. Gauteng and Mpumalanga 
experienced increases in their Gini coefficients of between four and eleven percentage 
points.   
 

                                                 
6 The results by gender of household head, shows that, while declining very slightly over the period, within-group inequality 
has been almost the sole driver of total inequality over the period.  In other words, the inequality between male and female 
headed households contributed very little to overall inequality.  
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Table 6:  Shifts in Inequality by Province, 1995 - 2005 
 Gini Coefficient 
Province 1995 2005 
Western Cape 0.58 0.69 
Eastern Cape 0.65 0.64 
Northern Cape 0.65 0.62 
Free State 0.66 0.65 
KwaZulu Natal 0.63 0.67 
North West 0.63 0.64 
Gauteng 0.54 0.65 
Mpumalanga 0.58 0.67 
Limpopo 0.63 0.58 
Total 0.64 0.69 
Source: Statistics South Africa (1995 and 2005) and own calculations 
Notes: 1. The changes in the values of the Gini coefficients between 1995 and 2005 are statistically significant at  
  the 95 percent level for the Western Cape, KwaZulu Natal, Gauteng, Mpumalanga and Limpopo 
 2. The population in 1995 has been weighted by population weights according to the 1996 Census.   
  Population weights are not available for the 2005 dataset and the population has been weighted by the  
  household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
  
The only province that experienced a statistically significant decline in inequality was 
Limpopo, with its Gini coefficient decreasing by five percentage points.  Inequality, 
however, remained high for all provinces in 2005, with the Gini estimates varying between 
0.58 and 0.69. 
 
The above data then suggests a number of important and key results regarding South 
Africa’s welfare performance in the first decade of democracy – results made possible by 
virtue of the release of the IES2005.  Firstly then, it is clear that for a set of poverty lines 
South Africa witnessed a significant decline in both absolute and relative measures of 
poverty.  Hence over the 1995-2005 period, both the headcount and poverty gap indices 
declined appreciably.  This results was also true for African and Coloured individuals – with 
the results being matched for both female- and male-headed households.  Secondly, and very 
importantly within the national context of a debate around an appropriate poverty line, these 
results hold true irrespective of any feasible poverty line which may be chosen.  The results 
on income inequality reveal possibly the most worrying socio-economic trend since 1994 – 
that of rising national income inequality levels.  As measured by the Gini then, South 
Africa’s inequality levels have increased.  Finally, and perhaps as a precursor to further 
interrogation, our analysis of the drivers of inequality suggest that  it is in fact between- race 
group inequality which has been expanding over time.  Put differently, the key determinant 
of South Africa’s rising maldistribution of income inequality since 1995 has not been the 
inequality within the African population as always assumed – but rather that between the 
different racial groups.   
 
 
4. The Relationship between Economic Growth, Poverty and Inequality 
 
There is very little debate, if any, amongst economists around the notion that a high level of  
economic growth is essential for poverty reduction.  Indeed, increased growth rates, 
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effectively measured by rising per capita incomes, would appear to make this link clear and 
simple:  if you increase economic growth, poverty levels will fall in the society.  However, a 
more detailed assessment of experiences around the world, indicate that there are two very 
important caveats to this generalised view that ‘growth is good for  the poor’.  Firstly, the 
impact of economic growth on poverty differs significantly across countries.  Hence, 
research from the World Bank, indicates that a 2% increase in growth rates will result in a 
reduction in poverty ranging from 1 to 7 percent, depending on the country.  Secondly, as 
incomes grow, there is a high likelihood that this will also affect the distribution of that 
income.  Put differently, economic growth often brings with it, some change in the levels of  
income inequality.  When this occurs and if the result is an increase in inequality, the gains 
from growth to the poor may in fact be reduced.  Higher inequality levels from growth 
‘stretch’ the distribution of income and in so doing dilute the impact of economic growth on 
poverty.  Given these two caveats to the growth-poverty nexus then, the critical insight is 
that economic growth may be necessary, but it is certainly not a sufficient condition for 
poverty reduction in a society.   
 
Has Growth in Expenditure between 1995 and 2005 been Pro-Poor? 
 
While we have in the analysis above noted the shifts in poverty between 1995 and 2005 
using the standard FGT class of poverty measures, it remains important to try and estimate 
how the growth in expenditures of the poor have fared relative to the rich over this period.  
As a starting point for the analysis, we examine growth incidence curves (GIC) for this 
period according to a set of covariates.  Methodologically, we draw on the work of Ravallion 
(2004) and Ravallion and Chen (2003), who developed these concepts.  Essentially, the GIC 
approach allows us to determine whether growth in expenditure in this period has been pro-
poor in nature by plotting the growth in expenditure across each centile of the distribution.   
 
In the GIC for South Africa for the period 1995-2000 we thus examine the growth in 
expenditure per capita of the population, arranged according to ascending centiles of the 
distribution.  It is clear from the GIC that growth in per capita expenditure was pro-poor in 
the absolute sense, with all the individuals across the distribution experiencing positive 
growth between 1995 and 2005. While individuals at the very bottom of the distribution 
clearly benefited more from the increased growth in expenditure than individuals up to the 
70th percentile, this growth has not been pro-poor in a relative sense.  Relative pro-poor 
growth was not evident, given that from around the 70th percentile, expenditure begins to 
increase steadily again, with individuals in the top ten percent of the distribution enjoying the 
highest average annual growth rates of all.  It is important to note that, at the bottom of the 
distribution, only the poorest 30 percent of individuals experienced average annual increases 
in expenditure above the mean of the percentile growth rates.  Individuals between the 60th 
and 70th percentiles experienced the lowest growth rates at around 6 percent.   
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Figure 6: Growth Incidence Curve for South Africa, 1995-2005 
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Growth Incidence Curve for South Africa: 1995-2005

 
Source: Statistics South Africa (1995 & 2005), own calculations 
Notes: 1. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised growth rates 
 
This result means that economic growth, as measured by per capita expenditure in the first 
decade of democracy, was pro-poor in absolute terms.7  The average annual growth in mean 
per capita expenditure was just above nine percent over the period, while the mean of the 
growth rates at each percentile was eight percent over the period.   
 
Figure 7 presents the GIC for Africans for the period 1995 to 2005.  Again, it is clear that 
growth was pro-poor in the absolute sense.  All Africans experienced an increase in their per  
capita expenditure over the 10-year period, with average annual growth rates varying 
between just under seven percent to over 9.5 percent.  While individuals at the bottom-end 
of the distribution appear to have enjoyed the highest average annual growth rates of more 
than 9,5 percent, manual calculations of the growth rates at the top of the distribution reveal 
a growth rate of 10 percent at the 99th percentile.   
 
 

                                                 
7 Pro-poor grow th can be considered “absolute” if the change in income/expend iture levels of the poor (as 
defined by a chosen poverty line) over a given time period is larger than zero, i.e. the income/expend iture  
levels of the poor have increased in absolute terms.  Pro-poor grow th can be considered “relat ive” if the 
change in the income/expenditu re levels of the poor is larger than the change in the income/expenditure levels  
of the non-poor.    
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Figure 7:  Growth Incidence Curve for Africans:  1995-2005 
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Source:  Statistics South Africa (1995 & 2005), ow n calculations 
Notes: 1. Frequency w eights are assumed w ith the population in 1995 w eighted according to the  
  1996 Census and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised grow th rates 
 
In this case, individuals at the 80th percentile experienced the lowest average annual growth 
rates of just below seven percent.  Approximately the poorest 40 percent of Africans 
experienced increases in expenditure above the mean of percentile growth rate, again 
confirming that growth was not pro-poor in the relative sense. 
 
The GICs for the other three race groups can be found in Appendix 2.  These confirm that 
all individuals irrespective of race experienced increases in per capita expenditure meaning 
that growth was pro-poor in absolute terms for all race groups between 1995 and 2005.  
 
The GICs for the other population groups however, also suggest that those at the bottom of 
the distribution experienced relatively lower average annual growth rates in expenditure than 
those higher up the distribution.  This is confirmed by the figures in Table 7 and Table 8  
below. Table 7 gives the growth rate in mean and median expenditure as well as the mean 
percentile growth rate at national level and for all four race groups.  In addition, it presents 
the rate of pro-poor growth for the poorest 10, 15, 20, 25 and 30 percent of the 
distribution8.  Table 8 in turn presents the average annual growth rates at the very top of the 
per capita expenditure distribution for the four race groups.   

                                                 
8 The pro-poor growth rate is the annualised mean growth rate of the poor.  This gives the annualised change in the Watts 
index divided by the headcount index at each given percentile (See Ravallion & Chen, 2003).   
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Table 7:  Measures of Pro-poor Growth, 1995 - 2005 
 Total African Coloured Asian White 
Growth rate in mean 9.29 8.34 10.1 7.92 11.79 
Growth rate in median 7.15 8.00 7.04 5.78 10.60 
Mean percentile growth rate 8.00 8.23 8.19 6.42 10.83 
Rate of pro-poor growth at corresponding percentile    
10 9.19 9.50 5.75 3.29 8.15 
15 9.09 9.40 6.07 3.61 8.49 
20 8.98 9.32 6.27 3.73 8.54 
5 8.86 9.25 6.37 4.11 8.64 
30 8.73 9.15 6.44 4.36 8.79 
Source: Statistics South Africa (1995 & 2005) & own calculations 
Notes:  1. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 

2. Figures are annualised growth rates 
 
For the aggregate and for Africans, the declining pro-poor growth rates as you move from 
the 10th to the 30th percentile confirm that on average those at the 10th  percentile of the 
distribution experienced higher growth rates that those at the 30th percentile of the 
distribution.  At national level and for Africans the average growth rate for those at the 30th 
percentile of the distribution was actually higher than the respective mean percentile growth 
rates.  In the case of African individuals the average growth rate experienced by these 
individuals was even higher than the growth rate in mean expenditure.  The pro-poor growth 
rates for Coloureds,  Asians and Whites on the other hand show those in the bottom 30th 
percentile of the distribution experienced lower growth rates relative to the mean percentile 
growth rates.  Asians generally experienced the lowest growth rates, while on average Whites 
experienced the highest growth rates of all the race groups.  
 
The table below presents the results when growth rates are calculated for those individuals 
from the 80th percentile upwards9.  These are presented for the different race groups.  For 
Coloured, Asian and White individuals, those at the top of the expenditure distribution 
experienced growth rates higher than their own-race mean percentile growth rates.  The data 
for the African population reveals that only those from the 93rd percentile upwards 
experienced growth rates above the mean percentile growth rates.   
 

                                                 
9 Note that this differs from the pro-poor growth rates in Table 3 in that these are not averages across percentiles, but the 
actual average annual growth rates at each of the percentiles from 80 to 99. 
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Table 8:  Average Annual Growth in Expenditure at top of the Distribution, 1995-  
     2005 

 Average Annual Growth Rates (%) 
Percentile African Coloured Asians Whites 
80 6.83 9.19 7.99 12.47 
81 6.89 9.74 7.96 12.46 
82 6.86 10.00 8.22 12.39 
83 6.95 10.00 8.57 12.50 
84 6.97 9.91 9.05 12.33 
85 7.01 10.21 8.90 12.19 
86 7.13 10.64 9.21 12.44 
87 7.08 11.40 8.81 12.43 
88 7.20 11.99 9.37 12.39 
89 7.37 11.91 9.37 12.60 
90 7.65 11.78 9.33 12.67 
91 7.94 11.70 8.72 13.00 
92 8.08 12.52 8.63 12.99 
93 8.38 12.15 9.18 13.18 
94 8.50 12.16 9.34 13.33 
95 8.89 12.38 9.04 13.30 
96 9.04 13.03 8.99 13.56 
97 9.15 12.90 11.23 13.55 
98 9.50 13.86 10.44 12.49 
99 10.07 13.12 8.94 13.85 
Population share (%) 79.48 8.8 2.48 9.24 
Source:  Statistics South Africa (1995 & 2005) & ow n calculations 
Notes:  1. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 

2. Figures are annualised growth rates 
 
It is instructive to note that nowhere in the upper-end of the distribution over the first 
decade of democracy, do we see African expenditure growing as rapidly as White 
expenditure.  Put differently, the estimates suggest that in the period 1995-2005 it has been 
Coloured and White individuals at the top of the expenditure distribution in particular, who 
have continued to benefit more from economic growth than those at the bottom-end.  At 
the aggregate level, these two race groups and to a lesser extent Asians and African in the 
very top percentiles accounted for the relatively higher growth rates in the top 10 percent of 
the distribution as illustrated by the GIC for South Africa.  Indeed, this racial difference in 
expenditure growth at the top-end must be part of the explanation for the result noted 
earlier – of a rising share of between-group inequality in overall national income inequality. 
 
Figure 8 and Figure 9 presents the GICs for male and female-headed household respectively.  
Again, it is clear that growth was pro-poor between 1995 and 2005 in the absolute sense for  
all individuals, irrespective of the gender of the household head.   
 
Both GICs display a similar trend to that of the GIC for South Africa.  Individuals living in 
both male and female-headed households at the bottom of the distribution experienced 
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higher growth rates than those up to around the 70th percentile of individuals living in male-
headed households and up to the 80th percentile of individuals living in female-headed 
households.  
 
Figure 8:  Growth Incidence Curve for Male-Headed Households, 1995-2005 
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Growth Incidence Curve for Males: 1995-2005

 
Notes: 1. Frequency weights are assumed with the population in 1995 weighted according to the 1996   
  Census and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised growth rates 
 
The pro-poor growth measures for  individuals living in male-headed and female-headed 
households can be found in Table 9.  It confirms the results from the GICs that male-
headed households experienced a slightly higher growth rate in mean expenditure as well as a 
higher mean of growth rates.  In addition, the pro-poor growth rates for individuals in the 
bottom 30 percent of the expenditure distribution also confirms that individuals living in 
relatively poorer male-headed households experienced slightly higher growth rates than 
those living in poor households headed by females. 
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Figure 9:  Growth Incidence Curve for Female Headed Households:  1995 - 2005 
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Growth Incidence Curve for Females: 1995-2005

 
Notes: 1. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised growth rates 
 
Table 9:  Measures of Pro-Poor Growth by Gender of Household Head 
 Total Male-headed Female-headed 
Growth rate in mean 9.29 10.14 9.53 
Growth rate in median 7.15 7.59 7.75 
Mean percentile growth rate 8.00 8.79 8.27 
Rate of pro-poor growth at corresponding percentile  
10 9.19 9.44 9.32 
15 9.09 9.39 9.23 
20 8.98 9.31 9.18 
25 8.86 9.20 9.10 
30 8.73 9.10 9.00 
Source: Statistics South Africa (1995 & 2005) & own calculations 
Notes: 1. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised growth rates  
 
Similarly to the experience at national level, individuals at the very top-end of the 
distribution experienced the highest growth rates, regardless of the gender of the head of the 
household they were residing in. 
 
The GICs for the provinces can be found in Appendix 3, while the pro-poor growth 
measures are presented in Table 10.  The provincial GICs suggest that individuals had very 
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different growth experiences over the decade, depending on the province in which they 
resided.  Irrespective of their province of residence however, all individuals experienced pro-
poor growth in absolute terms. 
 
Table 10:  Measures of Pro-Poor Growth, by Province, 1995 - 2005 
 Total WC EC NC FS KZN NW GA MP LIM 
Grow th rate in mean 9.29 12.03 10.26 6.21 12.75 6.63 10.94 7.76 10.34 5.18 
Grow th rate in median 7.15 6.01 10.00 7.26 13.26 5.17 9.83 3.24 7.42 6.50 
Mean percenti le grow th rate 8.00 8.49 10.43 7.07 13.48 5.55 10.36 5.3 7.89 6.81 
Rate of pro-poor growth at corresponding percentile        
10 9.19 5.15 10.88 6.96 15.27 7.30 8.98 6.21 6.79 10.3 
15 9.09 5.43 10.87 7.08 14.92 7.00 9.23 5.69 6.99 9.80 
20 8.98 5.54 10.85 7.24 14.70 6.71 9.38 5.32 7.05 9.56 
25 8.86 5.64 10.80 7.31 14.58 6.46 9.49 5.05 7.09 9.35 
30 8.73 5.72 10.75 7.27 14.48 6.29 9.64 4.80 7.11 9.13 
Source: Statistics South Africa (1995 & 2005) & own calculations 
Notes: 1. Frequency weights are assumed with the population in 1995 weighted according to the 1996  Census  
  and the population in 2005 weighted according to the 2001 Census 
 2. Figures are annualised growth rates  
 
The Western Cape, Mpumalanga and the North West stand out as three provinces whose 
growth experience was not pro-poor in a relative sense.  In all three of these provinces, 
individuals at the bottom of the expenditure distribution experienced relatively lower growth 
rates than those higher up the distribution.  These trends are  further confirmed by the 
measures presented in Table 10, which show that for these provinces, the growth rates in the 
mean and the mean percentile growth rates are higher than the pro-poor growth rates 
experienced by the bottom 30 percent of the distribution. 
 
It was shown in the first part of this report that the Free State experienced the largest 
decreases in poverty when the nine provinces are considered.  The GIC and pro-poor 
growth measures suggest that this province experienced pro-poor growth not only in the 
absolute sense but also in relative terms.  Individuals at the very bottom of the distribution 
experience growth rates in excess of 15 percent between 1995 and 2005.  In addition, 
individuals up to the 40th percentile of the distribution experienced growth rates in excess of  
both the mean of the percentile growth rates and the growth rate in mean per capita 
expenditure.  Growth tapers off around the 80th percentile, and picks up slightly at the very 
top of the distribution.  Limpopo experienced a very  similar pattern of relative and absolute 
pro-poor growth, albeit with lower growth rates.   
 
The GIC for KwaZulu Natal displays trends similar to those at national level, with 
individuals at the bottom of the distribution experiencing relatively higher growth rates.  
Growth rates decrease as you move along the GIC curve, before picking up again at around 
the 80th percentile of the distribution.  As was the case at national level, individuals at the 
very top of the expenditure distribution experienced the highest growth rates over the 
period.  The GIC for Gauteng also suggest modestly higher growth rates for those at the 
very bottom of the distribution, with the growth rate declining up to the 40th percentile 
before picking up again.  Individuals at the top of the expenditure distribution experienced 
relatively larger growth rates that the rest of province’s population, illustrating how 
individuals living in this relatively rich province benefitted from the fruits of higher 
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economic growth. Finally, the GICs for the Eastern and Northern Cape are very erratic, with 
one common trend namely very low growth rates at the very bottom of the distribution. 
 
Ultimately though, the provincial data suggest that the high growth in expenditure levels of 
the poor was particularly evident in the Free State and Limpopo.  Closer interrogation of the 
data is no doubt essential, in order to determine these provincial drivers of absolute and 
relative pro-poor growth in expenditure. 
 
Determinants of Growth in Expenditure of the Poor 
 
At the time of writing data limitations made it impossible to suitably interrogate the sources 
of these increases in expenditure over the last decade using the IES datasets.  There are 
however, possible clues arising out of an interrogation of complementary data sources. 
 
Utilising data from the All Media and Product Surveys (AMPS), van der Berg, et. al. (2006) 
as noted above, found that the headcount rate decreased significantly between 2000 and 
2004, irrespective of the poverty line used.  According to them the increase in welfare 
particularly amongst the African poor, can to a large extent be attributed to the impact of the 
expansion of social grants.  Bhorat, et. al. (2007a) utilised data from the 1999 October 
Household Survey (OHS) and the 2005 General Household Survey (GHS) to show that 
income poverty (with income constructed from wage income and social grant income) 
decreased between 1999 and 2005, irrespective of the poverty line used, with relatively larger 
declines at the bottom of the income distribution.  In addition, the proportion of the 
population without access to wage or grant income has declined to less than 10 percent of 
the total population; with some individuals in the bottom 10 percent receiving grant income.   
 
The figure below provides some indication of the share of total monthly income from wages 
and social grants that can be attributed to grants in 1999 and 2005.  Two very important 
points regarding the construction of the data are key here.  Firstly, the income variable has 
been constructed from reported wage income and income from social grants, as these were 
the only two sources of income that could reliably identified in the two household surveys 
utilised.  Other types of income such as remittances, gratuities, private maintenance and 
unspecified sources of income were not taken into account.  Secondly, we analyse income 
data here, while the bulk of the analysis in this report of course utilises per capita 
expenditure data.  10 

                                                 
10 This figure importantly only serves as an illustration of the impact of government provision of welfare grants and the 
2005 income data cannot be compared to the expenditure information from the 2005 IES. 
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Figure 10:  Per Capita Grant Income as Proportion of Wage and Grant Income, 1999     
      and 2005 

 
Source: Statistics South Africa (1999 and 2005) and own calculations 
 
The data illustrates that in 1999, no individuals in the two bottom income deciles received 
social grants, as shown by the red line.  By 2005, social grants constituted almost 90% of the 
total monthly income (from wages and grants) of individuals in these two deciles.  By the 
fifth decile, grant income still contributed more than 50% to total income, meaning that the 
value of social grants were more than the wage income of those individuals.  This is a very 
clear reflection of the impact of government’s increased spending on welfare grants over the 
period.  The number of social grant recipients increased from 2,5 million in 1999 (National 
Treasury, 2003:104) to almost 9,5 million in 2005 (National Treasury, 2005:57), driven to a 
large extent by the increase in the roll-out of the Child Support Grant over this period. 
 
The proposition therefore, on the basis of this preliminary evidence here, is that the rapid 
widening and deepening of the state’s social security system in this first decade of democracy 
– lies at the heart of the rapid growth in expenditure levels of the poor.  The Child Support 
Grant (CSG), the old age pension (OAP) and the disability grant thus, are probably the key 
individual determinants for South Africa experiencing absolute levels of pro-poor growth in 
the 1995-2005 period.  This growth at the bottom-end however, must be juxtaposed by 
phenomenal growth rates observed amongst individuals from the 80th percentile onwards.  
That this trend yields higher returns for Whites and Coloureds in turn though, must serve as 
a stark reminder not only of the distributional consequences of economic growth, but also 
its stark racial manifestations.  It is to a closer examination of the relationship between 
economic growth, inequality and poverty, that the next section turns. 
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The Impact of Growth and Inequality on Poverty 
 
While the GICs and the pro-poor growth rates do take us some way beyond the static 
comparison of poverty shifts over a time period, one of the important value-added questions 
is to try and gauge the influence of both economic growth and changing inequality levels on 
these reported poverty changes.  We attempt below different approaches in trying to 
empirically detail this relationship, concentrating firstly on the growth-poverty elasticity and 
the influence of inequality shifts on this measure, and secondly on the Datt-Ravallion 
decomposition. 
 
It is possible, by drawing on the work of Kakwani (1993) and others, to compute the impact 
of economic growth on poverty levels.  In addition though, it is argued that the process of 
economic growth may induce shifts in inequality which, in of themselves, may erode some or 
all of the growth-associated poverty reduction gains.  In attempting to deal more broadly 
with the different interactions between poverty, inequality and growth, we follow the 
methodology proposed by Kakwani (1993), which essentially provides for three useful 
measures reflecting on the link between poverty, inequality and growth.  The first of these is 
a distribution-neutral measure of the poverty-growth elasticity.  The measure is readily 
estimated using the following equation when utilising the Pα class of poverty measures:   
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Essentially, this equation measures the ‘pure growth’ effect on poverty reduction, 
independent of the distribution of income.  However, in a period of economic growth, the 
income distribution changes can and often do occur.  Hence, as noted above, it is entirely 
possible that despite economic growth, subsequent changes in the distribution of income 
may militate against any significant reduction in poverty.  We can measure this relationship 
between poverty and inequality (as measured by the Gini), when utilising the Pα class of 
poverty measures (Kakwani, 1993) as: 
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Given the simultaneous impact of mean income growth and inequality on poverty, an 
important issue then is what increase in mean income is required to mitigate against 
distributional outcomes eroding poverty reduction gains.  We can measure this for  the FGT 
class of poverty measures, again according to Kakwani (1993) as:  
 

α

α

η
ε

P

PMPRS −=      (3) 

 
where the MPRS refers to the marginal proportional rate of substitution between mean 
income and income inequality. 
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The table below estimates the above relationships for 1995 and 2005, utilising both the R322 
line, and the R174 line.  We first examine the poverty-mean income (or in this case 
expenditure) elasticies.  In 1995, using the R322 a month poverty line, a one percent increase 
in mean expenditure would reduce the poverty gap by about one percent.  By 2005, this 
elasticity has increased to 1,3 percent, meaning that a one percent increase in mean per capita 
expenditure would lead to a larger reduction in the poverty gap.  In other words growth (as 
measured by the increase in mean per capita expenditure) became more pro-poor over the 
decade.  The same trend i s observed at the R174 poverty line, with the additional result that 
growth in expenditure has a relative larger impact on the poor at that level.  For both 
poverty lines, the impact of increased expenditure on the squared poverty gap also became 
larger over the period.  
 
These elasticity estimates, however, assume a constant Lorenz curve, and hence do not take 
account of the distributional effects of the growth process.  The crucial caveat to the above 
growth-poverty nexus therefore, lies in the distributional changes that may occur in the 
growth process.  Hence, if inequality increases during a growth phase, then there is a 
possibility that poverty levels may in fact increase – a fact that we will turn to in greater detail 
below.  The second set of measures, namely the poverty-inequality elasticity estimates, 
provides an indication of this sensitivity. 
 
Table 11:  Elasticities of Poverty Measures for South Africa. 1995 and 2005 
Category R322 Poverty Line R174 Poverty Line 
Year 1995 2005 1995 2005 
     
P1-Mean Expenditure Elasticity -1.02 -1.33 -1.63 -2.17 
P2-Mean Expenditure Elasticity -1.28 -1.65 -1.93 -2.48 
P1-Gini Elasticity 3.79 6.30 9.96 17.05 
P2-Gini Elasticity 6.53 10.30 15.41 24.69 
MPRS: P1 3.72 4.74 6.12 7.86 
MPRS: P2 5.11 6.26 7.97 9.95 
Source: Statistics South Africa (1995, 2000 & 2005) and own calculations 
Notes: 1. Frequency weights are assumed with the populations in 1995 and 2000 weighted according to the 1996 
  Census and in 2005 according to the 2001 Census 
 2.  The ‘Poor’ category refers to poverty measures based on a poverty line of R322 per capita per month  
  in 2000 prices, while the ‘Ultra-Poor’ category is based on a poverty line of R174 per capita per month. 
 
The poverty gap-Gini elasticity indicates that in 1995, on the R322 poverty line, a one 
percent increase in the Gini coefficient would increase the poverty gap by 3.8 percent, while 
it would increase the squared poverty gap by 6.5 percent.  These elasticities increased in 
2005, suggesting that the impact of inequality on poverty has increased over the decade.  In 
both years, the elasticies are even larger when the R174 poverty line is considered.  By 2005, 
a one percent increase in the Gini coefficient would increase the squared poverty gap by 
almost 25%. 
 
The final measure – the MPRS – provides some sort of policy benchmark in that it indicates 
the levels of economic growth that may maximise poverty reduction gains in the 
environment of growing inequality.  In other words, it tells us the growth in mean per capita 
expenditure that is needed to compensate for a one percent increase  in inequality as 
measured by the Gini coefficient.   
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In 1995, the MPRS with respect to the poverty gap indicated that per capita expenditure 
would have to increase by 3.74 percent to compensate for a one percent in increase in the 
Gini coefficient.  By 2005, this measure has increased to almost 5 percent.  The figures 
indicate that the MPRS increased between 1995 and 2005 for both the poverty gap and the 
squared poverty gap.  In all cases the MPRS is higher for the squared poverty gap than for 
the poverty gap, implying that the measure increases when the poverty aversion parameter, 
α, increases.  In addition, the MPRS is higher for the lower poverty line, suggesting a greater 
economic growth response is required when trying to compensate for the distributional 
outcomes experienced by the ultra poor. 
 
Therefore, the measures presented above suggest that the negative impact of inequality on 
poverty levels increased over the decade, and that the level of economic growth required to 
compensate for increases in inequality has increased over the 1995-2005 period. 
 
Our next set of estimates, the Datt-Ravallion decompositions (Datt & Ravallion, 1992) 
complements the Kakwani estimates very well and deepens our understanding of the relative 
contributions of economic growth and distributional shifts in measured poverty outcomes.   
 
Very briefly, the Datt-Ravallion methodology revolves around decomposing the change in 
measured poverty into a growth and redistribution component.  The growth component 
refers to the change in poverty that occurs, if we assume that inequality does not change.  
The redistribution component is the change in poverty, if mean income levels had not 
altered (i.e no growth has taken place).  Finally, a residual variable captures the interaction 
between the growth and redistribution effects on poverty.  If we take the equation P(z/u,Π), 
where z is the poverty line, u the mean income level and Π the Lorenz curve, then the 
decomposition proceeds as follows: 
 
Pt+1 – Pt = G(t,t+1;r) + D(t,t+1;r) + R(t,t+1;r) 
 
Where t and t+1 are the two time periods under discussion, P the poverty measure in the 
two time periods, G(.) represents the growth component, D(.)  the redistribution and R(.) 
the residual components of the decomposition.  We can define the growth and redistribution 
components in turn by the following: 
 
G(t,t+1;r) ≡ P(z/ut+1, Πr) - P(z/ut, Πr) 
D(t,t+1;r) ≡ P(z/ur, Πt+1) - P(z/ur, Πt) 
 
Where r makes explicit the reference date with respect to the decomposition of the poverty 
shift (Datt & Ravallion 1992).  In essence then, the above measure enables one to examine 
and discretely measure the relative contributions of changing inequality versus changing 
income growth to overall poverty changes.   
 
Table 12 below presents the results of the Datt-Ravallion decompositions for South Africa 
between 1995 and 2005 by race and according to both poverty lines.  In this case, the growth 
component refers to the growth in per capita expenditure.  As noted above, as measured by 
the headcount index, national poverty levels declined at both the R174 and the R322 poverty 
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lines.  In addition all race groups, except Asians experienced declines in poverty at both 
poverty lines, with Africans seeing the largest relative improvement in their position.   
 
The results from the Datt-Ravallion decompositions show that at the national level poverty 
declined between 1995 and 2005 because the increase in nominal per capita expenditure 
contributed more to the change in poverty than the negative contribution of rising inequality 
over the period.  For example, when using the R322 poverty line, the increase in per capita 
expenditure between 1995 and 2005 accounted for a decline of 28.7 percentage points in the 
headcount rate, while the redistributive component accounted for an increase of  24.1 
percentage points in the headcount rate.  The result, therefore, was a decline of 4.5 
percentage points in the national headcount rate over the decade.  Put simply, the changing 
distribution of expenditure as a consequence of growth, was not sufficiently large to offset 
the gains realised in terms of a reduction in poverty. 
 
Table 12:  Datt-Ravallion Decompositions by Race, 1995-2005 
Category Growth Component Redistribution Component Total Change in Poverty 
Poverty Line R322 per month 
Total -28.7 24.1 -4.50 
African -29.7 23 -6.7 
Coloured -34.6 29.8 -4.8 
Asian -11.9 15.6 3.7 
White -2.90 2.80 -0.20 
Poverty Line R174 per month 
Total -30.30 22.10 -8.20 
African -32.80 21.80 -11.00 
Coloured -25.80 23.50 -2.30 
Asian -5.50 6.30 0.80 
White -1.10 0.90 -0.20 
Source: Statistics South Africa (1995 & 2005) and own calculations 
Notes: 1. Poverty shifts based on headcount measures noted above and the two poverty lines of R322 and R174  
  respectively 
 2. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 3. Residual values were zero in all cases 
  
The results of the decomposition show further that the growth component outweighed the 
contribution of the redistribution component at both poverty lines and for all races except 
Asians for the period 1995 to 2005.  The rising inequality amongst Asian individuals eroded 
any gains from increases in per capita expenditure over the period.   
 
Table 13 presents the Datt-Ravallion decompositions by province.  It is clear from the 
evidence below that provinces which experienced a decline in poverty over the period did so 
as a result of the contribution of the growth component outweighing the contribution of the 
redistribution component.  For example, using the R322 poverty line, the increase in per 
capita expenditure in the Free State contributed to in a decline of almost 40 percentage 
points in the headcount poverty rate in that province, while the redistributive component 
contributed to an increase of 16,5 percent in the headcount rate.  The net result was a 
decline of 23.3 percent in the headcount rate.  
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Table 13:  Datt-Ravallion Decompositions by Province, 1995 - 2005 
Category Growth Component Redistribution Component Total Change in Poverty 
Poverty Line R322 per month 
Western Cape -32.40 31.80 -0.60 
Eastern Cape -32.40 18.40 -14.00 
Northern Cape -22.00 17.00 -5.00 
Free State -39.80 16.50 -23.30 
Kwazulu-Natal -22.40 25.80 3.40 
North West -34.80 20.80 -14.00 
Gauteng -20.70 27.30 6.50 
Mpumalanga -35.60 29.60 -6.00 
Limpopo -17.90 18.70 0.80 
Poverty Line R174 per month 
Western Cape -25.20 25.30 0.10 
Eastern Cape -41.70 20.90 -20.80 
Northern Cape -23.90 18.30 -5.70 
Free State -43.50 13.70 -29.80 
Kwazulu-Natal -24.30 25.90 1.60 
North West -38.70 22.00 -16.60 
Gauteng -15.30 15.40 0.10 
Mpumalanga -35.20 29.20 -6.00 
Limpopo -22.10 15.60 -6.50 
Source: Statistics South Africa (1995 & 2005) and own calculations 
Notes: 1. Poverty shifts based on headcount measures note above and the two poverty lines of R322 and R174  
  respectively 
 2. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 3. Residual values were zero in all cases 
 
On the other hand, provinces which experienced an increase in their headcount poverty 
rates did so as a result of per capita expenditure growth not being able to erode the negative 
contribution of rising inequality to changes in poverty.  At the R322 line, for example, 
Gauteng saw its headcount rate increase by 6.5 percentage points.  Between 1995 and 2005 
the province’s Gini coefficient increased from 0.54 to 0.65.  This rising inequality 
contributed to an increase of 27.3 percentage points in Gauteng’s headcount rate.  Over the 
same period, the per capita expenditure growth in the province contributed to a 20.7 
percentage point decline in the headcount rate, which was however not enough to erode the 
impact of increasing inequality. 
 
Finally, Table 14 presents the results of the Datt-Ravallion decompositions by gender of 
household head.   
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Table 14:  Datt-Ravallion Decompositions by Gender of Household Head, 1995 –  
      2005  
Category Growth Component Redistribution Component Total Change in Poverty 
Poverty Line R322 per month 
Male -29.60 22.10 -7.50 
Female -31.50 26.40 -5.10 
Poverty Line R174 per month 
Male -28.00 19.00 -9.00 
Female -37.20 26.80 -10.40 
Source: Statistics South Africa (1995 & 2005) and own calculations 
Notes: 1. Poverty shifts based on headcount measures noted above and the two poverty lines of R322 and R174  
  respectively 
 2. Frequency weights are assumed with the population in 1995 weighted according to the 1996 Census  
  and the population in 2005 weighted according to the 2001 Census 
 3. Residual values were zero in all cases 
 
As discussed earlier, all individuals, irrespective of the gender of the head of the household 
they resided in, experienced decreases in their headcount rates at both poverty lines.  The 
results from the Datt-Ravallion decompositions confirm that that was due to the  
contribution of the growth component outweighing the contribution of the redistribution 
component in all cases.     
 
The above results are therefore consistent across most covariates, indicating that in the first 
decade of democracy – the growth in expenditure levels was sufficiently high to offset the 
inequality inducing impact of this growth.  As a  consequence, the domestic economy was 
able to yield the declines in absolute poverty noted at the outset of the paper.  It must be 
remembered however, that the trajectory of economic growth (represented by this change in 
per capita expenditure) in this period has entrenched and extended the levels of income 
inequality within the society. 
 
Conclusion 
The above paper has utilised the release of the IES of 2005 to construct a series of profiles 
of poverty and inequality in South Africa since 1995.  In addition, the data have been 
manipulated to provide an insight into the interactions between economic growth, poverty 
and inequality in the country’s first decade of democracy. 
 
The results from the paper suggest firstly, that South Africa has witnessed a significant 
decline in absolute and relative measures of poverty.  This is true by race and gender of 
household head and indeed is robust for any number of feasible poverty lines.  In turn 
however, the analysis has shown that inequality levels within the society have increased.  For 
a society already beset with a stubbornly high Gini coefficient, this is a simultaneously 
remarkable and worrying result.  Furthermore, and contrary to all previous evidence in this 
arena, the data suggest that it is between-race inequality which is driving the shifts in the 
national distribution.  Put simply, the differences between African and White expenditures – 
rather than that within the African populace - have been fuelling our rising inequality levels 
since 1995. 
 
The analysis of the nature of the economic growth serves to expand on and refine the 
linkages between growth, poverty and inequality.  Hence, the data shows that our growth in 
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the 1995-2005 period has been pro-poor in absolute terms, in that the expenditure growth of 
the poor has been positive over the period.  However, notably the growth in expenditure of 
the rich has far exceeded those at the bottom-end of the distribution.  Indeed, the 
conclusion of our growth trajectory and pattern since 1995, is one of high returns to 
individuals at the top-end of the distribution, with gains to those at the 30th percentile and 
below principally arising out of an expansion in social grants.  The racial dimension to these 
differentiated expenditure growth rates, remains a key attribute of South Africa’s pattern of 
economic recovery since 1995. 
 
Perhaps the most succinct statement of the challenge facing the society in terms of our 
growth path, are the results from the elasticity and decomposition exercises.  These display 
very powerfully, the sharp erosion in terms of  poverty reduction gains that can and will arise 
through an inequality inducing growth path.  Despite fairly healthy growth rates since 1995, 
the South African economy has only managed modest poverty reduction gains.  This latter 
result must surely signal that possibly the key constraint to long-run economic growth and 
development remains the very high levels of initial income inequality in the society. 
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Appendix 1 
Shares in Population and Poverty:  By Race, Province and Gender of Household 
Head 

 1995 2005 

 
Population 

Share 
R322 Poverty 

Line 
R174 Poverty 

Line 
Population 

Share 
R322 Poverty 

Line 
R174 Poverty 

Line 
Race 
African 77.28% 92.74% 95.45% 79.40% 93.22% 95.05% 
Coloured 9.31% 6.92% 4.40% 8.79% 6.26% 4.77% 
Asian 2.61% 0.23% 0.07% 2.48% 0.44% 0.18% 
White 10.79% 0.11% 0.08% 9.23% 0.07% 0.00% 
Province 
Western Cape 10.10% 5.61% 3.07% 10.01% 5.95% 4.18% 
Eastern Cape 15.88% 22.03% 25.58% 14.46% 17.75% 18.48% 
Northern 
Cape 2.13% 2.36% 2.33% 2.40% 2.67% 2.99% 
Free State 6.41% 7.93% 9.40% 6.24% 5.42% 4.29% 
Kwazulu-
Natal 20.37% 22.02% 20.75% 20.95% 26.25% 30.61% 
North West 8.56% 10.59% 11.21% 6.96% 7.40% 7.32% 
Gauteng 17.11% 6.21% 3.61% 20.22% 10.79% 5.92% 
Mpumalanga 6.93% 8.05% 7.66% 7.41% 8.50% 9.20% 
Limpopo 12.51% 15.21% 16.40% 11.34% 15.28% 17.02% 
Gender of Household Head 
Male 66.18% 57.74% 55.91% 56.50% 45.14% 42.59% 
Female 33.82% 42.27% 44.09% 43.43% 54.81% 57.32% 
Sources: Statistics South Africa (1995 & 2005), own calculations 
Notes:  1.   Poverty lines are in 2000 prices 

2. The population in 1995 has been weighted by population weights according to the 1996 Census.  
Population weights are not available for the 2005 dataset and the population has been weighted by the 
household weight multiplied by the household size.  The 2005 weights are based on the 2001 Census   
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Growth Incidence Curve for Coloureds: 1995-2005
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Growth Incidence Curve for Asians: 1995-2005
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Growth Incidence Curve for Whites: 1995-2005
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Growth Incidence Curve for Western Cape: 1995-2005
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Growth Incidence Curve for Eastern Cape: 1995-2005
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Growth Incidence Curve for Northern Cape: 1995-2005
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Growth Incidence Curve for Free State: 1995-2005
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Growth Incidence Curve for KZN: 1995-2005
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Growth Incidence Curve for North West: 1995-2005
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Growth Incidence Curve for Gauteng: 1995-2005
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Growth Incidence Curve for Mpumalanga: 1995-2005
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Growth Incidence Curve for Limpopo: 1995-2005

 
 


