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In per capita terms, South Africa is an upper-middle-income country, but despite this relative wealth, the experience of most South African households is of definite poverty or of continuing vulnerability to being poor. In addition, the distribution of income and wealth in South Africa is among the most unequal in the world, and many households still have unsatisfactory access to education, health care, energy and clean water. This situation is likely to affect not only the country’s social and political stability, but also the development path it follows: countries with less equal distributions of income and wealth tend not to grow as rapidly as those with more equitable distributions. This report reviews the extent and nature of poverty and inequality in South Africa, and shows the current policy framework for the reduction of both.   

· economic growth and human development are linked, and should enhance quality of life; 

· this is best achieved through advancing the capabilities of disadvantaged communities, households and individuals by improving their access to assets, both physical and social; 

· having established a framework for short-term macroeconomic stability, government should place increasing emphasis on redistributive measures; 

· to achieve this, a more assertive role will be required by government in facilitating the transfer of assets and services from the wealthy to the poor, matched by market, institutional and spatial reforms benefiting the less well-off; 

· the collection of social, economic and demographic information to monitor the extent and nature of change is a priority in managing the reduction of poverty and inequality. 

Expansion of capabilities focuses on the relationship of people to the resources they have and the commodities they require when meeting their basic sustenance requirements. The important elements in this are: the assets, claims and resources that are available to people; the activities they have to undertake in order to generate a sustainable livelihood; and (3) the commodities and services they require for an acceptable standard of living. Different policy options can impact on different elements within this system: for example, land reform could increase the availability of land for small-scale farming, while reforming financial markets could facilitate the actions required to produce a crop.

Past experiences have shown that unqualified reliance on market forces to allow the benefits of economic growth to ‘trickle down’ to the poor is not effective when the institutional context has remained the same. In South Africa, while many of the institutional requirements for efficient markets are present, institutional discrimination has meant that many markets remain strongly influenced by existing positions of power and influence. Policy to reduce poverty and inequality therefore has to take into account the difference between different kinds of assets and the nature of the markets in which they are exchanged.

While economic growth contributes to poverty reduction, it may not necessarily reduce inequality.  There is also evidence that countries starting off with significant inequality experience lower growth rates than others because of lack of access to physical, financial and human assets, which constrain poor people from participating effectively and efficiently in the economy. By contrast, the Newly-industrialized Countries of East Asia experienced rapid economic growth which was associated with interventionist government policies to achieve more equitable human resource development. In South Africa, it seems likely that the extreme inequality will constrain achievement of government’s economic growth targets.

Macroeconomic Policy:

Several areas of government action are relevant to the relationship between economic growth and the reduction of poverty and inequality, including: the allocation of state expenditure on social services and infrastructure; the provision of social safety nets; the promotion of social equity through redistributive policies involving taxation, and market reform.
Through macroeconomic policy, government can create an environment that includes economic growth and the reduction of poverty and inequality. Economic growth is crucial for the reduction of poverty and can contribute to the reduction of inequality, while widespread poverty and significant inequality can undermine economic growth. Consequently, policies aimed at achieving higher economic growth rates, and those policies aimed at reducing poverty and inequality, can reinforce each other.

Usage of Assets in South Africa:

Households use their assets to undertake a wide range of income-generating activities, and in doing so exercise a range of claims in many distinctive claiming systems. There are at least four broad categories of assets and claims: human capabilities, natural resources, social and institutional networks, and human-made capital. Household livelihood strategies typically include some combination of the following income-generating activities: agriculture and fishing; self-employment in small and micro-enterprises; wage labor; legal claims against the state, such as pensions, unemployment insurance and state child maintenance; claims against employers, such as pensions; and claims against individuals such as private child maintenance. Several other types of income-earning or income-stretching activities are also often critical, and may include unpaid domestic labor, illegitimate activities (such as drug trafficking, prostitution and petty theft), the sale of household assets, and use of the environment (such as for cultivation, grazing, fishing, and as a water source

Overview: Poverty is characterized by the inability of individuals, households or communities to command sufficient resources to satisfy a socially acceptable minimum standard of living. Poverty is perceived by poor South Africans themselves to include alienation from the community, food insecurity, crowded homes, usage of unsafe and inefficient forms of energy and lack of jobs that are adequately paid and/or secure. In contrast, wealth is perceived to be characterized by good housing, the use of gas or electricity, and ownership of a major durable good such as a television set or fridge.
Inequality in South Africa can be defined in terms of being the opposite of ‘equality’, a state of social organization that enables or gives equal access to resources and opportunities to all members. However, there are a number of possible objectives for policy aimed at reducing inequality, such as increasing the relative income share of the least well-off, lowering the income ‘ceiling’ (the income earned by the most well-off), facilitating upward mobility, promoting economic inclusion and avoiding perpetuation of the advantages conferred by wealth.  

Poverty in South Africa is not a static condition; individuals, households or communities may be vulnerable to poverty as a result of shocks and crises and long-term trends such as racial and gender discrimination, environmental degradation and macroeconomic trends. Vulnerability to poverty is therefore characterized by an inability to devise an appropriate coping or management strategy in times of crisis. Poverty may also involve social exclusion in either an economic dimension or a purely social dimension.

