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EXECUTIVE SUMMARY

The Southern African Customs Union (SACU),
comprising Botswana, Eswatini, Lesotho, Namibia,
and South Africa, is the world’s most unequal region.
Based on Gini coefficients' of consumption (or income)
per capita, South Africa, the largest country in SACU, is the
most unequal country in the world, ranking first among
164 countries in the World Bank’s global poverty database.

Botswana, Eswatini, and Namibia are among the 15 most
unequal countries, and despite recent improvements,
Lesotho still ranks among the top 20 percent. Consumption
inequality across the SACU region is over 40 percent higher
than the averages for both Sub-Saharan Africa and other
upper-middle-income countries (Figure E.1).

Figure E.1. International and regional comparison of Gini coefficients

a. Gini coefficients of countries

80
South Africa, 2018

60 Namibia, 2015
N Botswana, 2015
= Eswatini, 2016
= Lesotho, 2017
(7]
£
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c
2
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0
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b. Average Gini coefficients of groups of countries

616
587
60 573
439 448 45
415 416 419
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SACU Sub-Saharan Africa Upper Middle
Income Countries

I 1093-1999 [N 20002009 [N 2010-2015

Gini Coefficient

Source: Based on data from the World Development Indicators database and PovcalNet, World Bank, Washington, DC, http://iresearch.worldbank.org/

PovcalNet/povOnDemand.aspx.

Note: Panel b shows the unweighted average of Gini coefficients of countries in each group.

Although there has been some progress, high
inequality persists. Consumption inequality in SACU has
been declining—the Gini coefficient for consumption per
capita in the region fell from 68.7 during the 2000s to 66.5 in
2016. Botswana and Lesotho saw the most rapid declines,
whereas inequality was relatively stagnant in Eswatini
and South Africa. Urban areas, which have consistently
been more unequal than rural areas, experienced a larger
reduction in inequality.

This report aims to provide a comprehensive diagnosis
of the sources of inequality and to recommend policies
and measures to accelerate the reduction of inequality
in the region. It utilizes the latest available household
survey data on income and consumption to provide the
most comprehensive assessment of inequality in SACU
to date, along with proposed measures to accelerate its
reduction. Even though most of the information used in

the report predates the COVID-19 crisis, the diagnostic of
the structural and historical issues underpinning the high
levels of inequality in SACU remains relevant, if not more so,
considering the implications of the pandemic.

The analytical framework examines the process of
household income generation to identify the sources
of high and persistent inequality. The framework is
organized into four sequential components, as per Figure
E.2. The first focuses on the pre-income distribution, or the
inequality of opportunity that arises from differences in
circumstances at birth and during childhood, such as
gender, race, location, parental education, and family
wealth; these differences create expected inequalities
in income distribution even before people interact with
factor markets. The second component looks at the primary
income distribution, or how inequality is affected by access
to factor endowments (or assets), such as education, skills,

1 Developed by Corrado Gini (building on the work of Max Lorenz), the Gini coefficient is a statistical distribution of welfare indicators commonly used to
measure inequality, such as in income or consumption. [t ranges between 0 and 1 (or 100), where 0 means perfect equality and 1 (or 100 percent) perfect

inequality.
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land, and capital, as well as their use and returns from
interaction with markets. The third explores the secondary
income distribution, or the remaining inequality after taxes
and government transfer payments have been deducted
from or added to primary incomes. Finally, the fourth
component relates to the tertiary income distribution, or

disparities that remain after imputed benefits from social
spending in the form of public goods (such as education,
health, and infrastructure services) have been added to
income after taxes and subsidies. Depending on their reach
and quality, these services may have a significant equalizing
effect.

Figure E.2. Framework for assessing sources of income and consumption inequality

Pre-income distribution: Inequality of opportunity

Arising from circumstances at birth or family backgroung (including gender,

race and parental education).

Primary income distribution: Inequality of pre-tax income
Influenced by differential access to, use of, and returns to assets (such as

education, labor, land and capital).

Secondary income distribution: inequality after taxes and transfers
Affected by the structure, implementation capacity and incidence of fiscal policy.

Tertiary income distribution: Inequality after social services
Resulting from the provision of and access to public services (such as health,

education and infrastructure).

Source: World Bank analysis.

Based on this analytical framework, Table E.1 summarizes the main findings of the report in terms of the drivers of inequality in
SACU as a whole and in specific countries. These issues are discussed in more detail in the subsections below.

Table E.1. Main drivers of inequality in the analytical framework

Sources of inequality in household SACU-wide drivers

income generation

Country-specific drivers

Pre-income distribution
Inequality of opportunity

- Place-based disadvantages: rural-urban,
subnational regions

South Africa: race, legacy of
apartheid

- Low intergenerational mobility

Primary income distribution
Inequality of pre-tax income

- Large gender gaps in earnings
- Constrained rural land markets

Secondary income distribution
Inequality after taxes and transfers

- Poor functioning of urban labor markets
- Dominant role of educational attainment

Lower inequality because of:

- Progressive personal income tax

+ South Africa: “missing middle”in
wage distribution

- Namibia and South Africa:
historically high inequality of land
ownership

Targeting needs to improve in
countries besides South Africa

- Wide coverage of social transfers
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Sources of inequality in household SACU-wide drivers

income generation

Country-specific drivers

Tertiary income distribution
Inequality after social services

level of spending

- High spending on education and health
- Outcomes worse than expected given

Inequality of opportunity is a persistent
driver of unequal outcomes

At least one-fifth of overall inequality in SACU is
explained by inequality of opportunity.’ Disparities at
birth are a crucial driver of inequality in the region, but their
full significance cannot be estimated accurately because
data on people’s circumstances are limited (albeit less so
in South Africa). In all SACU countries except Namibia,
the contribution of inequality of opportunity to overall
inequality has increased over the last two decades.

Location contributes more to inequality of opportunity
than do other individual circumstances, such as age
and gender. SACU's long history of spatial segregation
continues to be reflected in the strong influence of
geography and the rural-urban divide on inequality of
opportunity. Factors associated with where people are
born and grow up have a relatively larger effect on their life
chances than their gender.

In South Africa, the legacy of colonialism and apartheid,
rooted in racial and spatial segregation, continues to
reinforce inequality of outcomes. Data in South Africa
allow a more granular analysis of inequality of opportunity,
including the role of race and parental attributes. Inequality
of opportunity explains almost half (47.7 percent) of overall
inequality in consumption per capita, mostly because
of race, which contributes around 38.9 percent to overall
inequality.

Inequality in household wealth and Ilow
intergenerational economic mobility entrench
inequality of opportunity. Intergenerational mobility
in SACU remains among the lowest in the world. The
relationship between earnings across two generations
is strong, suggesting little intergenerational earnings
mobility and persistent high inequality? In addition,
inequality in wealth among one generation invariably
results in inequality of opportunity for the next. Data
from Botswana, Namibia, and South Africa reveal large
disparities in holdings of household assets and liabilities,
regardless of the component of wealth being considered.

For example, the top 10 percent of the population in
South Africa hold 80.6 percent of financial assets; the
figures are 61.2 percent for Botswana and 65.5 percent
for Namibia. Many households in the bottom 10 percent
have almost no assets and survive largely on transfers from
other households, resulting in negative net wealth. The
net wealth Gini coefficient is 76 for Namibia and South
Africa and 71 for Botswana. Because of data limitations,
detailed calculations could not be done for Eswatini and
Lesotho. However, Credit Suisse (2018) estimates suggest
coefficients of 80 for Lesotho and 78 for Eswatini.

Poor labor market performance underpins
high inequality in urban settings

The poor functioning of labor markets significantly
hampers progress in reducing inequality. Labor is the
primary productive asset of people at the bottom and
middle levels of the distribution. For this reason, labor
markets are vital for enabling upward mobility and reducing
inequality. These markets shape unequal outcomes in two
ways—through the employment possibilities provided
and through the distribution of earnings among employed
people. These factors have unfortunately reinforced each
other in perpetuating inequality in SACU.

In a constrained labor market, differences in education
levels account for most of the inequality in outcomes.
Differences in post-secondary educational attainment
contribute almost half of overall inequality in the primary
income distribution. Higher educational achievement
offers significantly higher employment opportunities and
alarge premium in earnings.

Skilled labor is in short supply. Access to higher
education is limited, especially among vulnerable and
poor people. As a result, returns on education are high
and, by extension, contribute to inequality. The ongoing
structural transformation of SACU economies has amplified
this phenomenon. New technologies and changing
trade patterns have encouraged the growth of tradable
services, leading to a growing demand for skilled labor.

2 Data constraints mean that the results given here are lower-bound estimates of inequality of opportunity. The only inherited circumstances on which
comparable data are available for all SACU countries are gender, age, and region of residence (urban, rural, and regional). The analysis of South African data
suggests that including characteristics such as race and parental background would yield much higher estimates of inequality of opportunity in SACU.

3 Intergenerational mobility is measured by comparing the earnings of young people (ages 21-25) with the earnings of their fathers. Because of data

limitations, the analysis is limited to young people living with their fathers.
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But this has not been matched by growth in the supply
of skilled labor, for example through higher education or
skills development. This has compounded the structural
mismatch between demand and supply in the labor market,
which undersupplies skilled workers and oversupplies
unskilled ones.

Rising wages for skilled workers and stagnant wages
for semi-skilled workers have fueled wage inequality.
The wages of workers in the middle of the distribution
have grown more slowly than those of the rest of the
workforce. Both the availability of and returns to semi-
skilled employment opportunities have been reduced,
suggesting a “missing middle” in the labor market. South
Africa provides a clear example of this phenomenon.
At one extreme is a small number of people with highly
paid jobs in large enterprises. At the other is most of the
population, working in basic jobs that are poorly paid.
Highly remunerated job opportunities are extremely
difficult to access, and once people attain such positions,
they are very unlikely to relinquish them.

Race and gender contribute significantly to wage
inequality. Gender disparities are sizeable: on average,
women in SACU earn 30 percent less than their male
counterparts (with similar education and other relevant
characteristics). Earnings gaps for females reach 24 percent
in Botswana, 29 percent in Eswatini and Namibia, 32 percent
in Lesotho, and 38 percent in South Africa. Data from South
Africa also underscore the ongoing importance of race.
When race is considered in the analysis, its contribution
to income inequality amounts to 41 percent, while the
contribution of education is reduced to 30 percent.
Race therefore remains a key driver of South Africa’s high
inequality through its impact on both education and labor
market outcomes.

Unequal land ownership leads to inequality
of pre-tax income in rural areas

Unequal land ownership, particularly in Namibia and
South Africa, perpetuate the historically high levels
of income inequality. Land is a key asset, especially for
poor people in rural areas. The unequal distribution of
agricultural land, which is deeply rooted in the history of
the region, contributes significantly to inequality. Race-
based restrictions on the movement of black South
Africans and the ownership of land gradually unraveled in
the late apartheid period but were only finally lifted with
the abolition of the Bantustan system and the creation of
new local government institutions. Currently, 70 percent
of Namibia's 39.7 million hectares of commercial farmland
is still owned by Namibians of European descent. Land
also remains a contentious issue in other SACU countries,
though to a lesser extent. Although Botswana’s Constitution

does not guarantee land rights, government policies since
independence have aimed to ensure equitable access to
land. Eswatini’s system of land distribution is the bedrock of
its traditional governance and the ultimate source of royal
and chiefly power.

Land inequality resulted in dual agricultural systems,
which combine large-scale, commercial farms and
resource-poor, subsistence-oriented smallholdings.
The bulk of agricultural land belongs to large-scale farmers,
while most people who depend on land for their livelihoods
struggle on less than one hectare per family in the face of
worsening terms of trade. By and large, they do not use
modern agricultural practices and cannot afford to invest
in machinery and inputs. This means that their agricultural
productivity remains low, which perpetuates their low
incomes and further entrenches inequality.

Challenges around land tenure and security exacerbate
inequality in SACU. Most people hold land informally
through either customary or community-based tenure
systems. Such land can usually not be used as collateral and
so do not attract or support investment. Even where land
rights are recognized under statutory law, they may not be
fully implemented and enforced. To make matters worse,
rural land markets are limited and land valuations poor
(that is, assessed values are not in line with market values).

Taxes and transfers help reduce inequality
but could be more efficient

Progressive taxation significantly reduces income
inequality in the region. All taxes, besides excise duties,
are strongly progressive in all SACU countries and especially
in Namibia and South Africa, the most unequal countries in
the region. The progressive design of the personal income
tax system means the wealthiest income deciles bear the
largest share of this tax burden. SACU governments also
aim to use value added tax (VAT) to support poor people
by exempting or zero-rating food and other necessities.
However, zero-rating of food items appears to have brought
only marginal benefits to poor people, meaning that VAT
does not significantly affect inequality.

The social safety net system also reduces inequality,
largely because of its extensive coverage. Spending
on social assistance systems in SACU exceeds that of most
countries with similarincome levels. These social assistance
systems essentially rely on non-contributory transfers, and
social insurance is limited. The high levels of spending on
social assistance translate into relatively high coverage.
Social assistance programs cover an estimated 52.2 percent
of the population in Botswana and 41 percent in Namibia,
while coverage exceeds 70 percent in Eswatini, Lesotho,
and South Africa. All direct transfers are pro-poor, with poor
people receiving more in direct transfers than their richer
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counterparts. South Africa stands out for the progressivity
of its transfers—it has the most progressive grants for foster
care, adult and child disability,and old age pensions. Its child
grant scheme also has the largest impact on inequality.

Improving the efficiency and implementation of social
assistance could help reduce inequality even further.
Inclusion errors remain high (especially outside South
Africa), as about half of social assistance beneficiaries are
in the richest three quintiles. This is mainly because social
assistance programs such as school feeding schemes are
categorical (not means-tested). Only South Africa has
introduced a means test for social pensions, forexample. The
impact of these programs on inequality could be enhanced
by the introduction of poverty-targeted programs in some
countries. The implementation of social protection can also
be improved. Currently, multiple ministries or departments
administer safety net programs, with limited coordination
at policy and administrative level. In Lesotho, for instance,
paper-based application processes for some programs
(such as the Public Assistance program and the old-age
pension) are lengthy and result in unnecessary costs and
delays. Each ministry involved has its own application
process to determine eligibility, register beneficiaries, and
manage information.

Vulnerability to climate risks and economic
shocks exacerbate inequality

Climate shocks such as droughts and floods are
unequally distributed and generally affect poorer
people more severely. The consumption loss from a
climate shock can be substantial—on average, affected
people suffera 11.7 percent loss in per capita consumption
from a drought and a 13.2 percent loss from a flood.
The average consumption loss varies across countries,
depending on the size of the shock and of the affected
population. As households in disadvantaged groups
suffer larger, longer-lasting shocks, they are also more
likely to adopt coping mechanisms that could lead to
lower productivity and consumption in the longer run.
For instance, some incur debt at high interest rates, reduce
food consumption, sell productive assets, or disrupt their
children’s education. Social protection programs can
potentially offset these consumption losses; however, the
current systems cover only a fraction of climate-vulnerable
households in the region.

The COVID-19 pandemicis exerting additional pressure
on inequality. The socio-economic consequences of
the pandemic are being felt across SACU countries.
The magnitude and velocity of the shock are testing
the capacity of social protection systems to provide a
cushioning response. The pandemic brings into sharper
focus the need to narrow inequality of opportunity

between different groups to support a more durable and
inclusive recovery. Addressing the underlying structural
factors that constrained access to opportunities in these
societies even before the pandemic would reduce the risk
of the crisis leading to permanent increases in inequality
and lower trajectories of social mobility and living standards
over time.

Social services help reduce inequality, but
their quality, targeting, and efficiency could
be improved

SACU countries undertake some of the most
redistributive spending in the world, particularly on
education and health. Spending on education remains
among the highest in the world. In Lesotho, for example,
around 13.8 percent of the overall government budget in
2018 was directed towards education; this was equivalent
to about 6.3 percent of gross domestic product (GDP). In all
SACU countries, primary education is free and compulsory.
Spending on health is also relatively high. Lesotho has the
highest relative spending on health in SACU; its health
spending as a share of the national budget is around 11—
12 percent. Except for tertiary education and hospitals,
spending on education and basic health is pro-poor and,
given the size of the spending, makes the highest marginal
contribution to reducing inequality.

Still, the quality and efficiency of social spending can
be improved, as high spending does not always mean
high-quality services. Although investment in pre-tertiary
education and health in SACU is highly progressive, the
quality of these services remains relatively low. SACU
countries fare significantly worse on the World Bank’s
Human Capital Index (HCl) than expected for their levels
of development. Health outcomes among children are
especially poor, with all SACU countries reporting extreme
rates of chronic malnutrition or stunting among children
under five. Recent World Development Indicators data
suggest that stunting reached 34.6 percent in Lesotho,
274 percent in South Africa, and 25.5 percent in Eswatini.
Overall, stunting rates are three times higher in SACU
countries than in peer countries in Latin America. This is
strongly linked to poverty, with the incidence of stunting
among families in the poorest 20 percent of the income
distribution being double that among families in the richest
20 percent. This suggests SACU countries could do more
to maximize the potential effect of education and health
spending on inequality.

Policy areas to accelerate inequality
reduction

Building on this analysis, the report proposes
four policy areas for accelerating the reduction in
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inequality in SACU: (a) promoting equality of opportunity,
(b) addressing the highly skewed distribution of productive
assets, (c) enhancing theimpact of fiscal policy oninequality,
and (d) strengthening resilience to climate change risks
and economic vulnerability.

(a) Promoting equality of opportunity

Improving the efficiency and inclusivity of public
service delivery can help equalize opportunities. This
includes strengthening access to public services and
ensuring that everyone, including rural and poor people,
has equal access to these services. Although SACU has
made progress in increasing access to basic public services,
the remaining gaps entrench inequality of opportunity.
Broad infrastructure gaps mean that rural areas are
disadvantaged in accessing electricity, the internet, roads,
and other public goods and services. Improving public
service delivery in a way that addresses the spatial gaps
would help level the playing field and harness the potential
of rural development to reduce inequality. One option
might be using technology to improve service delivery and
reach remote areas.

Strengthening the provision of early childhood
development services is central to reducing inequality
of opportunity. Improving access to and the quality
of early childhood care and development, which are
especially limited among poor and vulnerable people in
SACU, is a cost-effective strategy for reducing inequality and
substantially improving long-term outcomes. Increasing
the supply and quality of early childhood education would
accelerate the flow through primary school, with more
children entering junior secondary education with a solid
knowledge base. Sustaining the gains in early childhood
education requires developing benchmarks to measure
quality and integrating within formal education systems
the content, budget, and capacity of providers in preschool
programs. This must be accompanied and steered by
initiatives to reduce child malnutrition and improve child
health outcomes.

Regional development and agglomeration can
also help reduce spatial inequality in access to
opportunities. Many people in SACU still live far from job
opportunities and have limited access to basic services,
because of both the legacy of apartheid and poor spatial
planning and development. In Namibia and South Africa,
for example, profound economic disparities are evident
in township and informal settlements. Supporting
urbanization that increases productivity can contribute to
sustainable growth, but only when planned and managed
well. Building cities that are inclusive, safe, resilient,
and sustainable requires sound policy coordination
and investment choices, as well as an approach that is
coordinated across national and local governments. In all
SACU countries, migration from rural areas in pursuit of jobs
in cities has been significant. Namibia has one of the fastest

rates of migration in the world—the share of the urban
population increased from one-quarter to half in the past
three decades. High migration rates, however, have not
reduced rural poverty: most of the population lives in rural
areas, and natural population growth in these areas often
exceeds the rate of out-migration.

(b) Addressing the highly skewed distribution of
productive assets

Generating jobs for the growing workforce and
resolving the excessive segmentation of SACU
labor markets are key to reducing unemployment
and inequality. This entails: (a) improving business
environments through reducing business regulations
that hamper domestic and foreign investment and
through strengthening competition and productivity, for
example by investing in the digital economy and building
domestic technical skills; (b) boosting entrepreneurship,
self-employment, and small business development by
removing regulatory bottlenecks, supporting business
and socio-emotional skills development, and expanding
access to finance; and (c) developing programs to address
youth unemployment along with a matching process to
reduce the information gap between employers with job
vacancies and potential workers with the appropriate skills
for those jobs.

The rural economy can benefit from resolving land
inequality and strengthening land rights both in law
and in practice. The legacy of a highly skewed distribution
of land perpetuates inequality in Namibia and South
Africa, which in turn undermines rural development and
entrepreneurship. Weak property rights remain a key source
of policy uncertainty in these two countries. In Botswana,
Eswatini, and Lesotho, agricultural land tenure is not
properly secured, and land markets are underdeveloped.
Weak titling restricts the value of property and its potential
use as collateral. Recognizing land rights in law and
protecting them in practice are vital; these include rights
based on customary tenure systems and the associated
sociocultural values of land. In certain cases, the parallel
existence of tradition and modern legal systems creates
inconsistencies in the interpretation and application of the
law, which negatively affects women's access to land.

Raising agricultural productivity will help close
intersectoral productivity gaps and thereby reduce
inequality. Agricultural productivity can be improved
through transitioning from subsistence to commercial
agriculture, increasing the use of productivity-enhancing
agriculturalinputs, strengthening linkages between farmers
and buyers, and investing in climate-smart agriculture.
Commercialization could be prioritized in lowland and
foothill areas, while the highlands would benefit from the
creation of resilient landscapes, afforestation, and farmer-
managed natural regeneration to restore less-fertile land.
Agricultural commercialization involves enhancing linkages
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between farmers and buyers, while supporting local agro-
dealers and the expansion of services. Furthermore, agri-
entrepreneurs should be trained in business skills, record
keeping, marketing, the use of inputs, and agronomic
practices. Investments in climate-smart agriculture
offer the potential to transform agriculture into a more
productive, climate-resilient, and low-emissions sector. The
effective scaling up of climate-smart agriculture will require
several adoption barriers to be addressed, including weak
implementation capacity, insufficient access to inputs and
credits, and limited agricultural research. There is an urgent
need to strengthen research and establish partnerships
with international research institutes to develop high-yield,
stress-tolerant, and climate-ready crop varieties.

(c) Enhancing the impact of fiscal policy on inequality by
improving the equity and efficiency of social spending

Improving the efficiency of social assistance is
important for reducing inequality, especially in
Botswana, Eswatini, Lesotho, and Namibia. This
could be achieved by means of: (a) an integrated social
registry with automated databases and better service
delivery to address some implementation challenges,
modernizing social protection systems, and improving
policy coordination among ministries; (b) better targeting
of social protection programs to ensure that benefits reach
the intended beneficiaries—the fact that a significant
share of benefits accrues to people who are not poor
suggests weaknesses in the means tests used to identify
beneficiaries, whether gaps in the tests or limited capacity
for administering them; and (c) some SACU countries could
reduce poverty and inequality in a budget-neutral way by
allocating a greater share of social protection resources to
children. Increasing the coverage and raising the value of
child benefits could be achieved using resources saved by
pension-testing the old-age grants. However, child grants
should also be targeted better; this would need a social
registry, for example.

Improving the targeting and efficiency of public
spending on education and health can enhance its
redistributive impact. This strategy entails improving
the quality of education and healthcare. The focus should
remain on enhancing early childhood development and
education programs and improving basic education at all
levels. Early childhood development and basic education
programs should be redesigned to cater for the poorest
sections of society. Opportunities to develop skills should
be substantially broadened to generate human capital
for economic modernization, while making investments
to enhance the quality, relevance, and efficiency of skills
training. Technical and vocational education and training
and higher education systems also need reform. In terms
of health, improving human development outcomes

will require improving overall outcomes in health, as
the impact of the human immunodeficiency virus (HIV)
remains significant and child malnutrition a major blight on
society. Ultimately, improving the efficiency of spending on
education and health requires improving both quality and
equity in education, skills development, and healthcare, as
well as closing gaps in access to key infrastructure in rural
areas.

(d) Strengthening resilience to climate change risks and
economic shocks

Enacting measures to mitigate and adapt to water
scarcity is vital for building people’s resilience against
climate shocks. This could include investments in water
conservation and storage interventions, groundwater
preservation, and the development of new water resources,
as well as cost-based pricing to encourage conservation
and reallocation to more productive sectors. Mitigation of
and adaptation to water scarcity are particularly important
in SACU, which is exposed to prolonged droughts and
water insecurity. Water scarcity has an adverse impact on
inequality because it disproportionally affects vulnerable
and middle-class people. Droughts pose substantial risks to
agriculture, the mainstay of the poor and vulnerable rural
population. Considering the proven regressive impact of
water shortages and pollution, investments in mitigation
and adaptation may be of particular benefit to lower-
income households and households in rural areas, helping
to protect their livelihoods and well-being and so reduce
inequality over time.

Adaptive social protection programs are critical for
protecting the well-being of vulnerable households,
including poor households and the middle class. The
region is bracing for shocks that might be increasing in
frequency and intensity but remain highly uncertain in
occurrence and distribution. Although it is important
to protect households at the lower end of the income
distribution (which find it harder to protect themselves
against and recover from shocks), countries need social
protection programs that can be adapted to the nature of
the shocks and their distribution. Such programs should be
properly targeted and provide broad coverage. Where the
impact of a crisis is centered on the middle class and not
necessarily on the chronic poor, social protection programs
should be expanded toinclude the transient poor. Programs
will need to be nimble enough and fiscally sound enough
to allow for both vertical expansion (higher benefits) and
horizontal expansion (more beneficiaries, to cover the
people affected by the shock) as needed. Adaptive social
protection also means building resilience among poor and
vulnerable households to help them withstand economic
shocks and natural disasters.
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CHAPTER1

INEQUALITY IN THE SOUTHERN AFRICAN
CUSTOMS UNION

One of the legacies of a shared history of apartheid is that the Southern African Customs Union is the most unequal region in the
world. Although consumption inequality in the region has declined somewhat in recent times, the extent of the reduction varies
significantly across countries. Inequality has consistently been higher in urban than in rural areas. The primary driver of inequality is
differences in educational attainment, followed by labor market factors, such as labor force status or participation (that is, whether
people work or not) and their occupation or industry of employment. The contribution of labor market factors, especially labor force
status or participation, has increased over time. Household demographics likewise played a growing role (mainly age, and to some
extent, gender). In terms of income sources, differences in wage income are the main driver of inequality. Social transfers (and to a
lesser degree, remittances) help to reduce inequality, with the effect especially marked in Namibia and South Africa. Overall, though,
such transfers are not enough to compensate for the disparities stemming from differences in wages and business incomes.

1.1 Context

The Southern African Customs Union (SACU), Lesotho still ranks among the top 20 percent.* Such high

comprising Botswana, Eswatini, Lesotho, Namibia,
and South Africa, is the world’s most unequal region.
South Africa, the largest country in the region, is the most
unequal country in the world, ranking first among 164
countries in the World Bank's global poverty database.
Botswana, Eswatini, and Namibia are among the 15 most
unequal countries, and despite recent improvements,

levels of income inequality translate into—and result
from—vast wealth gaps between rich people and the rest
of the population. This is exacerbated by the health and
economic impacts of the ongoing COVID-19 pandemic,
which further undermines the prospect of inclusive growth
in SACU in both the short and the long run.

4 PovcalNet (World Bank) is an online analysis tool for monitoring global poverty (Accessed May 2020).
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Consumption growth continues to stagnate and
is skewed towards the richer segments of society.
Annualized consumption growth for the bottom
40 percent of the consumption distribution, the World Bank
Group's indicator for shared prosperity, has either remained
unchanged or has fallen behind the average growth of the
population in SACU's most unequal countries. In Eswatini
and Namibia, the annual average consumption growth

for the bottom 40 percent of people was lower than
population growth by almost 1 percent between 2009 and
2015. This negative “shared prosperity premium” suggests
that inequality has been rising. In Botswana, the shared
prosperity premium has been positive, but the bottom
40 percent of people saw little benefit—their annualized
consumption grew by less than 1 percent in this period.®

The shared prosperity premium is the difference in income or consumption growth between the bottom 40 percent of
people and the overall population. It is measured as annual average growth rates over 5 years +/- 2 years, depending on

the availability of data.

World Bank Group 2016

Improvements in well-being have been constrained by
highinequality, whichisassociated with high inequality
of opportunity. Poverty levels in SACU are higher than its
per capita incomes would predict. For example, measured
at the international poverty line of $1.90 per person per day,
in 2011 purchasing power parity (PPP) terms, the poverty
rate in South Africa is nearly 20 percent; this extreme
rate is almost twice the average for countries with similar
income levels. Research suggests that economic growth
is less effective at lifting people out of poverty when the
income distribution is more unequal. Income inequality in
SACU is linked to a highly unequal distribution of assets and
opportunities among groups with different characteristics,
such as parental education and income, race, age, gender,
and geographic location. This means that different groups
and regions have starkly different levels of poverty and
economic mobility.

Inequality of opportunity is the share of inequality
that can be attributed to differences in circumstances
over which an individual has little or no control. High

inequality of opportunity signals a fundamental lack
of fairness within a society and is typically deemed
the most objectionable aspect of overall inequality.

Inequality in some SACU countries stems from their
shared legacy of apartheid. In Namibia and South Africa,
the story is one of incomplete transition after apartheid.
Political progress in these countries has not been matched
by progress in equity and economic fairness, mainly
because distortions from their past pose critical obstacles
to social progress. The main legacies of the long colonial

rule and racial segregation are stark divides in income and
opportunities by race and geographic location, including
severe disparities in access to basic services. Such structural
inequalities are powerful barriers to progress. These
countries have been slow to reduce gaps in endowments
and opportunities, even though most forms of legal
and institutional discrimination have been replaced by
progressive policies based on the principle of equality.

SACU governments have limited capacity to meet the
needs of marginalized communities; this exacerbates
inequality of opportunity. Inadequate access to
potable water, adequate sanitation, and electricity; weak
infrastructure; and the poor quality of public health
services disproportionately affect marginalized, poor,
and historically disadvantaged people and worsen their
unequal opportunities.

Excessive inequality also hampers long-term growth.
Inequality has long-lasting negative effects on economic
growth through channels such as political and social
instability, weaker incentives for human capital formation,
andineffectiveinstitutions.°Countries withlowernetincome
inequality tend to have longer periods of higher growth
over time, whereas those with high levels of inequality
are more likely to have shorter growth opportunities and
to experience longer-lasting consequences after adverse
shocks (Ostry and others 2014; Berg and others 2012). For
example, poorer families might find it harder to access
education during economic downturns because they lack
income or credit; this could have long-lasting consequences
for the country’s human capital development and growth
(Flug and others 1996). Basdevant and others (2012)
argue that SACU countries could increase the duration of

5  For data, see Global Database of Shared Prosperity, World Bank, Washington, DC (Accessed March 17, 2020), https://www.worldbank.org/en/topic/

poverty/brief/global-database-of-shared-prosperity.

6  Using a historical instrument for determining structural inequality—agricultural endowments (in this case the abundance of land suitable for growing
wheat relative to growing sugarcane)—Easterly (2007) concludes that high inequality is a significant barrier to prosperity, good quality institutions, and

schooling.
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economic upturns by reducing inequality to levels seen in
countries at similar levels of development.

The COVID-19 pandemic underscores the urgent
need to reduce inequality of opportunity and to spur
a durable, inclusive recovery. Disadvantaged groups
tend to suffer disproportionately in pandemics, and in the
short run, a pandemic’s damaging economic and social
outcomes are likely to be more uneven in countries with
high levels of inequality. Without mitigating policies, the
uneven outcomes are likely to persist and cause even
higher inequality over time, thus reducing a country’s
resilience to future shocks. In SACU, policies to foster a
sustainable, inclusive recovery from the pandemic must
decisively address the underlying structural factors that
constrain people’s access to opportunities. This would

reduce the risk of COVID-19 permanently increasing
inequality and lowering the trajectory of social mobility
and living standards over time.

This chapter sets the context for this report by
discussing the key trends and patterns in income or
consumption inequality in SACU countries. It explains
why reducing inequality is critical to achieving the region’s
development goals. The results from a decomposition of
inequality by spatial, demographic, education, and labor
market dimensions, as well as income sources, are used
to shed light on the drivers of inequality in SACU. The
chapter concludes with a framework for analyzing income
inequality, which also serves as a roadmap for the rest of
the report.

1.2 Reducing inequality within and between SACU countries

SACU countries are among the world’s most unequal,
with South Africa topping the list. The latest World Bank
data rank South Africa as the most unequal country in
the world, with a consumption per capita Gini coefficient
of 67 in 2018 (Figure 1.1, panel a). The Gini coefficients of
all other SACU countries, except Lesotho, exceeded 50.
Even Lesotho, with a Gini coefficient of 45 in 2017, was
among the most unequal 20 percent of countries. Average
inequality in SACU countries has declined since the 1990s.
However, their Gini coefficients remained higher than
those of other Sub-Saharan African and upper-middle-
income countries between 1993 and 2015. In 2010-15, the
average Gini coefficient for SACU countries was around 59,
as against 42 for Sub-Saharan African and upper-middle-
income countries (Figure 1.1, panel b). See Box 1.1 for more
technical information on the inequality measurements
used in the study.

In South Africa, inequality has increased since the end
of apartheid in 1994. The country is characterized by high
wealth inequality and economic polarization (particularly
across labor markets). Inequality of opportunity is likewise
high and is determined by factors such as race, parental
education, and the occupations of fathers. Wage inequality
widened between 1995 and 2015, when the Gini coefficient
for wages rose from 58 to 69. Wealth inequality is higher
than income inequality; it was recently estimated that the
top 10 percent of the population held 71 percent of wealth,
whereas the bottom 60 percent held only 7 percent. In
contrast, the corresponding figures for member countries
of the Organisation for Economic Co-operation and
Development (OECD) were 50 percent and 13 percent,
respectively. The wealth gap is closely related to unequal
ownership of assets. For instance, financial assets represent
75 percent of the total assets of wealthy households in
South Africa, as against only 36 percent of those of poor
households.

Developed by Corrado Gini (building on the work of Max Lorenz), the Gini coefficient is a measure of the statistical

distribution of welfare indicators commonly used to measure inequality, such as in income or consumption. It ranges
between 0 and 1 (or 100), where O means perfect equality and 1 (or 100 percent) perfect inequality.

7 The Gini coefficient figures here are based on consumption per capita in nominal terms.
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Figure 1.1. International and regional comparison of Gini coefficients

a. Gini coefficients of countries b. Average Gini coefficients of groups of countries

Contribution to Inequality

Source: Based on data from the World Development Indicators database and PovcalNet, World Bank, Washington, DC, http://iresearch.worldbank.org/
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Box 1.1. Key concepts and definitions

To measure inequality in the region, a series of surveys of SACU member countries was used (Table B1.1.1). For each
country, consumption per capita from each survey round was converted to 2011 US dollars at purchasing power parity
(PPP): household consumption per capita in each survey was expressed in 2011 prices using the country-specific
consumer price index, and this was converted into 2011 PPP dollars, using the World Bank'’s International Comparison
Program (ICP) factors. The following definitions are used throughout:

« SACU or regional inequality: Inequality in the whole SACU region, using consumption per capita from surveys of
all countries, expressed in 2011 PPP dollars. The measure of interpersonal inequality among all individuals in the
region differs from the average of measures of interpersonal inequality of individual countries. Decompositions of
regional inequality are conducted on measures (such as mean log deviation) derived from the regional distribution
of consumption expenditure.

- Local inequality: Inequality within every country, using welfare aggregates expressed in local currencies.
Wave. Each wave refers to a period. Wave 1 combines data from the earliest available surveys between 2001 and

2010 (the mid-point of the survey years is 2004). Wave 2 combines data from the latest surveys provided by member
countries (the mid-point of the survey years is 2016). Table B1.1.1 shows the years included in each wave or round,
as well as the survey sources used.

Table B1.1.1. Survey sources

Botswana Botswana Multi Topic Household Survey (BMTHS), Botswana Core Welfare 2010 2015
Indicators Survey (BCWIS)
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The legacies of apartheid and colonialism are
significant drivers of inequality (see, for example,
Odedokun and Round 2001; Angeles 2007). These historical
factors are associated with strong inertia that allows
inequality to persist over time? The severe inequalities
in wealth (including physical and financial assets) and in
physical capital continue to drive income differentials in the
region, particularly along racial and spatial lines (UNCTAD
2012). Highly skewed ownership of other assets, such as
land, exacerbates inequality—the colonial concentration
of agricultural land ownership is an ongoing source of
wealth inequality, particularly in Namibia and South Africa
(Moyo 2013). These structural foundations of inequality
help widen wage and skills gaps and limit employment
opportunities for certain groups. Thus, the labor markets of
SACU countries, particularly South Africa, are increasingly

Figure 1.2. Changes in inequality over time
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segmented along formal/informal, racial, and spatial lines
(Bhorat and Goga 2013; Leibbrandt and others 2010; Bhorat
2004).

Consumption inequality has been declining, although
the extent of the decline varies across countries. The
Gini coefficient for consumption per capita in the region fell
from 68.8 during the 2000s to 66.5 in 2016 (Figure 1.2, panel
a). The most rapid declines were in Botswana and Lesotho
and the slowest in Eswatini and South Africa (Figure 1.2,
panel b). Between 2008 and 2018, South Africa’s Gini
coefficient changed very little, declining from 68 to only 67,
or by just 0.21 points per year. This is the slowest decline
among the SACU countries, even though the country has
the highest level of inequality in the region.

b. Changes in inequality
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South Africa -0,21 -
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Source: World Bank calculations based on household survey data (per capita measures of welfare).

Note: Panel a presents the Gini coefficient of consumption for the whole SACU region, based on the earliest and latest rounds of household surveys from
member countries expressed in 2011 PPP dollars. Panel b shows the annual change in Gini coefficients between the two surveys undertaken in each country

(see Box 1.1).

Most interpersonal inequality in SACU can be
attributed to disparities within countries. Decomposing
the inequality indicator into two components—between
and within countries—helps explain regional changes in

inequality.” Over 80 percent of the overall interpersonal
inequality is explained by inequality within countries,
which is consistent with the high levels of inequality in
these countries. Inequality, both within and between

8  Refer to Mahmood and Noor (2014) for empirical evidence from developing countries.

9  The decomposition is done for mean log deviation (GE(0)) of consumption per capita, which, unlike the Gini coefficient, is additively decomposable. The
between-country component refers to the level of inequality between countries when each person in a given country is allocated their country’s mean
consumption per capita; the within-country component refers to the level of inequality observed in each country.
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member states, has declined. The former points towards
the general trend of falling inequality shown in Figure 1.3,
panel a, whereas the latter suggests some convergence in
inequality between countries over time. The contribution

Figure 1.3. Measures of inequality and poverty
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Source: World Bank calculations based on household survey data.

of between-country inequality to total inequality fell from
6 percent in the 2000s to 2 percent around 2016, even as
total inequality decreased slightly.

b. Within- and between-region inequality
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Note: The height of the bars indicates total inequality in the SACU region, as measured by mean log deviation of (per capita) consumption. The numbers in
the bars refer to the percentage share of each component in total inequality. “Regions” refers to urban and rural areas.
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Although urban inequality has declined, it remains
consistently higher than inequality in rural areas. Urban
and rural areas have seen some convergence in inequality,
with the share of urban-rural inequality in total inequality
falling from 24 percent in the 2000s to 20 percent around
2016 (Figure 1.3, panel b). Much of the decline in SACU’s
overall inequality was driven by the fall in inequality within
urban areas between the 2000s and (circa) 2016; inequality
within rural areas mostly stagnated (Figure 1.3, panel ¢).
This is consistent with the finding that urban inequality fell

d. Poverty levels and per capita GDP
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in all SACU countries, whereas rural inequality increased
in Eswatini, Namibia, and South Africa. Lesotho is the only
country to have achieved large reductions in inequality in
both rural and urban areas.

Consumption growth across the distribution varies
widely, but the pattern of growth was more pro-
poor in urban than in rural areas. This is consistent
with the declining inequality seen in urban areas. Urban
consumption growth was pro-poor or almost neutral in
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all SACU countries—the growth incidence curve slopes
downward in Lesotho and South Africa, is flat across the
consumption distribution in Namibia, and is U-shaped (or
higher for the middle part of the distribution) in Botswana
and Eswatini, respectively (Figure 1.4). In rural areas, growth
was skewed in favor of the rich in three SACU countries:
Eswatini, Namibia, and South Africa. In Lesotho, strong pro-
poor growth in both rural and urban areas led to a decline
in poverty and inequality between 2002 and 2017 (World

Bank 2019a). The consumption of the bottom 40 percent
in Lesotho grew at an annual average rate of 2.2 percent,
faster than the growth in the overall population. In South
Africa, pro-poor urban growth led to mildly pro-poor
overall growth in consumption between 2008 and 2018.
In Eswatini and Namibia, by contrast, overall consumption
growth was not pro-poor. In Botswana, growth was robust
for the middle part of the distribution and much lower for
those in the bottom and top 10 percent of the distribution.

The growth incidence curve shows the annualized growth rate of per capita income or consumption between two points

in time for every percentile of the income distribution.

Figure 1.4. Growth incidence of consumption per capita in individual SACU countries
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d. Namibia

10 National o 10 o 10 Rural
R o ‘:’. 9 R,
g 8 ° g s
o 7 - 7 (O
4 < 4
f 6 = 6 £ 6
s s g 5 g .
o 4 5 ¢ ° .
o 3 = 3 o 3
w® 2 S 2 [
=] c =]
c I c ! c
é:: 0 < 0 é 0

0 10 20 30 40 50 60 70 80 90 100 0 10 20 30 40 50 60 70 80 90 100 0 10 20 30 40 50 60 70 80 90 100
Expenditure percentiles Expenditure percentiles Expenditure percentiles
e. South Africa

o © National 6 o 6 Rural
> s X 5 S 5
[ P )
- - -
© 4 ® 4 c 4
= < <
= = 3

3 3
2 = 3
o <) o
= 9 2 2 - 2
[o)] (o)) (o)}
© 1 © ©
S g >
c c c
c o co c 0
<< 10 20 30 40 50 60 70 80 90 100 < 10 20 30 40 50 60 70 80 90 100 < : 10 20 30 40 50 60 70 80 90 100

B -1 -

Expenditure percentiles

Source: World Bank calculations based on household survey data.

Expenditure percentiles

Expenditure percentiles

1.3 The importance of reducing inequality

Addressing highinequalityin SACU s critical for poverty
reduction and sustainable growth. The relationship
between inequality, growth, and poverty has long been
studied, dating back to Kuznets' (1955) famous hypothesis
that as countries grow, income inequality first increases and
then peaks before beginning to fall. The empirical literature
testing this hypothesis has been vast but inconclusive (see,
for example, Anand and Kanbur 1993; Srinivasan 2000). The
weight of recent evidence suggests that high inequality
negatively affects long-term growth, social mobility, and
poverty reduction. This is primarily because it also implies
inequality of opportunity stemming from circumstances
(such as parental background, race, gender, and location)
that individuals cannot control. Such inequality both
wastes their potential and inhibits innovation. Effectively
addressing inequality in SACU countries is therefore vital
for development.

Evidence from the SACU region confirms that high
inequality slows poverty reduction. Poverty levels in
SACU countries are higher than their income levels predict
(Figure 1.3, panel d above), suggesting that high levels
of inequality reduce the effects of growth on poverty
reduction. In contrast, wherever inequality has declined,
poverty reduction has accelerated. In Lesotho, for instance,

about three-quarters of the decline in poverty can be
attributed to distributional changes arising from lower
inequality (World Bank 2019a). Inequality not only inhibits
poverty reduction at a given rate of growth, but it also
reduces the duration of growth cycles. It is estimated that
reducing inequality in SACU countries could almost double
the duration of periods of economic expansion (Basdevant
and others 2012).

Equalizing opportunities is key to reducing
income inequality and increasing mobility

Higherincomeinequalityis associated with lower social
mobility, which means that inequality tends to persist
across generations. Intergenerational mobility,a common
measure of relative social mobility, refers to the extent to
which a generation’s income and education outcomes
are tied to those of their parents. Higher mobility means
outcomes are less likely to persist from parent to offspring.
Greater income inequality is empirically associated with
lower intergenerational mobility, as depicted by the so-
called Great Gatsby curve (Narayan and others 2018; Corak
2013). In this two-way relationship, greater inequality tends
to limit relative mobility, which in turn tends to worsen
inequality over time.'

10 Becker and Tomes (1979) developed the earliest version of this theoretical model, which has since been refined by various researchers. If endowments
(such as monetary bequests and non-monetary traits) can be inherited from parents and parents attach a value to investing in their children, income

levels may persist across generations.
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The Great Gatsby curve illustrates the connection between the concentration of wealth in one generation and the
relative ability of those in the next generation to move up the economic ladder. “Countries that had more inequality

across households also had more persistence in income from one generation to the next.’

Alan B. Krueger 2012

Imperfect capital markets are a key driver of low social
mobility in highly unequal societies. \When credit is
constrained (as it is in most developing countries), high
income inequality can mean significant differences in
parental investments in their children; these contribute
to differences in earnings that persist across generations
(Loury 1981; Piketty 2000). Piketty (2014) notes that
similar underlying processes may strengthen the link
between inequality and a lack of social mobility in a credit-
constrained society. An increase in the capital-income ratio
(because returns to capital exceed the pace of income
growth) leads to greater income inequality; as a result,
capital income tends to be concentrated at the top of
the distribution. Since capital can be passed to the next
generation more easily than labor income, larger wealth
transfers tend to increase the persistence of earning levels
across generations in credit-constrained societies.

In general, inequality influences the policies,
institutions, and power balances that determine
access to opportunities (the level playing field), which in
turn determines social mobility (Corak 2013). The greater
the inequality of opportunity, the lower relative mobility
tends to be. This implies that the status and connections
of parents strongly influence the life outcomes of their
dependents. Countries with greater income inequality also
tend to have high inequality of opportunity.

Promoting equality of opportunity fosters
longer-term prosperity and stability

Greater equality of opportunity leads to higher
relative mobility, which is both fair and essential for
long-term growth. In a highly mobile society, resources
for education and in capital and labor markets are better
matched with people’s ability, which can help realize
their human potential. Evidence from the United States
suggests that improving opportunities for social mobility
benefits not only disadvantaged children but also society
at large by increasing the rate of innovation and economic
growth (Bell and others 2019). Inequality of opportunity
may be particularly harmful to long-term growth because
it discourages innovation and investment in human capital.
In contrast, inequality produced by differences in effort
(and unrelated to circumstances at birth) may have exactly
the opposite effect. For example, higher inequality of

opportunity was associated with lower growth in the future
incomes of poor people in the United States between 1960
and 2010 (Marrero and Rodriguez 2013; Marrero and others
2016).

Inequality in human development outcomes
among children in different socio-economic groups
contributes to slower economic growth. Inequality
in health outcomes between children born to mothers
with varying levels of education has a significant negative
effect on growth. Grimm (2011) estimated that a 5 percent
reduction in the under-five mortality rate among children
born to mothers with low educational attainment led to an
almost 8 percent increase in GDP per capita in a decade."
Based on a historical dataset of nearly 100 countries,
Molina and others (2013) posit that inequality in children’s
educational attainment because of their circumstances at
birth negatively affects per capita GDP.

A lack of social mobility erodes people’s perceptions
of fairness and their trust in society, which in turn
undermines the social stability needed to generate
prosperity. Behavioral experiments show that people are
highly averse to inequality that is deemed unfair (Fehr and
Fischbacher 2003; Fleib 2015). Perceptions of mobility are
important building blocks of people’s aspirations, for both
themselves and their children; such aspirations, in turn,
contribute to actual social mobility. Conversely, a cycle
of low perceived mobility and aspirations leads to social
instability (Esteban and Ray 1994). Around the time of the
Arab Spring in the Middle East and North Africa, studies
in at least three countries found strong perceptions of
downward mobility relative to a decade earlier, along with
lower tolerance for inequality (Krishnan and others 2016). In
terms of social stability, therefore, it is people’s perceptions
of mobility that seem to matter. These are imperfectly
associated with actual mobility—perceptions of mobility
can diverge from actual mobility, particularly if comparisons
are made across countries (Alesina and others 2018).

Addressing structural inequality is essential for
an inclusive recovery from the pandemic
Pandemics such as COVID-19 affect everyone, but

they also tend to worsen pre-existing inequalities. For
example, poorand vulnerable groups are more likely to work

11 Analysis based on a cross-national panel dataset of 62 low- and middle-income countries from 1985 to 2007.
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in the informal sector, which was among the first affected
by measures to counter the pandemic in urban areas. Low-
skilled and informal workers are also more likely to be in
occupations where they cannot easily work from home
(Mongey and others 2020). Women are overrepresented in
severely affected occupations, such as the retail, travel, and
hospitality industries. Poor and vulnerable people also have
limited access to clean water, sanitation, health insurance,
and healthcare. In urban areas, they are more likely to live in
densely populated housing, which exposes them to greater
health risks. Mitigation measures also disrupt public services,
particularly schools. School closures disproportionately
affect children in families that cannot access distance
learning or benefit from social programs provided through
schools (such as school feeding programs). The marked shift

of public resources toward a public health emergency can
also undermine reproductive and maternal health services,
particularly when the health system already faces resource
constraints. This was particularly evident during the Ebola
crisis (Korkoyah and Wreh 2015; Minor 2017).

Evidence from past economic shocks confirms
concerns about the short-term impact of the crisis
on inequality. Historical analyses suggest that events
of this kind are associated with higher income inequality
(Furceri and others 2020). Similarly, economies with larger
output and employment losses in the initial aftermath of
the global financial crisis saw relatively greater increases in
income inequality (IMF and World Bank 2020).

1.4 The drivers of income inequality

Designing policies to reduce inequality requires a
detailed understanding of the sources, drivers, and
forms of inequality. To identify the main drivers of
consumption inequality, decompositions of inequality
are presented below, using recent data from household

surveys in member countries (see Box 12 on the
methodology). These decompositions reveal the extent to
which spatial, demographic, education, and labor market
factors, as well as income sources, contribute to differences
in consumption by individuals.

Box 1.2. Decomposing inequality into its sources

This decomposition of inequality is based on a technique proposed by Fields (2003), which adopts a regression-based
approach to estimate standard income- or consumption-generating equations. The main drivers of inequality can be
identified from the contributions of explanatory variables (such as education, labor market factors, and demographics)
to the distributional changes in welfare aggregates captured by the size of the estimated coefficients (Heshmati 2004).
The estimated coefficient of each variable in the regression captures its estimated share in overall inequality.

The shares of individual variables can be (dis)aggregated into groups to ease interpretation. The components considered
in these inequality decompositions are grouped as follows:
- Location. Region/provincial and rural/urban dummy variables.

« Educational attainment. The share of adult household members with different education levels (none, primary,
secondary, and post-secondary).

- Household demographics. Age groups and gender of household members and household size.
- Labor market factors. Labor force status or participation (employed, unemployed, and inactive); industry of

employment (such as agriculture, construction, and services); and skills/occupation (such as supervisors, technical
professionals, sales, manufacturing, and clerks).

Race, an important contributor to inequality in some SACU countries, particularly South Africa, is not considered at this
stage. This is because data by race is not available in all member countries. Including it only for some countries would
affect the comparability of results between countries.

Also included is a decomposition of inequality by income sources, which follows Lerman and Yitzhaki (1985) and Stark
and others (1986). A module developed by Lopez-Feldman (2008) implements this approach in Stata.
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1.4.1 Differences in household and individual characteristics

Education is the most important driver of overall
inequality in SACU. Differences in educational attainment
among adult household members accounted for more
than half the region’s overall inequality during the 2000s
(Wave 1 data). The latest data (Wave 2, 2015-2018)
suggest a slight decline in the importance of education,
perhaps because better secondary and tertiary educational

attainment reduced inequality in education (Figure 1.5,
panel a). Despite this improvement, education remains
the most important driver of inequality, primarily because
of differences in post-secondary educational attainment
(Figure 1.5, panel b). The results suggest that high returns
to post-secondary or tertiary education are the most
significant driver of inequality across the region.

Figure 1.5. Decomposition of inequality by individual and household characteristics
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Source: World Bank calculations based on household survey data (per capita measures of welfare).

Note: Wave 1 corresponds to survey years 2001-10 (2000s); Wave 2 corresponds to 2015-18 (circa 2016).

Although the contribution of post-secondary
educational attainment to overall inequality has
declined, it remains large. The two most unequal
countries in the region saw these contributions fall from
60 percent of overall inequality in 2008 to 57 percent
in 2018 for South Africa and from 56 percent in 2004 to
45 percent in 2015 for Namibia (Figure 1.6, panels d and
e). In Botswana, where inequality declined significantly, the
already small contribution of educational differences to
inequality declined further from 2010 to 2015. In Lesotho,
where inequality also decreased, however, the contribution
of education to inequality increased substantially from
2002 to 2017. In both cases, the changes were driven by
the role of post-secondary education. Tertiary education
among adults in Botswana increased from 16 percent in
2010to 21 percent in 2015, which may have helped reduce
the contribution of post-secondary education to inequality.
By contrast, tertiary education remained extremely low in
Lesotho. Overall, inequality in access to tertiary or post-
secondary education remains a key barrier to reducing
inequality in SACU. In all countries (except Lesotho),

however, the contribution of post-secondary education
to inequality (and with that, the contribution of education
as a whole) has fallen over time. This could be related to
the significant increase in tertiary education in the region
(except for Eswatini and Lesotho).

Labor market factors are the second largest contributor
to inequality; their role increased because of the large
divide between employed people and those who are
not working. Differences in labor market factors (labor
force status or participation, industry of employment,
and occupation type) contribute nearly a third of overall
inequality in SACU, increasing from 28 percent in the
2000s to 35 percent in 2015-18 (Figure 1.5, panel a). This
increase is driven by differences in occupation type (such as
senior managers, professionals, and clerks), which suggests
differences in skills or abilities. Occupational differences
continue to account for the largest share of total inequality,
at over 20 percent, and worsen the inequality-inducing
effects of high returns to post-secondary education. The
contribution to total inequality of differences in labor force
status or participation (employed, unemployed, or inactive)
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increased from 5 percent in the 2000s to 12 percent in
2015-18. This means that the contribution of labor market
factors to inequality is primarily a result of differences
in “what work people do," although the importance of
“whether people work or not” has increased over time. The
“industry in which people work” does not seem to affect
inequality significantly (Figure 1.5, panel b).

The contribution of labor market access to total
inequality has increased in most SACU countries, except
Eswatini, where it declined slightly (Figure 1.6, panel b). The
increase was largest in Botswana and Lesotho. This change
appears to be driven by increases in the contributions to
inequality of both labor market status (or participation) and
occupational differences.

The role of household demographics in inequality
has increased. The aggregate contribution of household
demographics to overall inequality increased from
10 percent in the 2000s to 15 percent in 2015-18. This is
largely because the age (and, to a smaller extent, gender)
of household members plays a growing role in determining
overall inequality in the region (Figure 1.5, panels a and b).

This points to a widening welfare gap between households
with younger and economically active members and those
without that “demographic dividend”. The contribution of
differences in household size, on the other hand, decreased
during this period. To some extent this reflects convergence
in household size: in all SACU countries, household sizes
declined over time.

By contrast, location has become less important.
Differences in location account for a smaller share of total
inequality, declining from 11 percent during the 2000s to
7 percentin 2015-18.This is largely due to the convergence
of urban-rural inequality noted earlier (Figure 1.3, panel d).
Regional (or provincial) differences now contribute almost
as much to total inequality as do urban-rural differences
(Figure 1.5, panels a and b).

The contribution of household demographics and
location to inequality varies widely across countries.
The role of household demographics increased across all
SACU countries, other than Botswana and Lesotho; this was
mainly, as noted, because of the growing contribution of
the age of household members to inequality.

Figure 1.6. Decomposition of inequality in individual SACU countries
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A lack of data means the role of race cannot be
analyzed except for South Africa, where it contributes
significantly to overall inequality. In both 2008 and 2018,
race was the largest contributor to inequality in South
Africa, with its contribution rising over time. Much of its
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influence is through the labor market and education (Box
1.3). In other words, race remains a key driver of South
Africa’s high inequality of opportunity, largely because of its
influence on the education and labor market pathways to
better outcomes.

Box 1.3. Race and inequality in South Africa

Racial differences were the largest contributor to income inequality in South Africa in 2008, with a share of 38 percent,
as against 35 percent for educational attainment and 15 percent for labor market factors. The share of race increased
to 41 percent by 2018, whereas that of education fell to 30 percent; the role of labor market factors increased slightly
(Figure B1.3.1). The influence of race on inequality appears to be channeled through all four dimensions—Iabor
markets, education, household demographics, and location—as all their contributions decline when race is included in
the decomposition (compare Figure B1.3.1 with Figure 1.6). The largest declines occur for education and labor markets,
confirming that race plays a key role in their contributions to inequality.

Figure B1.3.1. Decomposition of inequality and race in South Africa
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The significant contribution of race to inequality appears consistent with inequality of opportunity in South Africa.
Inherited circumstances, including education, occupation, and the race of fathers, explain a significant share of the
country’s earnings inequality (Piraino 2015). The same study also estimates low intergenerational mobility in earnings.
This is partly explained by differences in earnings by race, because of the persistent concentration of the white minority
at the top end of the earnings distribution. In the United States, the continued presence of African Americans at the
lower end of the income distribution has an analogous effect (Hertz 2008). The persistence of these inequalities across
generations, even as incomes rise for everyone, seems to suggest “inequality traps” (Bourguignon and others 2007),

in which “the various dimensions of inequality (in wealth, power and social status) interact to protect the rich from
downward mobility and to prevent the poor from upward mobility” (Rao 2006, 11).

Apart from race, parental education, and location (whether an individual resides in developed urban areas, urban
townships, or rural parts of the country) are key contributors to inequality of opportunity in multiple dimensions, such
as primary school completion rates and access to improved sanitation, safe water, and health insurance. The location of
workers, in fact, has the largest impact on the likelihood of full-time employment, particularly among younger workers,
after controlling for other factors, including race (Im and others 2012).

1.4.2 Differences in income sources

Different sources of income affect inequality in
dissimilar ways in SACU. A different decomposition
technique is used to calculate the shares and impact on

countries (Figure 1.7, panel a). The impact of a marginal
change in wage income on inequality is positive in all
member countries, with an average of 4.2 percent (Figure

overall inequality of a marginal change in each income
source. The income sources considered are wage or labor
incomes, business income (profits and agricultural income),
social transfers (such as social protection benefits, pensions,
and other government grants), remittances (including
gifts), and other income sources.'

Wage inequality is the main driver of inequality in the
region, explaining 72 percent of overall inequality
on average, according to the latest surveys in member

1.7, panel b). These findings are consistent with the large
contributions of labor market status to inequality discussed
above. Like wage income, business income (profits and
agricultural income) is an important driver of inequality,
contributing about 20 percent to overall inequality.
However, the impact of a marginal change in business
income on inequality is smaller than the impact of a change
in wage income.

Figure 1.7. Decomposition of inequality by income source, 2015-18
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12 Rental income is excluded from this analysis because of a lack of data for some member countries.
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Closing wage gaps has the most significant effect on
inequality in Botswana and Lesotho, which saw the
largest declines in inequality. Differences in wage income
accounted for 77 percent of inequality in Lesotho in 2017
and 85 percent in Botswana in 2015, above the regional
average of 72 percent. A marginal change in wage income
is estimated to change the Gini coefficient by almost
8 percent in Lesotho and by 5 percent in Botswana. This
suggests that inequality declined in these two countries
in part because of smaller wage gaps. Social protection
transfers and remittances also helped reduce inequality,
with the impact of remittances on inequality in Botswana
being the highest among all SACU countries.

Social transfers have the largest effect on inequality in
Namibia and South Africa. The marginal effect of social
transfers on inequality, measured by Gini coefficients,
amounts to reductions of 6.4 percent in South Africa (2018)

and 4.1 percent in Namibia (2015), well above the regional
average of 3.5 percent. Wage income also contributes
significantly to inequality, at 67 percent for South Africa
(2018) and 62 percent for Namibia (2015), both slightly
below the regional average.

Making economic development more inclusive in
SACU by reducing inequality would require policies
that moderate differences in wage and business
incomes. These differences in “market incomes” stem
from a combination of individual, household, locational,
and labor market factors. As the decompositions in Figure
1.7 show, existing social transfers (and to some degree,
remittances) have an equalizing effect on incomes in all
SACU countries. However, this effect is small relative to the
disparities caused by differences in wages and business
income.

1.5 A framework for analyzing income inequality

The distribution of household income in an economy
can be understood as the outcome of four different
distributional components. Interpreting income
inequality in these terms is useful from a policy perspective,
as the drivers of inequality can be identified at different
points of the process. This framework is based on Van der
Hoeven (2011)" but with an additional component (pre-
income distribution) added because many inequalities
in southern Africa arise even before individuals interact
with markets. These inequalities, effectively inequalities of
opportunity, merit explicit attention since they matter not
just for human capital development but also for economic
opportunities, such as access to jobs, finance, and markets.
The four components are as follows:

- Pre-income distribution is the expected distribution of
income attributable solely to circumstances inherited at
birth or acquired exogenously during childhood, such
as parental education and income, location, ethnicity,
and gender. Differences in these characteristics create
expected inequality, or inequality of opportunity, even
before households and individuals interact with factor
markets.

« Primary income distribution is the distribution of income
based on the different factor incomes, before taxes
and subsidies, as determined by market institution
factor endowments. It is also influenced by the pre-
income distribution (as above) and people’s decisions
in different spheres, such as making human capital
investments, acquiring skills, participating in markets,
and so on.

13 Also used in Seguino and others (2013).

- Secondary income distribution is the distribution of
income after taxes and government transfer payments
have been deducted from oradded to primary incomes.
This distribution is determined by the distribution of
primary income and the incidence of fiscal policy.

- Tertiary income distribution is the distribution of income
after imputed benefits from social spending in the
form of public goods (such as education, health, and
infrastructure services) have been added to household
income after taxes and subsidies. It is determined by the
distribution of secondary income and the net value of
the public goods provided through social spending.

The decomposition results above highlight the roles
of the different distributional components in SACU.
Differences in demographic and locational characteristics
contribute to income inequality (Figure 1.5) through all
four components, but probably mainly via the pre-income
distribution. The contributions of education and the labor
markets, which are the highest on average, are likely to
occur mainly through the primary income distribution.
Social protection transfers (Figure 1.7), on the other hand,
work primarily through the secondary income distribution.
The decompositions do not include the imputed
contributions of social spending and, therefore, do not offer
direct insights into the tertiary income distribution.

The distributional components are also influenced
by mediating factors that interact with each other.
These can be categorized as: (a) inherited factors, such as
the circumstances into which a child is born; (b) active
public policies, which interact with personal choices,
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institutions that influence the functioning of markets,
and the macroeconomy; (c) adaptive public policies, which
influence or mitigate the impact of exogenous conditions,
such as climate change, globalization, and trade; (d) taxes

and transfers, which contribute to social protection and
finance social spending; and (e) social spending, which
produces public goods and services. Figure 1.8 depicts the
four distributional components and their mediating factors.

Figure 1.8. A conceptual framework of the components of income distribution
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There are strong and reinforcing interactions across
these components. For example, fiscal policy directly
affects the secondary income distribution, but it also
generates resources for policy interventions that influence
all distributional components. In addition to its direct
impact on individual tertiary income distribution (or well-
being), social spending on health, education, and other
services also influences the pre-income distribution.
Improving the tertiary income distribution potentially
implies improving the pre-income distribution, but only if
the spending reduces gaps in human capital development
between privileged and disadvantaged people.

Starting with pre-income distribution reflects the idea
that policies should help minimize inequalities that
emerge early in life. These are driven by differences in
circumstances at birth and childhood, even before people
interact with markets, pay taxes, or benefit from social
spending. Pre-income distribution helps determine the
level of each person’s human capital, a key factor in the
distribution of primary income. Box 1.4 provides an intuitive
representation of how household endowments interact
with market factors and exogenous (or external) shocks to
generate the distribution of primary income.
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This chapter described a region with stubbornly high
inequalities of opportunity and outcomes, which
reinforce each other and persist over time. Although
inequality remains unacceptably high, particularly in
South Africa and Namibia, some signs of improvement
emerged between the 2000s and the 2010s. There was a
degree of convergence in inequality between countries
and between urban and rural areas within countries, along
with large reductions in inequality within Botswana and
Lesotho. Differences in educational attainment, specifically
in post-secondary education, remain the most significant
contributor to inequality in the region. At the same time,
labor market inequalities seem to play an increasing role,
with occupational differences (“what work people do”)
being the main contributor. Although social transfers help
to reduce inequality in most countries, these payments
are too small to close the gaps stemming from high
disparities in wage and business incomes, which are largely
due to inequality in human capital development and job
opportunities. Even after transfers, income inequality in
SACU countries remains among the highest in the world.
Improving the effectiveness of social transfers would
strengthen their effect on inequality but cannot substitute
for the changes needed in other policies and institutions to
moderate extreme differences in market incomes.
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Box 1.4. How the primary income distribution is generated

A household’s potential market income (or secondary income in Figure 1.8) can be defined as a function of four main
elements: (a) the capacity of households to generate income based on assets they own; (b) the transfers they receive,
independent of such assets; (c) the prices of the goods and services they consume; and (d) external shocks that affect
their incomes. Figure B1.4.1 illustrates the interaction between these elements.

An asset-based approach provides an intuitive interpretation of the processes underlying the distribution of primary
income in Figure 1.8 (or element (a) above). The capacity of a household to generate primary income can be
disaggregated into: (a) the stock of income-earning assets owned by each household member; (b) the intensity with
which these assets are utilized to produce income; and (c) and the returns on these assets. Income-earning assets include
human capital, enhanced by education and experience; financial and physical assets, such as machinery, bonds,
and stocks; social capital, such as the norms and social networks that facilitate collective action; and natural capital.
Indicators of the intensity of asset use include labor force participation, the utilization of machinery, and the use of land
for agriculture. Returns to household assets are determined by wage levels, interest rates, rents from property rentals,
prices of land, and any time devoted to collective action.

Figure B1.4.1. Assets approach to market income
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Source: From Lépez-Calva and Rodriguez-Castelan 2016, based on Attanasio and Székely 1999, and Bussolo and Lopez-Calva 2014.
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CHAPTER 2

THE ROLE OF INHERITED CIRCUMSTANCES

Most people in SACU are unlikely to achieve economic and social “success” because of circumstances beyond their control, such
as their gender, race, where they were born, or their family backgrounds. This implies high inequality of opportunity. Although
the region has made important gains in advancing gender parity, for example, systematic differences between men and women
remain and contribute to overall inequality. The geography of economic inequality likewise persists. The spatial patterns of people’s
income are likely to be correlated with spatial patterns of economic resources and opportunities. The SACU region effectively has
two spatial clusters. The first, to the west, comprises high-welfare subregions and the second, to the east, low-welfare ones. Although
the levels of welfare in the subregions are converging, the pace of convergence has been slow. One pathway by which inequality
of opportunity hampers intergenerational mobility is through high wealth inequality and its skewed transfers of wealth from one
generation to the next. Thus, high wealth inequality is associated with high income inequality. This is exacerbated by the small size
of the middle class, which constrains economic mobility and entrenches socio-economic immobility. The contribution of inequality
of opportunity to overall inequality in the region has increased, further perpetuating socio-economic immobility and inequality. To
help equalize opportunities, policies are needed to minimize the inequalities that emerge early in life and are driven by differences in
individual circumstances at birth and during childhood. This would help level the playing field and reduce the influence of inherited
circumstances on people’s life chances.

2.1 Inequality of opportunity

Children do not all start life with the same set of
chances. Consider Nthabiseng, a 7-year-old girl living in

South Africa. His white parents both have university
degrees and work in financial services. The chances of

the rural Senqu River Valley in Lesotho. She is the youngest
of four children and lives with her widowed mother, who
completed only three years of formal schooling. The family’s
only source of income is a small life insurance policy that
Nthabiseng’s late father acquired as part of his employment
at a South African mine. James is a 7-year-old only child
living in the leafy suburb of Northcliff in Johannesburg,

Nthabiseng becoming a bank manager or information
technology specialist are remote and certainly much lower
than those of James, who began life in relative privilege.
Like Nthabiseng, many people in SACU face unlikely odds
of economic and social success because of circumstances
beyond their control, such as their gender, race, where they
were born, or their family backgrounds.
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Inequality of opportunity is defined as the
component of inequality attributable to differences

in inherited circumstances beyond the control of
the individual, such as gender, race, place of birth, or
parental background.

The circumstances a person inherits at birth interact
with policies, markets, and institutions in shaping
the opportunities available to them at various stages
of life. These differences in inherited circumstances and
their influence on people’s access to opportunities result in
high inequality of opportunity. This systematically creates
unfair differences in starting points for specific groups
and amplifies the inequality of earnings and incomes. In
the above example, Nthabiseng and James are separated
by an unequal start in life, which also means they will
face systematically unfair differences in opportunities
throughout their adult lives.

This section of the report reviews the contribution
of inherited circumstances to overall inequality of
outcomes, analyzing the extent and sources of inequality
of opportunity. Data constraints for most countries mean
the results presented here are lower-bound estimates.

South Africa, which is home to 88 percent of the region’s
population, has more comprehensive data on inherited
circumstances; these are used to suggest upper-bound
estimates of inequality of opportunity for the overall region.

2.1.1 High inequality of opportunity

Inherited circumstances account for almost half of
overall inequality in South Africa. Data on race and
parental attributes suggest that inequality of opportunity
explains as much as 47.7 percent of overall inequality in
consumption per capita in the country (Figure 2.1). An
earlier study found inequality of opportunity to contribute
around 45 percent to overall inequality (World Bank 2018a).
Even relative to other highly unequal upper-middle-
income countries, such as Brazil and Colombia, inequality of
opportunity in South Africa is exceptional, both in absolute
terms and as a share of total inequality. Breaking this cycle
would require the country to equalize opportunities and
to reduce the disadvantages people face because of their
circumstances at birth. Finally, the contribution of these
circumstances to inequality in individual earnings reaches
26.3 percent, lower than that of consumption per capita
but still relatively high.

Figure 2.1. Relative inequality of opportunity in South Africa, 2018
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Source: World Bank calculations based on household survey data.

Lower-bound estimates of inequality of opportunity
suggest that at least one-fifth of inequality in SACU is
explained by inherited circumstances. Data constraints
meant this analysis could only consider gender, age, and
region of residence (urban-rural, and regions/provinces).
Only in Lesotho is the role of inequality of opportunity
relatively small, at 14.7 percent of overall inequality in
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per capita consumption in 2017 (Figure 2.2, panel a).
The contribution of inequality of opportunity to overall
inequality increased in all SACU countries except for
Namibia. Using individual earnings as an outcome, Figure
2.2, panel b shows that the contribution of inequality of
opportunity to overall inequality tends to be lower than
that of per capita consumption. Given the high poverty
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rates in the region, this finding suggests that the impact
of inequality of opportunity on the relationship between
growth and inequality of outcomes needs more attention.
When inequality of opportunity is high, economic growth

is less likely to help reduce inequality of outcomes. Instead,
unequal outcomes tend to become entrenched; this both
limits the investment opportunities available to poor
people and hampers long-term growth.

Figure 2.2. Contribution of inequality of opportunity to overall inequality
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Source: World Bank calculations based on household survey data.

b. Contribution to overall inequality in consumption
per capita versus earnings
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Note: Outcomes are log of consumption per capita and individual earnings, both deflated to 2011 prices using PPP. SACU includes all countries pooled
and appropriately weighted. Circumstances include gender, age, rural/urban areas, and place of birth (proxied by current location). Wave 1 represents data
from 2001 for Eswatini, 2002 for Lesotho, 2004 for Namibia, 2008 for South Africa, and 2010 for Botswana. Wave 2 provides data from 2015 for Namibia and
Botswana, 2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa. Panel b uses data from 2015 for Namibia and Botswana, 2016 for Eswatini, 2017 for

Lesotho, and 2018 for South Africa.

Geography or location is a key determinant of access
to opportunities. Decomposing the contribution of
inequality of opportunity to overall inequality shows that
relative to age and gender, the location of residence (both
urban-rural and regions/provinces) contributes relatively
more to inequality in both consumption per capita and
earnings (Figure 2.3).

The contribution of gender inequality to overall
inequality in earnings suggests that the inequalities
faced by girls and women start at birth and follow them
throughout their lives. Figure 2.3 shows that gender

makes a significant contribution to overall inequality when
individual-level earnings are considered. The relatively
low contribution of gender to overall inequality might
be in part because consumption is averaged across all
household members and not measured at the individual
level. Since households typically include both males and
females, the role of gender is difficult to interpret. In fact,
gender is largely omitted from studies where the outcome
variable is at the household level (Paes de Barros and others
2009, 136).
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Figure 2.3. Contribution of each circumstance to overall inequality of opportunity

a. Contribution to unequal consumption per capita

30%
25%
20%
15%
10%
5%
0%
All Factors  Gender  Age Urban Region
(Relative
1Op)
W SACU M Botswana M Eswatini
M Lesotho [ Namibia B South Africa

Source: World Bank calculations based on household survey data.

b. Contribution to unequal earnings
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2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa.

Important gains have been made in advancing the
structures for gender equality. In all five SACU countries,
progressive legislation has been enacted to guarantee
equality before the law, with gender and development
strategies setin place and national institutions charged with
implementation (Box 2.1). The region has made measurable
advancements toward gender parity in education, labor
force participation, and employment. However, women
remain less likely to be employed, have less ownership
of and control over assets, and tend to work in lower-
paying, less secure sectors. Certain structural and societal
barriers continue to marginalize women, which deprives
the economy of the full contributions of almost half the
population and prevents it from reaching its true potential.

If race, a critical variable in South Africa, is included
in the analysis, the contribution of inequality of
opportunity is much higher. As noted, the estimates of
inequality of opportunity in Figure 2.2 are lower-bound
figures, given the limited availability of data on other SACU
countries. With race included in the analysis, the share of
inequality of opportunity in overall inequality increases
from 22.5 percent to 47.7 percent for consumption per
capita and from 10.22 percent to 26.3 percent for earnings.
The significant contribution of race is consistent with
Piraino (2015), who finds that more than two decades
into democracy, race remains the most relevant factor in
inequality of opportunity in South Africa.
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Box 2.1. The legal framework for gender equality in the SACU region

SACU has made significant strides in creating an enabling legal framework for gender equality. This is important, as the
dual legal systems in the region can entrench discrimination against women. Namibia and South Africa have strong
legislative frameworks for gender equality, ranking among the top three countries in Africa (alongside Rwanda) on
the 2015 Gender Equality Index of the African Development Bank. In these countries, women and men have the same
rights. In Botswana, the constitution was amended to prohibit sex-based discrimination, and several other laws were
amended to recognize women as equal before the law (such as the 2014 Married Persons Act and the 2004 Abolition
of Marital Powers Act). In Lesotho, the Legal Capacity of Married Persons Act gives men and women equal standing
before the law, the 2010 Land Act provides equal access to land tenure and decisions on household property, and the
2005 Local Government Elections Act sets quotas for women’s political representation.

Gender-based violence remains widespread, and several countries have passed laws to address this problem. Botswana
passed a law against domestic violence in 2000 and amended it in 2008 to enhance enforcement. It revised the penal
code to make rape a gender-neutral offence and criminalize sexual acts between adults and children under 16. It also
adopted the National Strategy on Gender-Based Violence (2015-20). Eswatini’s 2018 Sexual Offences and Domestic
Violence Act criminalizes several acts of sexual violence and introduces an obligation on police and prosecutors to refer
victims to support services, while requiring the latter to inform victims of the availability of post-exposure prophylaxis
for human immunodeficiency virus (HIV). It also prohibits child marriages. The regulations and implementation
mechanisms of the Act are, however, still being developed. Lesotho's draft Domestic Violence Bill has been under
consideration since 2000. The 2003 Sexual Offenses Act allows some protection against gender-based violence. In
Namibia, the 2016 National Plan of Action on Gender-Based Violence guides efforts to reduce violence against women.
South Africa enacted several laws, including the 1998 Domestic Violence Act, the 2007 Criminal Law (Sexual Offences
and Related Matters Amendment) Act, the 2013 Prevention and Combating of Trafficking in Persons Act, and the 2011
Protection from Harassment Act. In 2020, Cabinet adopted a National Strategic Plan on Gender-Based Violence and
Femicide for the next decade, which includes establishing a National Council on Gender-Based Violence.

The overall policy environment reflects gender equality as a key policy priority. Botswana's 2015 National Policy on
Gender and Development expanded efforts to address norms of male supremacy and discrimination. It also acceded
to mostinternational protocols and agreements on gender equality. Eswatini's 2010 Gender Policy proposes guidelines,
indicators, and a framework for gender equity. However, the policy remains under revision and is awaiting Cabinet
approval. Lesotho's 2018 Gender and Development Policy provides an overarching framework for gender inclusion,
setting goals for women'’s equal economic and political participation. South Africa has an extensive architecture for
gender mainstreaming, including the Commission for Gender Equality.

Despite such progress, many gaps remain. For example, Eswatini's 2005 Constitution does not explicitly prohibit
discrimination based on sex or marital status, and women married under customary law can still be excluded from its
protections. Women's subordinate status remains enshrined in both civil law and customary practices, especially those
governing marriage and inheritance. Customary law regards women as legal dependents of their husbands or next-
of-kin males in virtually all matters. Even under civil marriages, unless both spouses sign an explicit prenuptial contract,
women require their husband'’s consent for most legal or political activities, from custody of their children and divorce
to employment, land ownership, inheritance, and access to finance (SALC 2018; Freedom House 2019). Lesotho has
policies and bills on gender equality but lacks a strategy to incorporate changes at local level. Contradictions between
customary and common law remain unaddressed, allowing exclusion from access to land and inheritance despite the
equity required by law. Key institutions lack resources—the Department of Gender received less than 1 percent of the
national budget over the past five years. In South Africa, the enforcement of laws on gender equality has been plagued
by implementation challenges, including poor allocation of financial and human resources, backlogs in the criminal
justice system, and uneven access to services. Women in South Africa can apply for protection orders against violent
domestic partners, but the orders are rarely finalized and do not offer meaningful protection.
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2.1.2 Uneven and inequitable access to
basic services

The availability and distribution of basic services
and resources are key to equalizing opportunities.
Constraints on access to such services perpetuate the lack
of both capacities and opportunities for many people.
This section uses selected data on access to basic public
services to illustrate the likely influence of restricted access
to basic services on inequality of opportunity.

Access to basic services has increased but
remains limited in rural areas

SACU is expanding access to improved water
services—all countries increased the share of people with
access to at least basic water services between 2000 and
2017 (Figure 2.4). Eswatini achieved the largest increase at
16.5 percentage points (from 52.5 percent to 69.0 percent),
in part because it started from the lowest base. Lesotho
saw the smallest increase at 1.2 percentage points
(from 67.5 percent to 68.0 percent). The SACU average
increased by 9.4 percentage points (from 71.3 percent to
80.6 percent), but the region still lags other countries with
similar levels of income. Although the regional average was
19.7 percentage points above the average for Sub-Saharan
Africain 2017, it was 7.7 points below that of lower-middle-
income countries and 13.5 points below that of upper-
middle-income countries.

Progress has been driven by gains in urban areas,
but coverage in rural areas remains low. On average,
69.0 percent of SACU’s rural population had access to at
least basic water services by 2017 (up from 58.6 percent in
2000), which is lower than in countries with similar levels
of income. Botswana made the most notable progress, but
Lesotho achieved the least (a reduction of only about 5.1
percentage points). Coverage in urban areas is relatively

high, with about 96.4 percent of people having access to at
least basic water services in 2017; this is above the averages
for Sub-Saharan Africa by 12.3 percentage points and for
lower-middle-income countries by 2.4 percentage points.

Access to at least basic water services means people
using basic or safely managed water services. Basic
drinking water services is defined as drinking water
from an improved source, for which collection time
is no more than 30 minutes for a round trip. Improved
water sources include piped water; boreholes, tube
wells, or protected dug wells; protected springs; and
packaged or delivered water.

Access to at least basic sanitation services means
people using basic sanitation services (not shared
with other households) or safely managed sanitation
services. Improved facilities include flush/pour flush
to piped sewer systems; septic tanks or pit latrines;
ventilated improved pit latrines; composting toilets;
or pit latrines with slabs.

At national level, access to sanitation services has
increased rapidly in all SACU countries since 2000
(Figure 2.5). Lesotho achieved the largest increase of 33.9
percentage points (from a low 89 percent in 2000 to
42.8 percent in 2017). In its rural areas, the share of people
using at least basic sanitation services increased from
5.9 percent to 42.8 percent. This narrowed the gap between
rural and urban access rates, with 42.7 percent of the urban
population using at least basic sanitation services in 2017.
Of concern is the decrease in coverage in the urban areas
of Eswatini (17.2 percentage points) and Namibia (7.7
percentage points). On average, 57.7 percent of the SACU
population could access at least basic sanitation services
in 2017, with coverage at 49.4 percent in rural areas and
62.2 percent in urban areas.
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Figure 2.4. People using at least basic drinking water services

a. Share of population b. Share of rural population c. Share of urban population
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Figure 2.5. People using at least basic sanitation services
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Gaps in the provision of water and sanitation services,
especially in rural areas, are pathways from access
to services to inequality of opportunity, given the
established linkages between water, sanitation, hygiene,
nutrition,and stunting. Thisis particularly pertinent for SACU,
where stunting rates are high relative to income levels; they
reach 34.6 percent in Lesotho, 25.5 percent in Eswatini, and
274 percent in South Africa (Figure 2.6, panel a). Stunting
reflects differences in sociodemographic characteristics
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that result in unequal access to opportunities. It suggests
accumulated malnutrition and damage to psycho-social
development (Dercon and Sanchez 2011) and is associated
with poor school performance and lower productivity and
wages later in life (Glewwe and Miguel 2008). Another
source of inequality is high rates of HIV (Figure 2.6, panel
b), which is linked with lower average incomes and higher
poverty (Haacker and Salinas 2006).



Figure 2.6. Prevalence of stunting and HIV

a. Stunting, height for age (% of children <5)
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Progress in expanding access to electricity has been
slow. In 2018, about 66.7 percent of the SACU population
had access to electricity, up from 34.9 percent in 2000. As
expected, electrification rates are higher in urban areas
(82.6 percent) than in rural ones (52.2 percent). Lesotho
has the lowest figures, even after a 42.7 percentage point
increase in national access rates (from 4.3 percent in 2000
to 47.0 percent in 2018). Predictably, most of the progress

in Lesotho was in urban areas, where the share of people
with access to electricity increased from 13.6 percent to
70.7 percent. In rural areas, the share rose from 2.0 percent
to 37.7 percent. For all SACU countries, access to electricity
is mostly concentrated in urban areas. A lack of access
to electricity hampers the investment climate, adversely
affects people’'s economic opportunities, and perpetuates
inequality of opportunity.
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Figure 2.7. Access to electricity

a. Share of population b. Share of rural population c. Share of urban population
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Access to basic services is uneven across income groups

Poor people in SACU have relatively worse access to
basic public services. Lesotho is a case in point. In 2017,
only 72.1 percent of the poorest 10 percent (or decile) of
its population had access to an improved water source,
22.1 percentage points lower than the share of the richest
10 percent (Figure 2.8, panel a). Similarly, at 29.2 percent,
access to improved sanitation facilities was the lowest
among the poorest 10 percent of people. Among the top
decile, 55.7 percent had access to improved sanitation
facilities. The access gap between poor and rich people is
widest for electricity, with only 9.9 percent of the poorest

decile having access to electricity in 2017, as against
78.8 percent of the richest decile. In 2017, the access of the
poorest decile to basic services was as follows: improved
drinking water 75.5 percent; improved sanitation facilities
39.9 percent; and electricity 23.7 percent. Similar patterns
are seen in South Africa, where 54 percent of the poorest
decile had access to improved water sources in 2015, 43
percentage points lower than the access of the richest
decile. About 98 percent of the richest decile had access
to electricity, as against only 78 percent among the poorest
decile (World Bank 2018a).

Figure 2.8. Share of the population with access to selected basic services in Lesotho, 2017
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In summary, this section suggests that improving
access to quality basic services, especially in rural
areas, is vital for reducing inequality of opportunity
in SACU. Poverty is a barrier to access to basic services

2.1.3 Low intergenerational mobility

In societies with low intergenerational mobility,
parental backgrounds play key roles in shaping the
lives of the next generation. Mobility is closely linked
with the notion of equality of opportunity, with parental
background a quintessential “circumstance” variable. When
a child’s access to basic opportunities depends on family
resources, opportunities are not equal, and society is not
mobile. People tend to tolerate higher levels of inequality

and contributes to (and results from) resource inequality.
Governments need to address the constrained access
of poor households to basic services, in terms of both
affordability and infrastructure.

when they believe their children have good opportunities
to advance (that is, intergenerational mobility is seen
to be high). However, empirical evidence suggests that
high levels of inequality are in fact associated with lower
intergenerational mobility. Parent-offspring correlations in
economic advantage show how inequality persists from
one generation to the next. The analysis below examines
two such correlations—in education and in earnings.

Intergenerational mobility is the extent to which people’s life outcomes (such as earnings, educational achievement,
and occupation) correlate with those of their parents. Children benefit from their parents’ background in many ways,
including through access to social networks, healthcare, and family culture (Roemer 2002). In a society where access to

opportunities is more equal, people would be more socially mobile, and the link between the outcomes of parents and
those of their children would be weak. But when poor and non-poor children face vastly different sets of opportunities,
low intergenerational mobility is inevitable.

All SACU countries other than Lesotho show evidence
of upward educational mobility for young people.
Educational mobility is not only important in its own right;
it is also a key pathway to economic mobility, as schooling
tends to be a strong predictor of lifetime earnings. Figure
2.9 compares the educational attainment of young people
(ages 21-25) with those of their fathers. Because of data
limitations, it focuses on young people who are co-resident
with their fathers. (Note that Narayan and others (2018)
show that limiting the sample in this way reduces the bias
in the results; see also Box 2.2.) Figure 2.9, panel b shows
that most young people whose parent(s) (or household
head) attended only primary school were able to complete

secondary schooling. The exception is Lesotho, where
42 percent of the children of a parent with primary
schooling have no schooling, while another 36 percent also
only have primary schooling." Panel d must be interpreted
with caution, as some of the “children”in this sample might
still be attending college or university and would therefore
not yet have completed post-secondary education.

Intergenerational earnings mobility remains limited.
A strong relationship between earnings across two
generations is found in all SACU countries other than
Lesotho, suggesting little intergenerational earnings
mobility (Table 2.1)."

14 “Primary schooling” here means the person has completed primary but not secondary school. A child may well have had significantly more years of
education than the parent without having a full additional phase of schooling.

15 As with intergenerational educational mobility, intergenerational earnings mobility is measured for the same small sample of young people (21-25-year-
olds) and their co-resident parental household head. The sample size is small, given that both the parent and the child need to be working (to have

measurable income).
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Figure 2.9. Children’s educational attainment, conditional on fathers’ education
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Source: World Bank calculations based on household survey data.

Note: The sample is restricted to children ages 21-25 living with a parental head of the household. SACU is the weighted sample across the five countries. Data
are from 2015 for Namibia and Botswana, 2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa.

The intergenerational earnings elasticity measures mobility in earnings between generations. It is the coefficient of a

regression of the lifetime income of the child on the lifetime incomes of their parent. The higher the elasticity, the more
likely income patterns are to persist, which means intergenerational mobility is lower.'®

16 Accurate measures of intergenerational mobility are scarce, as they require survey data on relevant variables for parents and their adult children. Some
surveys, such as South Africa’s NIDS, do collect retrospective information on non-resident parents (Box 2.2), but this is rare. Typically, information on the
characteristics of a person’s parent is only available if the parent and adult child live together, and both can be interviewed for the same survey. Because
adult children living with their parents are likely to be different from those established in their own households, using only the data for co-resident parent-
child pairings is likely to introduce sampling bias.
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Table 2.1. Intergenerational elasticity of earnings for working young people living at home

Area Intergenerational elasticity of earnings
SACU 0431
Namibia 0.583
Eswatini 0476
South Africa 0.320
Botswana 0.278
Lesotho 0.159

Source: World Bank calculations based on household survey data.

Note: The sample is restricted to children ages 21-25 living with a parent head of household. SACU is the weighted sample across the five countries. Data are
from 2015 for Namibia and Botswana, 2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa.

Box 2.2. Intergenerational earnings mobility in South Africa

South Africa is among a small number of developing countries to have gathered household survey data that includes
retrospective information on both resident and non-co-resident parents of adult respondents. In an important analysis,
Piraino (2015) uses the first three waves of the NIDS (2008 to 2012) to estimate intergenerational earnings mobility in
South Africa.

Wave 1 of NIDS was collected in 2008 and consisted of a nationally representative sample of about 28,000 people in
7,300 households. Waves 2 and 3, conducted in 2010 and 2012, attempted to reinterview the same households visited
in 2008. Those that had moved but were still inside the country were tracked. NIDS used a combination of household
and individual questionnaires to obtain information on a range of human capital variables, labor force experiences,
and demographic characteristics. All adults were asked to complete a section on parental background (vital status,
educational attainment, and occupation) if they did not live with their parents. For those who did live with their parents,
this information was already available, as detailed information had been collected for all household members during
each wave.

The earnings of non-co-resident parents was not available from NIDS. Piraino followed Bjorklund and Jantti (1997)
in using a two-stage estimation approach, taking information on the father’s socio-economic status to predict his
earnings. The return to observable characteristics was estimated on a sample of “pseudo” fathers using 1993 survey
data from the Project for Statistics on Living Standards and Development (SALDRU 1994). This dataset contains a range
of sociodemographic variables, along with detailed information on income sources.

The empirical analysis focuses on males only. This is in line with previous studies of intergenerational earnings mobility
that chose to avoid the additional complications of dealing with gender differences in labor force participation. The
study is restricted to men ages 20-44, which yielded a good sample size, while keeping a reasonable overlap between
the birth cohort of actual fathers and the adult males used in the first-stage regression based on 1993 data. About
a quarter of the “child” sample did not know how much education their fathers had received. The analysis pools
observations from the three waves of the NIDS available at that time—2008, 2010, and 2012. A respondent who had
valid information in more than one wave was counted as a single observation, and the average value of pertinent time-
variant variables was accordingly computed.

Piraino finds high levels of earnings persistence in South Africa, with an estimated intergenerational elasticity of 0.621
to 0.676 (depending on the model specification). About three-fifths of the earnings advantage of South African fathers
is passed on to their sons, similar to estimates for Brazil, China, and Chile using the same estimation technigue (Dunn
2007; Ferreira and Veloso 2006; Gong and others 2012; Nunez and Miranda 2010).

South Africa, with its high inequality of opportunity and low relative intergenerational mobility in earnings, illustrates
how the expanded framework of opportunities leads to a better understanding of the factors restricting mobility. Race
and location are important contributors to inequality of opportunity in South Africa, which increases the persistence of
income inequality across generations. A framework that ignores these key factors would be of limited use in identifying
the underlying causes of low intergenerational mobility in earnings.
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2.1.4 A small middle class and low economic mobility

Evidence from South Africa suggests that for many in
SACU, poverty is a permanent state. Between 2008 and
2015, close to half the country’s population was trapped
in chronic poverty, meaning that they were both poor
and highly unlikely to escape poverty, measured at the
upper-bound national poverty line (World Bank 2018a).
The chronic poor are characterized by exceptionally low
levels of human capital and financial resources and are
geographically isolated from markets and employment
opportunities. Overall, poverty is consistently the highest
among black South Africans, less-educated people,
unemployed people, female-headed households, large
families, and children. These groups have less access to
economic opportunities, which negatively affects their
economic mobility. South Africa’s chronic poor require
both cash transfers and basic services for meeting their
health, educational, and nutritional needs.

The level of economic vulnerability is also high. In
2009/10, half of Botswana's people were either poor or
vulnerable; most of this group (about 31 percent of the
population) were classified as vulnerable (World Bank
2015a). In Lesotho, despite progress in reducing poverty,
about 774 percent of people were poor or vulnerable
in 2017, about 27.7 percent of people were classified as
vulnerable (Sulla and others 2019). Vulnerability was higher
in rural (31.1 percent) than in urban areas (21.3 percent).
In South Africa, 27 percent of the population lived in

households vulnerable to poverty and moved into and
out of poverty between 2008 and 2015 (World Bank
2018a). A large portion of the SACU population is at risk
of falling back into poverty; this risk is even higher among
rural households that typically depend on small-scale and
subsistence farming. Their vulnerability is worsened by
the growing climate risks. In contrast, people with more
education and access to stable labor market incomes are
much less vulnerability to poverty.

When the middle class is small, economic mobility is
inhibited. Although the size of the middle class increased
throughout SACU,"”” many middle-class people are
considered vulnerable. In 2014/15, only about a quarter of
South Africa’s population could be considered stably middle
class or higher (World Bank 20183; see also Box 2.3). These
patterns reflect the high level of income polarization—a
high concentration of low-income or poor people, a few
very-high-income, wealthy or elite people, and only a small
number of middle-income earners. Black South Africans
remain underrepresented in the middle class, and race is
still one of the strongest predictors of poverty. Members
of larger, female-headed, or rural households face higher
risks of poverty and are also less likely to enter the middle
class. Again, access to stable, formal labor market income
is a key determinant of household economic stability in
South Africa.

Box 2.3. Evolution of the middle class in South Africa

The size of the middle class in South Africa remained relatively constant in 2008-17. Using five waves of NIDS data,
Zizzamia and others (2019) analyze the evolution of the country’s economic classes. Classes are categorized based on a
model that uses household characteristics and observed poverty status to predict each person’s propensity to remain

in or fall into poverty in the near future.

Five social classes are identified:

- The chronic poor, whose chances of exiting poverty are below the average exit rate and who thus face a comparatively

high risk of persistent poverty

- The transient poor, who have a better-than-average chance of escaping poverty

- The vulnerable, who are above the poverty line but face an above-average risk of slipping into poverty

- The middle class, who face a below-average risk of falling into poverty and thus have better chances of sustaining a

living above the subsistence level

- The elite, who enjoy a standard of living well above the national average.

17 For countries in the Southern African Development Community, the middle class is defined using the vulnerability-to-poverty approach based on panel

data analysis introduced by Luis F. Lopez-Calva and Eduardo Ortiz-Juarez.
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No more than 25 percent of the South African population can be classified as stably middle class or “elite”. As per
Figure B2.3.1, panel a, the middle class grew only marginally in the period under analysis. Although chronic poverty
fell between 2008 and 2017, this was mainly from growth in the vulnerable class; the size of the middle class and the
elite grew only marginally. This means that people moving out of poverty mostly remain vulnerable to falling back into
poverty in time, rather than into the stable middle class.

Figure B2.3.1. Evolution of social classes in South Africa

a. Class sizes, 2008-17
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Source: Zizzamia and others 2019.

Compared with transient poor and vulnerable households, almost all middle-class households live in urban areas.
They are smaller and have fewer children and more workers. They rely more heavily on income from the labor market
and less on social grants. Although black Africans are overrepresented among the poor and underrepresented among
the middle class, Figure B2.3.1, panel b illustrates the rapid growth in the African middle class in the last decade: in
2008 only 47 percent of the middle class was African, as against 64 percent in 2017. Geographically, Gauteng and the
Western Cape have the largest middle classes and elites. These differences are closely related to urban/rural divisions:
most of KwaZulu-Natal's population live in traditional areas, while Gauteng and the Western Cape, in contrast, have the
highest share of urban residents.

Note: Based on Zizzamia and others 2019.

Expanding the middle class increases economic
mobility. Empirical evidence suggests a larger and faster-
growing middle class is associated with better reforms and
improved governance. As people gain middle-class status,
they tend to accumulate savings and acquire secondary
and tertiary education. They are also likely to support
accountable government and the rule of law. This group
consumes high-quality goods and services, while fostering

economic stability. Economic mobility is more likely in areas
with large middle classes than in those with smaller ones.
Children who live in poor households and grow up in areas
with large middle classes tend to become more financially
successful than their peers from poor areas, suggesting
that a strong middle class and economic opportunity are
closely linked.
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2.2 Wealth inequality

2.2.1 Staggering wealth inequality

The distribution of wealth matters beyond the income
streams it generates. Wealth inequality reduces inequality
of opportunity for the next generation (Narayan and
others 2018) through several mechanisms. One obvious
mechanism relates to the purchasing function of wealth: the
wealthy have access to better neighborhoods and schools
and can save for post-secondary education. Another is the
insurance function of wealth, whereby having a stock of
wealth on which to fall back allows a household to take
more risks. Thus, “the various dimensions of inequality (in
wealth, power, and social status) interact to protect the
rich from downward mobility and inhibit the poor from
becoming upwardly mobile” (Rao 2006 11).

SACU countries are characterized by huge disparities
in all dimensions of wealth. The top 10 percent (or

decile) of the population holds 60.2 percent of total
household liabilities in Botswana, 66.5 percent in Namibia,
and 71.3 percent in South Africa (Figure 2.10, panel a).
On the asset side, the top decile of the South African
population holds 68.6 percent of total household assets,
almost equal to the 68.4 percent in Namibia (panel b). The
figure for Botswana is also relatively high, at 56.9 percent.
The distribution of financial and non-financial assets is
similarly skewed. In South Africa, the top 10 percent of the
population holds 80.6 percent of all financial assets (panel
). The corresponding figures are 65.5 percent in Namibia
and 61.2 percent in Botswana. Likewise, the top 10 percent
of households hold 64.4 percent of all non-financial assets in
Namibia, followed by South Africa with nearly 54.2 percent
(panel d). See Box 2.4 for the methodology behind this
analysis.

Figure 2.10. Wealth holding by income decile in Botswana, Namibia, and South Africa
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Source: World Bank calculations based on household survey data.

Note: Data are from 2018 for Namibia and Botswana and 2019 for South Africa.

b. Total household assets
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d. Total household non-financial assets
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Box 2.4. Measuring wealth inequality in Botswana, Namibia, and
South Africa

Data on the distribution of household wealth in SACU are scarce; for instance, data on household assets in Eswatini and
Lesotho are very limited. The analysis, therefore, focuses on wealth inequality in Botswana, Namibia, and South Africa.
Even in these three countries, data constraints prohibited a detailed breakdown of household assets and liabilities. The

following broad categories were analyzed:

- Non-financial assets, including property, vehicles, household contents, and assets, for example.

- Financial assets, including savings, deposits, pension funds, long-term insurance policies, and savings.

- Total household assets, calculated by adding non-financial and financial assets.

- Household liabilities, including both secured and unsecured credit of households and individual members.

- Household net wealth, calculated by deducting the value of total liabilities from the value of total assets.

Figure B2.4.1 sets out the methodology used to derive these estimates.

Figure B2.4.1. The research and modeling process

The analysis shows that household income remains very unequally distributed, with over 50 percent of total household
incomes accruing to the top 10 percent of income earners in Namibia and South Africa. In all three countries, the
bottom 70 percent of income earners receive less than a quarter of total household incomes.

The disparities in household assets and liabilities are
clearfromthe highly unequal distribution of household
net wealth. Figure 2.11 shows household wealth by
income decile in Botswana, Namibia, and South Africa.
As expected, the distribution of total household wealth is
highly concentrated at the top 10 percent of the income
distribution, led by South Africaat 71.7 percent and Namibia
at 71.3 percent. In Botswana, the figure is 58.6 percent.
Net wealth refers to the total asset value minus total debt;

hence, the negative shares of the poorest decile show that
liabilities outweigh assets for most of these households. In
fact, many households in this decile owe money to credit
providers, other households, and community schemes.
In many poor communities, households possess very
little assets; instead, they survive on transfers from other
households, community schemes, and microfinance loans.
Their net wealth is also negative.
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Figure 2.11. Household net wealth holding by income decile
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Source: World Bank calculations based on household survey data.

Wealth inequality remains high across SACU. The
Gini coefficients in Table 2.2 summarize inequality in the
distribution of net wealth and various components of
wealth. With a Gini coefficient of 76, inequality in total net
wealth is highest in Namibia and South Africa, followed
by Botswana at 71. Although data limitations prevent the
calculation of detailed numbers for Lesotho and Eswatini,
in 2018 Credit Suisse estimated Gini coefficients of 80 for
Lesotho and 78 for Eswatini. Financial assets tend to be
more unequally distributed than non-financial ones. In fact,
the contribution of household financial assets to total asset
values ranges from 90.8 percent of total assets in Botswana
to 64.7 percent in South Africa and 56.7 percent in Namibia.
The differences reflect the sophistication of financial sectors
and the strength of saving cultures. The savings culture in
South Africa and Namibia is relatively weak, and owning
property, vehicles, and household contents (and hence,
consumer spending) is deemed relatively more important

[ e | I.l Il. III |“
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than the accumulation of money in savings, investments,
and pension funds (Finmark Trust 2012 and 2018).

Wealth inequality in SACU is consistent with that in
other emerging economies. The distribution of net
wealth in Namibia and South Africa is significantly more
skewed than in their OECD counterparts (Figure 2.12, panel
a); higher wealth inequality is found only in the United
States and Brazil. Even so, the inequality of household net
wealth in Botswana, Namibia, and South Africa appears to
be within the same range as many emerging economies.
For example, household net wealth Gini coefficients are 78
in Brazil, 76 in Indonesia, 75 in Mexico, and 74 in Nigeria
and Argentina (Figure 2.12, panel b). However, this does not
dilute the concerns around wealth inequality SACU; rather,
itillustrates that wealth inequality is also a concern in many
other emerging countries.

Table 2.2. Gini coefficients of wealth in Botswana, Namibia, and South Africa

Botswana, 2018 Namibia, 2018 South Africa, 2019
Total net wealth inequality 71 76 76
Total household liabilities 74 76 78
Total household assets inequality 70 73 74
Financial assets inequality 73 76 82
Non-financial assets inequality 63 73 65

Source: World Bank calculations based on household survey data.
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Figure 2.12. Relative net wealth inequality in selected countries

a. Top decile net wealth share (%)
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Sources: World Bank calculations based on household survey data; OECD 2018; Davies and others 2007.

2.2.2 High income inequality

Income and wealth are closely related and positively
correlated, with income earned through labor being a
major source of wealth (Berman and others 2016). However,
the transmission from income to wealth seems to break
down, probably because after taxation and consumption
spending, only a relatively small portion of income is
available for the accumulation of personal wealth. This
implies that both income and wealth should be considered
from a policy perspective—addressing income inequality
alone would not necessarily translate into a more equal
distribution of wealth.

The higher the share of incomes earned by the top
decile, the higher is the share of wealth concentrated
in this decile. There seems to be a strong relationship
between the share of income earned by the top decile
of income earners and the top decile of wealthy people
in Botswana, Namibia, and South Africa (Figure 2.13).
The relationship between incomes and wealth is very
weak among the bottom deciles, possibly because these
households often live in poverty, without the financial
resources to accumulate substantial financial and non-
financial assets.
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Figure 2.13. The relationship between wealth inequality and income inequality
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Source: World Bank calculations based on household survey data.

The concentration of wealth at the top means that most
of SACU’s population does not enjoy the functional
advantages of wealth. Wealth brings many benefits,
including a pool of savings to fall back on in emergencies,
savings for old age, security, self-insurance, and value that
can be passed on to children and grandchildren. Most
SACU households do not have any emergency savings.
They risk falling into poverty during crises, such as the
COVID-19 pandemic. Also, most people will be unable to
retire with sufficient savings. The resulting high levels of
poverty among elderly people would require the state
to provide adequate old-age pensions and other social
transfers. Most households report very low property values,
which probably means they live in substandard (that is,
informal and backyard) housing. Beyond the health and
developmental hazards of substandard housing, the
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absence of formal house ownership means people do not
have enough collateral to take out loans. Most can only
access very expensive credit.

Addressing wealth inequality requires a more nuanced
understanding of its drivers and correlates. Much more
research and better data are required, but existing research
points to some of the factors involved, such as differential
access to quality education, limited access to high-paying
employment and entrepreneurship, differential access
to land, varying levels of financial capability, low levels of
financial inclusion, corruption and cronyism, the legacy
of apartheid, and ineffective and poor implementation
of government policies and programs in ensuring wealth
equality.




2.3 Spatial inequality

2.3.1 Wide and entrenched spatial
disparities in welfare

With large spatial differences in living standards, place
of birth is an important determinant of inequality
of opportunity in SACU. The spatial differences in
living standards have changed over time. Across SACU
(except Botswana), welfare rose between 2000 and 2017,
particularly in urban areas. At subnational level, most
subregions also enjoyed better welfare, except in parts of
Botswana (Figure 2.14).'¢

Thereis significant spatial diversity at the subnational
level. For example, as Figure 2.14 shows, Kavango and
Zambesi, the poorest subregions in Namibia, are similar to
Berea and Maseru, the richest subregions in Lesotho. Figure
2.15 maps subnational patterns of per capita consumption.
Some subregions share similar levels of welfare, even
where they belong to different countries and differ sharply
from their immediate neighbors. For example, Khomas in
Namibia and the Western Cape in South Africa exhibit high
levels of consumption per capita (above $18 per day) and
double the welfare per capita of their respective neighbors,
Omaheke and the Eastern Cape.

Figure 2.14. Average daily per capita consumption, by subregion

a. Average consumption per capita, 2000-05
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Source: World Bank calculations based on household survey data.

Note: Data for the first period (2000-05) are from 2001 for Eswatini, 2002 for Lesotho, 2004 for Namibia, 2008 for South Africa, and 2010 for Botswana. Data for
the second period (2014-17) are from 2015 for Namibia and Botswana, 2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa.

18 There are 10 subregions in Botswana, 4 in Eswatini, 10 in Lesotho, 13 in Namibia, and 9 in South Africa.
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Figure 2.15. Subnational consumption per capita
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Source: World Bank calculations based on household survey data.

Note: Country boundaries are represented by thick black lines.

An “urban advantage” persists, with consumption
significantly lower in rural areas. Consumption per
capita rose in the rural areas of all five countries and in the
urban areas of Lesotho, Eswatini, Namibia, and Botswana
between 2000-05 and 2014-17 (Figure 2.16). There has
been significant rural-urban convergence in Namibia and
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Botswana. In Botswana, however, this has been driven by a
decline in urban consumption rather than by higher rural
consumption. The ratio of urban to rural consumption per
capita in Lesotho, Eswatini, and South Africa remained
largely unchanged between the two periods.

Figure 2.16. Per capita consumption in urban and rural areas
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Notes: Data for the first period (2000-05) are from 2001 for Eswatini, 2002 for Lesotho, 2004 for Namibia, 2008 for South Africa, and 2010 for Botswana. Data
for the second period (2014-17) are from 2015 for Namibia and Botswana, 2016 for Eswatini, 2017 for Lesotho, and 2018 for South Africa. Figures reflect PPP

dollars pe