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1. INTRODUCTION
There is growing recognition of the need for decisive 
action to deal with the serious challenge of wage 
inequality. Important here are the policy positions of the 
ANC on reducing wage inequality (see attached Box); 
recommendations from the NMW Expert Panel for state 
regulation, including the introduction of legislated wage 
ratios (below); calls in the business media for intervention 
to combat wage inequality; and surveys showing 
wide public support for state action to cap exorbitant 
executive pay, and to close wage gaps (see Figures 3 and 
4 attached). All this, combined with public commitment 
by the President to address this matter, suggests that the 
time for strong action has come.

Various international and domestic precedents exist for 
these interventions, most of them voluntarist. However 
the extent of pay disparity in South Africa is amongst the 
highest in the world, and therefore cannot rely solely on 
voluntarism, and requires clear regulation.

The basis has been laid for bold intervention by Section 27 
of the Employment Equity Act, which requires disclosure 
of pay ratios, and requires measures to be taken to reduce 
‘disproportionate income differentials’. However Section 
27 has not been enforced. It is proposed that Section 27 is 
amended and strengthened. 

The report of the NMW Panel came up with some 
important suggestions, in particular that:

• Section 27 of the Employment Equity Act should 
regulate the ratio between the top 5% and bottom 
5% of earners in all companies and institutions;

• A voluntarist approach is not as desirable as a 
regulated system; 

• Regulating ratios and placing wage ceilings can play 
an important role in bridging the large gap between 
mean and median wages over time;

• The NMW Commission could pay attention to these 
agreed ratios and factor them into their work in 
reviewing, monitoring and adjusting the NMW.

2. THE NATURE OF THE PROBLEM 
As outlined in a policy brief2 on tackling wage inequality 
in South Africa:

“The data suggest that wage inequality in South Africa has 
deepened over the last 20 years. In his review of earnings 
trends in South Africa from 1993-2014, Wittenberg (2016) 
notes: “when we look at the earning distribution as a 
whole it turns out that the trends are remarkably clear…
the top part of the earnings distribution has moved away 

http://nationalminimumwage.co.za/wp-content/uploads/2018/01/NMW-RI-Wage-Inequality-Policy-Brief-1-Web.pdf
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from the middle, while the distribution at the bottom 
has become more compressed.” (Wittenberg, 2016, p.1). 
When discussing inequality, it is therefore important 
to assess the gap between low or median earners and 
high earners, rather than using the average wage as a 
benchmark. 

Wage inequality matters, because, as found by Finn (2015), 
it is the largest determinant of overall income inequality 
by a significant margin. Wages account for 90.65 percent 
of total income inequality in South Africa – far in excess 
of the contribution to inequality from remittances and 
investment income combined.

In order for appropriate action to be taken regarding 
wage inequality, it is most important to be armed with 
appropriate and accurate information regarding pay 
differentials.

There are challenges raised by companies over requiring 
pay ratio disclosure. However, each of these can be 
overcome. One argument is that the calculation is an 
expensive and time-consuming process. However, many 
companies have to do this already, and the equity-
enhancing benefits for society of such a policy have 
the potential to outweigh any additional cost to the 
company in collecting the data. Another concern is that 
companies are able to manipulate the pay ratio reported 
by outsourcing the lowest-paid jobs or turning low-paid 
workers into contractors or part-time workers. This could 
be overcome by mandating the inclusion of such workers 
in pay ratio calculations even if they are outsourced in 
these ways.  To be meaningful, clear methodological 
approaches must be defined, regarding which employees 
are to be compared and what parts of their pay must be 
included. All elements of remuneration should be taken 
into account – not just cash payments. 

South Africa already has a legislated mechanism for 
reporting on pay differentials, in the form of section 27 
(s27) of the Employment Equity Act (EEA). The strongest 
possibility for providing say on pay through labour market 
regulation is contained in the EEA provision that requires 
designated employers to report on ‘income differentials’ 
within the organisation. This provides a mechanism on 
which to build.”

3. PREVIOUS AGREEMENTS 
BY SOCIAL PARTNERS TO 
ADDRESS THE ISSUE
The Nedlac Wage Inequality Task Team and Committee of 

Principals agreed that this matter would be addressed by 
social partners following the agreement to introduce a 
National Minimum Wage.

4. PROPOSALS TO ADDRESS 
THE CHALLENGE  
A strategy to combat and reduce excessive wage inequality 
should incorporate the following elements:

4.1 Legislative interventions aimed at reducing wage 
inequality: Section 27 of the Employment Equity 
Act (EEA) contains a unique provision requiring 
companies to report on income differentials, 
between various levels of the workforce, and where 
disproportionate differentials are identified, to take 
measures to reduce these differentials. This provision 
has not been enforced. Legislative amendments are 
needed to tighten up the voluntarist elements of this 
section of the Act, to ensure enforcement of Section 
27, and to provide for stronger measures to reduce 
wage inequality.

4.2 Policy package: A package of policy interventions 
should be developed aimed at reducing differentials 
throughout the economy. Various policy options to 
reduce excessive wage inequalities are being discussed 
internationally and in SA. These include capping 
(or even reduction) of excessively high executive 
and management pay; the need for maximum pay 
to complement the use of minimum wages; the 
formal introduction of wage ratios, as a legislative 
requirement, and/or as targets which are required 
to be met using other levers, such as procurement. 
A strategy for reducing wage disparities could be 
combined into a road map together with the National 
Minimum Wage.

4.3 Wage ratios: Section 27 of the EEA could be 
strengthened by inserting ratios in the legislation, 
initially between the top 5% and bottom 5% of 
earners, as proposed by the NMW Expert Panel, 
targeting specific ratios over time, to achieve a 
progressive reduction of differentials. The NMW 
Commission should be charged with the responsibility 
of overseeing implementation of this strategy. A 
maximum economy-wide wage ratio would be 
stipulated between the top 5% and bottom 5% of 
earners (including all workers directly or indirectly 
employed) in all companies and institutions (probably 
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in companies with 10 or more workers). This would 
be more effective in leveraging reduction of wage 
inequality than a narrow focus on the CEO and the 
lowest paid. This ratio could be set at a bold but 
achievable level and progressively reduced over a 
period of 5 to 10 years, in line with targets that are 
transparently set out. Companies have failed to act 
on their own, clearly suggesting that government 
intervention is required.

Work is continuing to benchmark existing pay ratios 
in the country. Two benchmarks are being considered: 
The attached graphs plot the approximate ratios 
between the top 5% and bottom 5%, assuming the 
bottom five percent earn the national minimum 
wage (it should be higher than this if all employers 
comply with the NMW), and inflates the 2014 QLFS 
data on the top five percent to current June 2018 
values (the first graph, figure 1, plots the ratio for 
monthly pay; and the second, figure 2, for hourly 
pay). Bearing in mind that these are averages, and 
that there is considerable variation within sectors and 
between firms, these calculations suggest that initial 
legislation of a maximum top 5%/ bottom 5% ratio 
of 25:1 would be realistic, and that this ratio could 
be reduced over time. However, this needs further 
investigation and discussion. 

Another benchmark which is being investigated is the 
ratio between the CEO and median pay, a benchmark 
often used internationally; which could be used for 
example to certify eligibility for state incentives and 
procurement. The limitation of this measure is that it 
is limited to the CEO; but its benefit is that it compares 
the top to the middle point of the wage structure. 
Current top 1% (using this as a proxy for CEO pay)/
median pay ratios are around 17:1. This ratio will be 
lower once the NMW is introduced, but it is difficult 
to estimate this in advance. Further, because the CEO 
represents only one pay point, there is much greater 
volatility with this measure than with the top 5%. 
Further work should be done on this question.

Some options to consider:

To specify a legislated ratio as a top 5%/bottom 10%, 
as it may reflect a better picture of the bottom of the 
wage structure.

To start with a period of mandatory, enforceable 
disclosure requirements – i.e. amend S27 – for an initial 
period, such as 18 months, followed by enforcement 
of the ratio.

To combine the top 5% : 5 or 10%  bottom ratio, with 
consideration of the ratio between executive and 
median pay, with the provision that the ratio which 
is more favourable to reducing wage equality should 
be applied.

4.4 Regulation of Executive Pay: Various mechanisms 
have been introduced internationally to regulate 
executive pay and non-salary remuneration/ variable 
compensation, and bonuses. These mechanisms, 
including legislative interventions and corporate 
governance models, should be considered for 
application in SA. The recent HSRC survey (see figures 
3-4) suggests overwhelming public support for 
legislation imposing limits on executive pay, with 75% 
either agreeing with (53%) or not opposing (22%) 
such action, while only 15% disagreed.

4.5 State levers: Various levers are available to the 
state to promote corporate transformation. These 
include attaching conditions to state procurement, 
incentives etc. Given that reducing wage inequality 
is an important pillar of state policy, and that of the 
ANC, policy options should include insertion of a wage 
equity requirement into developmental procurement 
policies, and the use of compliance certificates to 
regulate access to government incentives, and state 
assistance via the DFIs, such as the IDC. Access to such 
state benefits could also be made dependent on 
certification as a living wage employer, as is practiced 
in some countries –  a separate brief will be prepared 
on this aspect. 

4.6 Retirement funds and investment policies: 
Retirement funds in the public and private sectors 
should adopt investment requirements which 
stipulate that only companies adhering to specified 
norms in relation to wage equity would qualify for 
investment. Such a retirement fund investment 
policy would be greatly facilitated, in relation to the 
Public Investment Corporation (PIC), if national policy 
had been adopted on this matter. Prescribed asset 
requirements for investment by both private and 
public sector funds could also contain such a wage 
equity requirement. 

4.7 Collective bargaining: Existing bargaining, with 
few exceptions, is not doing enough to transform the 
wage structure. In recognition of this reality, some 
unions have agreed to discourage across the board 
percentage agreements, which simply entrench 
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existing gaps. But there is no national wage equity 
policy which guides collective bargaining structures. 
Such a framework should be developed to promote 
more equitable outcomes. Collective bargaining 
guidelines aimed at flattening wage hierarchies, and 
setting ratios between different strata, should be 
adopted. These should consider various experiences, 
such as wage solidarity interventions in the public 
service, engineering industry, and other sectors in SA, 
as well as wage solidarity policies adopted in places 
such as Germany and Scandinavia. 

4.8 Leveraging the public sector as the model 
employer: progress was made post 1994 in flattening 
the wage structure, and radically improving the 
position of many low paid workers, in the public 
service. This is also true of local government, but less 
true of state owned enterprises which have adopted 
a private sector culture.  Nevertheless, there are still 
disproportionate differentials between various strata 
of the public service, and the problem of outsourcing 
persists. The public service needs to become a truly 
model employer, and needs to adopt a clear wage 
policy to address this challenge, including setting 
targets which continue to lead society on issues of 
equity, and show the way to the private sector.

4.9 Private sector codes:  Given the extent of pay 
gaps in SA, and the massive tension they cause in 
labour relations, it is surprising that there have 
been few initiatives to respond to this situation. 
Apart from a couple of tokenistic actions by private 
sector executives, there have been no systemic 
interventions. The only known exception to this is the 
wage restructuring undertaken by PPC, in 2013/2014, 
entailing cuts/ freezes by the top 60 executives, and 
a rise in the salaries of the bottom 1000 workers, 
reducing the pay gap from 120:1 to 40:1 in a short 
space of time.3 The PPC experience could serve as a 
model for other companies. Corporate codes of good 
governance should also be adapted to deal with this 

matter. 

5. IMPACT ON JOBS
The main benefit of the proposal will be on improving 
the quality of jobs and wage income, and the reduction 
of extreme levels of wage inequality, as outlined in the 
TORs for the Jobs Summit, under the stream of Inclusive 
growth, Redistribution and Transformation.

The proposal could indirectly act as a stimulus to 
employment creation by placing more income in the 
hands of low paid workers, thereby raising effective 
demand across the economy, necessitating the requisite 
supply-side response

6. COSTS AND FUNDING
This depends on the way wage structures are reconfigured, 
and whether executives, management and other high 
paid employees are prepared to restrain their pay. 
Reorganisation of the wage and salary structure, including 
reduction of executive bonuses, share schemes, will play a 
role. Beyond this, there will be need for redistribution of 
part of the surplus.

7. RISKS
Resistance from employers to introducing, or 
implementing, such measures. However there are 
growing voices amongst employer leaders, and in the 
business media, recognising that the current situation 
is unsustainable; and there is a view that such measures 
could promote increased productivity, and reduction of 
workplace conflict.  

8. RISK MITIGATION
There needs to be a frank discussion, led from the top 
(ie by the President, with his counterparts in the social 
partners) on the explosive potential of maintaining the 
current wage disparities, their economic irrationality, and 
their indefensibility.  Agreement needs to be reached that 
a key element of a social compact is a decisive intervention 
to address the unsustainable levels of wage inequality. 
Government and leading employers, together with trade 
unions, need to be seen to champion the importance of 
such an intervention.

9. CONSTITUENCY PARTICIPATION 
IN IMPLEMENTATION
There is enormous potential for all constituencies to 
participate in implementation. Government would play 
a key role in introducing the legislation, and supporting 
relevant research, with the assistance of bodies such as 
the National Minimum Wage Commission. It would also 
need to play a role as employer in ensuring measures are 
taken in the state (including state owned enterprises) to 
appropriately reconfigure the wage structure.

Employers and unions would need to look at how to 
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manage this transformation of the wage structure, and 
consider complementary strategies through collective 
bargaining for instance, to ensure that the reduction 
of wage inequalities takes place not only between the 
top and the bottom tiers, but also at other levels of the 
workforce, and between sectors.

APPENDICES: WAGE 
INEQUALITY POLICY BRIEF

Figure 1 Pay Ratios* between the top 5% and bottom 5% 
of earners after NMW introduction (Monthly)

Source: QLFS 2014, adjusted to 2018 values

Figure 2 Pay Ratios* between the top 5% and bottom 5% 
of earners after NMW introduction (Hourly)

* Estimates assume bottom 5% earn the R3500 NMW 
monthly; or the R20 hourly.

Adjusted for agriculture and domestic work at 90% and 
75% of the NMW respectively

Figure 3 Support for legislation to impose limits on 
executive pay (percent)

Source: HSRC SASAS 2017 

Figure 4 Support for legislation to impose limits on 
executive pay by socio-demographic attributes (% total 
agreement, ranked highest to lower)

Source: HSRC SASAS 2017
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Box 1: ANC Policy on Wage Inequality

The ANC will:

• Investigate the modality for the introduction of a 
national minimum wage as one of the key mechanisms 
to reduce income inequality.

• Strengthen the enforcement of provisions of the 
Employment Equity Act that require all employers to 
report on disproportionate income differentials at all 
wage levels and submit plans for their progressive 
reduction.

• Take steps to ensure that collective bargaining takes 
place in all sectors of the economy. Bargaining councils 
will also be used as vehicles to promote greater 
equity in the economy through linking access to state 
incentives and procurement to adherence to living 
wage standards, and commitments to promoting 
wage equity in collective agreements.

• Take steps to strengthen existing laws to ensure 
faster change in employment equity in all workplaces 
by enforcing an accelerated implementation of 
employment equity targets.

ANC 2014 Elections Manifesto
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1. This policy brief also draws on the presentation by 
Ayabonga Cawe to the Jobs Colloquium, July 2018

2. Wits NMW RI Wage Inequality Policy Brief No.1 2017

3. See http://www.moneyweb.co.za/archive/why-ppc-ceo-
and-60-execs-took-a-pay-cut-ketso-gord/

http://www.moneyweb.co.za/archive/why-ppc-ceo-and-60-execs-took-a-pay-cut-ketso-gord/
http://www.moneyweb.co.za/archive/why-ppc-ceo-and-60-execs-took-a-pay-cut-ketso-gord/

