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Executive summary  

Unemployment and poverty are amongst the central uncertainties facing the South 
African economy and society. In 2004, about 25% of the labour force was 
unemployed by the strict definition. Approximately six people depend on one wage 
earner in the lower income groups (deciles 1 – 4). This translates into deep poverty, 
since wage rates are very low in the context of a middle-income economy for a large 
proportion of the workforce. In 2004, 64% of working people earned less than 
R2,500 per month and about 39% earned less than R1,000 per month. Low earnings 
and high unemployment cause 50% of the population to fall below the R430 per 
person per month poverty line recommended by the National Treasury in 2007. Social 
grants are now an important intervention, ensuring minimum livelihoods amongst the 
most vulnerable in society. 

Generating market-based jobs will be the most sustainable way of reducing 
unemployment and poverty. The HSRC has generated scenarios for job creation at 
3%, 4.5% and 6% gross domestic product (GDP) growth to 2024. If the economy 
grows by 3% per annum, unemployment could rise. A GDP growth rate of 4.5% 
would see unemployment edging down, but far more slowly than society might 
accept: unemployment might fall to about 18% by 2024 in the absence of public 
works employment. If the economy grows by 6% per annum on a labour-absorptive 
path, the unemployment problem would no longer be a top priority by 2030. In the 
high-growth scenario, society’s attention would turn to focusing on poverty reduction 
strategies for the working poor. If real wages do not rise significantly, poverty rates 
will be stubbornly high, even if unemployment falls to below 10%. In a high-growth 
scenario, public resources would be available for solutions to working poverty such as 
social grants, active labour market policies, free tertiary education, food subsidies or 
food vouchers, free schooling and health care.  

The extent to which unemployment falls depends on the rate of growth in 
employment and in the labour force.  This in turn relies on the growth in the working 
age population (aged 15-65) and their participation in the labour market. There is an 
expectation that growth in the South African working age population may slow due to 
falling birth rates and HIV and AIDS. However, there are reasons why participation 
in the labour force might rise. The simple expansion of employment will encourage 
more people to actively invest in the search for work. This will contribute to rising 
urbanisation, where participation is higher. Continued economic growth will also 
attract immigrants from surrounding states. This could have the impact of expanding 
the labour force, but also reducing the unemployment rate: immigrants are not likely 
to invest in moving to South Africa and then not work. Although very little is known 
about the extent of participation by foreigners in the South African economy, whether 
legal or not, immigration by Africans into South Africa could have a very positive 
impact on local investment in the region if remittances and social insurance flows are 
facilitated.  

The formal private economy contributes the vast majority of employment (about 
60%) and is currently the most important source of new jobs. About seven million 
people worked in the formal private sector in 2005, with about 4.6-million in services 
and almost 1.5-million in manufacturing.  The composition of employment matters a 
great deal to reducing household poverty. High productivity (usually traded such as 
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autos or finance) sectors tend to pay more than low productivity sectors (such as 
clothing or retail), even for the same skill or occupation. The more people working in 
higher paying tradables sectors, the more households will be able to depend on wage 
income for their livelihoods. 

Success in dramatically reducing unemployment will depend considerably on the 
ability to raise the economic growth rate.  There is a wide difference between the 
employment outcome at 3%, 4.5% and 6% GDP growth. However, the character of 
that growth is critical. It is anticipated that a 6% GDP growth rate would depend on 
the dramatic expansion of non-traditional goods and services tradables. In turn, this 
will depend on the rapid and effective implementation of improvements in network 
infrastructure, the stabilisation of real exchange rates, R&D in newer activities, 
efficiency improvements at the Department of Home Affairs and increasing emphasis 
on market access arrangements, especially in respect of services.  

 



Horizon Scanning: South Africa 

 

4 

1 Key issues 

1.1 Employment and unemployment 

Unemployment and poverty are amongst the central uncertainties facing the South 
African economy and society. In 2004, about 25% of the labour force was 
unemployed by the strict definition. Approximately six people depend on one wage 
earner in the lower income groups (deciles 1 – 4). This translates into deep poverty, 
since wage rates are very low in the context of a middle-income economy for a large 
proportion of the workforce. In 2004, 64% of working people earned less than 
R2,500 per month and about 39% earned less than R1,000 per month. Low earnings 
and high unemployment cause 50% of the population to fall below the R430 per 
person per month poverty line recommended by the National Treasury in 2007. 
Given current dependency ratios, this poverty line comes close to the Millennium 
Development Goals’ (MDGs’) $2 per person per day threshold. Social grants are now 
an important intervention, ensuring minimum livelihoods amongst the most 
vulnerable in society. 

Generating market-based jobs will be the most sustainable way of reducing 
unemployment and poverty. The HSRC has generated scenarios for job creation at 
3%, 4.5% and 6% gross domestic product (GDP) growth to 2024. If the economy 
grows by 3% per annum, unemployment could rise. A GDP growth rate of 4.5% 
would see unemployment edging down, but far more slowly than society might 
accept: unemployment might fall to about 18% by 2024 in the absence of public 
works employment. If the economy grows by 6% per annum on a labour-absorptive 
path, the unemployment problem would no longer be a top priority by 2030. In the 
high-growth scenario, society’s attention would turn to focusing on poverty reduction 
strategies for the working poor. It is probable that the majority of new employment in 
any scenario would be found in low-paid, low-skill service sectors. If real wages do 
not rise significantly, poverty rates will be stubbornly high, even if unemployment falls 
to below 10%. In a high-growth scenario, public resources would be available for 
solutions to working poverty such as social grants, active labour market policies, free 
tertiary education, food subsidies or food vouchers, free schooling and health care.  

2 Size of  the labour market 

The extent to which unemployment falls depends on the rate of growth in 
employment and in the labour force.  This in turn relies on the growth in the working 
age population (aged 15-65) and their participation in the labour market. In 2004, 
about 53% of the working age population participated in the labour marketa. This is 

                                                      

a  Of those who did not participate, approximately 14% would have liked to work, but were 
“discouraged” and not searching: they fall outside of the official measurement of the labour force. A 
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very low by global standards: in South Africa, labour force participation has a strong 
urban/rural and racial dynamic. In 2004, 50% of Africans participated in the labour 
force, as compared to 64% of other race groups. This is partly explained by the very 
slow rate of job creation for Africans and high rates of discouragement. Moreover, 
low rates of participation are also partly explained by geography, networks and cost of 
job search: the labour force participation rate in the rural areas was only 41.6% as 
compared to 63.5% in urban areas.  

There is an expectation that growth in the South African working age population may 
slow due to falling birth rates and HIV and AIDS (Van der Berg, 2005). However, 
there are reasons why participation in the labour force might rise. The simple 
expansion of employment will encourage more people to actively invest in the search 
for work. This will contribute to rising urbanisation, where participation is higher.  
Continued economic growth will also attract immigrants from surrounding states.  
This could have the impact of expanding the labour force, but also reducing the 
unemployment rate: immigrants are not likely to invest in moving to South Africa and 
then not work. 

Very little is known about the extent of participation by foreigners in the South 
African economy, whether legal or not. For example, it is not known whether 
foreigners are included in the labour statistics or not. Some propose that there might 
be two million Zimbabweans in South Africa. If 75% of them were of working age, 
plus another 500,000 were added from an assortment of other countries such as 
Malawi, Lesotho, Botswana, Mozambique, Nigeria and Congo, then foreigners would 
account for about 13% of the labour force. This is purely speculative. We also know 
little about how the foreign working population might grow. Might the rate of 
immigration speed up? Are immigrants mostly low, semi or high skilled? Are they 
entrepreneurial or job seeking? It appears that South Africa does not integrate 
foreigners into its society well. This will constrain the extent to which legal 
immigrants contribute to South Africa’s growth. Their integration could promote 
skills transfer, business development and trade relationships. There is some global 
evidence that naturalised citizens are more likely to invest than those with temporary 
residence status. There are other dynamics to be aware of as well. There is some 
evidence that African immigrants may have stronger capabilities, such as 
communication, artisan skills, mathematics, entrepreneurship, etc. In a low-growth 
scenario, employment grows slowly, HIV is not sufficiently contained and the 
education capabilities of South Africans are not well developed. In such a case, we 
may find that South Africans become poorer, with higher dependency ratios, and 
African immigrants become more prominent in the labour force, with healthier, 
wealthier families. This could lead to substantial tensions. The key uncertainty relates 
to whether the capabilities gap between South Africans and immigrants is closed, and 
the extent of integration of immigrants into the South African society. 

In the HSRC 2024 scenarios, the labour force grows by between 1.6% and 2.8% per 
annum, and the labour force participation rate reaches 61% to 64%.  This is quite a 

                                                                                                                                       

further 16% said they were studying. The remaining 17% had other reasons such as being disabled, 
involved in child care, saying they were “too young or old too work” (Stats SA: Sept LFS 2004). 
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bit higher than estimates generally made: slow labour force growth tends to be seen 
from the eye of a demographer and not a labour economist.  

If this is correct, halving unemployment would require that five million net new jobs 
are created between 2004 and 2014. An additional 4.4-million net new jobs would be 
needed between 2014 and 2024 to reduce the unemployment rate to 6.5%.  

2.1  Growth and employment link 

The formal private economy contributes the vast majority of employment (about 
60%) and is currently the most important source of new jobs. About 7 million people 
worked in the formal private sector in 2005, with about 4.6-million in services and 
almost 1.5-million in manufacturing.   

The composition of employment matters a great deal to reducing household poverty.  
High productivity (usually traded such as autos or finance) sectors tend to pay more 
than low productivity sectors (such as clothing or retail), even for the same skill or 
occupation. The more people working in higher paying tradables sectors, the more 
households will be able to depend on wage income for their livelihoods. 

The rate of job creation will depend considerably on the pace and direction of 
economic growth. The HSRC scenarios compare three average growth rates – 3%, 
4.5% and 6% GDP per annum. The development path is a big differentiator. The 
lower rates of growth, namely 3% and 4.5%, see South Africa continuing on a 
commodity-led path, with exports dominated by minerals-based slightly processed 
products. Large mining- and minerals-related activities are likely to entrench biases in 
core infrastructure such as transport, and in energy availability. In the lower growth 
scenarios, there is competition for energy such that brown-outs are experienced over 
the next 10 years in  areas such as the cities where newer economic activities would 
have been stimulated. Slow improvements in telecommunications infrastructure and 
services also impede the expansion of newer, more labour absorbing activities. A 
“budget surplus” mentality overtakes government budgeting such that large portions 
of discretionary expenditure is devoted to activities that are not ultimately growth-
inducing. Examples include large prestige projects that continue to absorb state 
resources into the future, excessive allocations to public employment for patronage, 
but insufficient spending on raising quality in service delivery or on core network 
infrastructure. These choices tie government’s hands, as slow growth makes less 
funds available. Employment is mostly generated in domestically oriented services 
industries such as construction and retail, which are mostly very low paid. Although 
these are relatively low-skill activities, employers increasingly demand that new hires 
have at least matric or even a diploma. 

The higher rates of growth, visualised as 6% per annum, are achieved through greater 
commitment to rapidly implementing policies identified in the Accelerated and Shared 
Growth Initiative – South Africa (Asgisa) that promote non-traditional sources of 
trade and position South Africa as a fully-fledged regional power. In the higher 
growth scenario, South Africa continues to export minerals-based goods – but a larger 
proportion of exports and employment are located in non-traditional goods and 
services. Substantial investment is made in research and development (R&D) for 
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commercial development that generate new capabilities in goods and services. This 
builds on South Africa’s strength in business sector-based R&D, especially in 
industries like construction, finance, Information Technology (IT) and business 
services. Substantial fiscal resources would be made available to expand project 
finance and aid into the African continent. This scenario would rely on substantial 
effort being placed on market access arrangements and strategic market alliances in 
the region. Government effectively stabilises real exchange rates and dramatically 
improves network infrastructure, especially in telecommunications, commercial and 
commuter transport and energy. Alternative energy sources are identified, possibly 
even regional hydro-power.  

All scenarios point to a future where the majority of employment is sourced in low 
skill (and probably low paid) services activities. Mining may grow in future due to the 
expansion of platinum, although this is unlikely to generate more than 100,000 net 
new jobs. Although many are looking to manufacturing, it is unlikely to generate more 
than 5% to 10% of employment growth over the coming 20 years. Manufacturing is 
generally seen as an important ingredient in the development process. However, as 
countries become richer, manufacturing output may continue growing, but the share 
of manufacturing employment begins to fall. Each decade, the share of manufacturing 
in total employment begins falling at ever-lower levels of per capita income. This is 
partly explained by global technology diffusion. Countries dominated by minerals 
exports also have a lower share of manufacturing employment than do non-minerals 
exporters at any level of per capita income. However, some countries, such as 
Indonesia and Malaysia, have broken out of this pattern, and have managed to achieve 
higher proportions of manufacturing employment. Should South Africa forcefully 
implement its Asgisa commitments, it is possible that the country could keep the 
proportion of value-added and employment higher than would otherwise be the case.  
However, it is probable that the share of manufacturing value-added and employment 
will fall. 

The main difference between the scenarios lies in the proportion of low- to high-skill 
work, and the industries where jobs are created. About one million jobs are created by 
2024 in low-skill domestic-oriented services in the 3% GDP growth scenario, as 
compared to about two million in the 6% GDP growth scenario: this would account 
for about 22% of new jobs in either scenario, although a much larger number of jobs 
is created in the high-growth scenario. Almost one million jobs might be created in 
manufacturing and skill-intensive services in the 3% GDP growth scenario (or 22% of 
new jobs), as compared to about three million in the 6% GDP growth scenario (or 
33% of new jobs).   

About one quarter of all employment is found in informal activities, mostly in retail, 
domestic work and subsistence agriculture. The informal economy is small in South 
Africa, which may seem surprising in the context of such high unemployment.  This 
may be explained by two factors.  First, the regulatory environment is conducive to 
formality. In some countries, such as Brazil, the regulatory environment is highly 
pernicious and firms actively seek to avoid registration. In South Africa, tax rates are 
relatively low, there are flexible forms of registration and taxation, and urban 
regulations may make it relatively more difficult to operate as an informal entity. 
Second, in addition to the barriers caused by lack of access to capital or skills, high 
crime rates or entrepreneurial skills, there are also barriers associated with market 
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structure. The formal economy is very sophisticated and has penetrated deeply into 
poor household consumption. Moreover, there are few production linkages in the 
informal economy: most informal retailers repackage goods bought from the formal 
sector. Although the informal sector is more labour intensive, informal employment is 
growing more slowly than formal employment. The HSRC scenarios all envisage the 
informal sector becoming a smaller share of total employment, falling to 20% or less. 

2.2 Public sector employment 

Government will be a more important source of direct job creation. Employment will 
be created in both the public sector (national, provincial and local spheres) and 
through public works type programmes. The pace and extent of public employment 
expansion will depend on available resources, approach to service delivery and 
political imperatives.  

Currently, the public sector accounts for about 14% of all employment in South 
Africa or approximately 18% of the formal sector. Resources available for its 
expansion depend considerably on the pace of GDP growth, the efficiency of tax 
collection, and the availability of resources after the cost of debt is paid. Then there is 
a competition for resources between personnel and non-personnel spending. Once an 
envelope for personnel spending has been framed, these resources are split between 
salary increases and new hires. Choices are also made in respect of the skills 
distribution, so that the more senior the hires, the fewer the number of jobs created. 

The HSRC’s employment scenarios anticipate that personnel spending will expand by 
GDP x 1.25 annually by 2014, and by GDP thereafter. If the economy grows between 
3% and 6% per annum, public sector employment might grow by about one million 
to two million opportunities. This will be a very important source of job creation, 
although the proportion of public servants in total employment would be about the 
same. This is what would happen if no major new budget choices are made in respect 
of personnel spending.  

If Government remains committed to dramatically reducing unemployment, a very 
large number of public works type jobs could be needed to fill the gap. In the absence 
of public works and public employment schemes, unemployment could be about 29% 
if the economy grows by 3% per annum to 2024. Alternatively, unemployment could 
fall to 17% if the economy grows by 4.5% per annum to 2024.  The HSRC scenarios 
show that achieving ‘full employment’ of 6.5% by 2024 would require the creation of 
2.5-million to five million public works jobs if the economy grows by 3% to 4.5% per 
annum. This would cause enormous pressure on public budgets and on 
administration. Moreover, public works jobs would become the most dominant 
source of employment. However, if GDP growth edges up to an average of 6% per 
annum, the pressure on public works jobs would be very small: the South African 
economy would have put its enormous unemployment problem behind it. 
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3 Implications for the sub-region 

The pace of South Africa’s economic and employment growth will have very 
important, albeit uncertain, implications for the sub-region. A growing economy will 
likely attract a large number of African immigrants. At a lower rate of economic 
growth, there might be fierce competition for opportunities and tensions arising 
where foreigners willingly take jobs for lower pay. Even entrepreneurs may appear to 
be ‘stealing’ opportunities. These tensions will be lessened if the economy grows at 
6%, and immigrants are likely to be an important contributor to that growth. The 
facilitation of remittances and social insurance payments will be an increasingly 
important source of local investment in sender countries.  

South Africa is being overtaken by China as a central investor in the continent. It may 
still be within South Africa’s power to turn this around, although it is still unclear 
whether the best strategy is to protect or align. As an emerging regional power with 
substantial resources and know-how, South Africa could forge regional economic 
alliances related to the processing of minerals, energy, water, infrastructure and 
mining. However, this will require a much more forceful diplomatic effort as well as 
commitment of development aid and finance. The question is whether ‘SA Inc.’ will 
dip its toe or jump in the pool. 

 

4 Uncertainties/challenges/opportunities 

 Many commentators assume the labour force will grow slowly as a result of 
slowing population growth and HIV and AIDS. However, the labour force could 
grow apace with urbanisation and immigration. Very little is known about these 
dynamics. 

 The extent to which immigrants are integrated into the South African society will 
influence their potential impact on economic growth and skills transfer. 

 Immigration by Africans into South Africa could have a very positive impact on 
local investment in the region if remittances and social insurance flows are 
facilitated.  

 HIV and AIDS amongst women aged 19-34 is a very serious threat to future 
labour market dynamics. Whether the needs of this group are addressed to reduce 
the rate of new infections and stabilise their health status will have serious 
implications for their work status, the expansion of the group of orphans and the 
behaviour of emerging youth in the labour market by 2030.  

 Success in dramatically reducing unemployment will depend considerably on the 
ability to raise the economic growth rate.  There is a wide difference between the 
employment outcome at 3%, 4.5% and 6% GDP growth. 

 However, the character of that growth is critical. It is anticipated that a 6% GDP 
growth rate would depend on the dramatic expansion of non-traditional goods 
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and services tradables. In turn, this will depend on the rapid and effective 
implementation of improvements in network infrastructure, the stabilisation of 
real exchange rates, R&D in newer activities, efficiency improvements at the 
Department of Home Affairs and increasing emphasis on market access 
arrangements, especially in respect of services.  

 A large proportion of jobs will be created in low-skill, low-paid jobs. Increasingly, 
public attention will turn to solutions to working poverty. It is probable that wage 
inequality will widen. There will be pressure for more public spending and market 
interventions. At a 6% GDP growth rate, public resources could be available to 
meet some of those demands. At 3% GDP growth, resources will be constrained.  
Some commitments, such as those to social grants for children, disabled and 
pensioners, have already been made. Future solutions could either tie up 
resources in unproductive expenditures, or alternatively have important impacts 
on reducing poverty. What this package of poverty-reducing interventions should 
be is still uncertain. 

 The informal economy is unlikely to grow as fast as the formal economy due to 
the peculiarities of the South African economy. However, very little is known 
about how formal and informal activities might grow in respect of each other. 

 The public sector and public works are likely to be important sources of new 
employment in any scenario. However, the precise pace and form of expansion 
will depend on financial, administrative and political pressures. 

 South Africa might play a minor or major role in the region, depending on 
whether a more forceful stance is taken to development finance and aid and to 
practical regional economic projects particularly tied to minerals processing and 
infrastructure. 
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