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Abstract 

Will Government’s current policy priorities and plans in relation to the formal services 
sector guide the economy towards its 2014 target of halving unemployment?  Net new 
employment has mainly been found in formal and non-formal services. Given the 
structure of the SA economy, it is most probable that future employment will also be 
sourced from many of the same sectors, such as finance, ICT, and tourism.  This 
paper explores possible scenarios for employment creation, with a special emphasis 
on services. 

As at 2004, the economy would need to generate about 480 000 net new jobs each 
year, in order to halve unemployment from 26,2 per cent to 13 per cent by 2014. This 
would require at least a doubling of the average annual job creation since 1994.   

Two scenarios are considered: the first under current conditions with similar rates of 
growth, and the second with substantial improvements in policy conditions, especially 
in relation to the promotion of trade in services.   The first scenario leaves the 
economy with the same rate of unemployment in 2014. The second scenario sees a 
reduction in unemployment to 20 per cent.  

1 Introduction 

More than one quarter of the South African labour force was unemployed by 2004 
(Statistics SA: LFS 2004). This is certainly one of the top socio-economic concerns in 
South Africa. Between 1995 and 2002, the economy generated an annual average of 
about 120 000 net new jobs, as compared to an annual labour force growth of about 
550 000 (Altman 2004).   

Will government’s current policy priorities and plans in relation to the formal services 
sector guide the economy towards its 2014 target of halving unemployment?  Net new 
employment has mainly been found in formal and non-formal services. Given the 
structure of the SA economy, it is most probable that future employment will also be 
sourced from many of the same sectors, such as finance, information and 
communications technologies (ICT), and tourism.  This paper explores possible 
scenarios for employment creation, with a special emphasis on services. 

2 Explanations of  slow employment growth 
and high unemployment 

Rising unemployment and slow employment growth have been explained by a range 
of factors, some of which are reviewed below. 
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2.1 Rapid Labour Market Entry 

It has been argued that employment has grown, but not as fast as the labour market. 
(Bhorat & Cassim 2004). This is an important explanation of rising unemployment, 
but does not explain why the economy is unable to generate sufficient employment 
for its workforce. While labour force participation rates (LFPR) rose in the 1990s, 
they have been relatively stable since 2000. Therefore rising LFPRs cannot explain 
why unemployment expanded in the 2000s. 

2.2 Rising Wages 

Rising wages have been blamed for slow employment growth.  The trade union 
movement was successful in substantially raising wages in select industries through the 
1980s, particularly in mining and manufacturing (Fallon & Pereira de Silva 1994, 
Fallon & Lucas 1998).  The public sector unions became more prominent in the late 
1990s.  However, recent work shows that wages for low- and mid-skill workers 
stagnated or fell from at least 1997 forward (Woolard & Woolard 2005). Therefore, 
rising wages for lower skill workers would not be the main explanation for rising 
unemployment in the 1990s.  

 

2.3 Insufficient Formal Sector Demand 

Employment in the traditional resource-based industries, namely mining and 
agriculture has been shrinking since the 1980s.  There has not been sufficient 
employment take-up in more advanced industrial sectors, as would be expected in a 
process of structural change and development. This has resulted in an observed skills 
and capital intensification in the SA economy.  The main growth sectors, have been 
ones that are energy and capital using. (Altman 2001, 2001a, Bhorat & Hodge 1999,  
Bhorat & Cassim 2004,  Edwards 2001, 2001a).    

Employment in major primary resource-based industries fell, primarily due to 
commodity price trends, technical conditions, domestic market deregulation and fear 
of potential land tenure claims and labour rights in agriculture. The slow pace of land 
reform and the protectionist stance of the United States and the European Union 
further limit the expansion of new agricultural activity (Altman 2003). 

The dramatic fall in primary resource-based employment in the 1990s was not 
compensated for in other industries. Gross fixed capital formation fell by an average 
1,5 per cent per year between 1990–94, and subsequently grew by an average of only 
4,7 per cent per year between 1995–99. This latter growth was primarily driven by 
investment in public sector corporations. Growth rates of private capital formation 
fell over the 1990s, particularly with the demise in construction and mining sectors: 
gross fixed capital formation as a percentage of GDP has been below 17 per cent 
through the 1990s, as compared to rates of around 27 per cent in 1983 (SARB 2000). 
To offer perspective, in 1998 gross domestic investment as a percentage of GDP in 
South Africa was about half that in Malaysia or Thailand(Mazumdar and Basu 1997). 
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Most economies that have sustained real growth rates of 3 per cent or more have had 
investment and savings levels in excess of 20 per cent of GDP (Muqtada and Basu 
1997; Berry et al. 1997; Berry 2005). Growth has been positive, but not sufficient at an 
average ranging from 2 to 4 per cent between 1999 and 2004. Investment as a 
proportion of GDP was 15 per cent in 2000, as compared to countries like Brazil, 
Chile, Malaysia or Thailand that have investment to GDP ratios exceeding 20 per cent 
(Bhorat & Cassim 2004:11). 

The main investments prior to 1984 were largely directed to capital-intensive 
resource-based projects in basic chemicals and metals. Minerals revenues enabled the 
spending on defence and on capital-intensive projects that marked the inward focus 
of the former regime. For example, basic chemicals and basic metals accounted for 
66,7 per cent of investment made between 1972 and 1990: by 1990, basic chemicals 
and metals sectors accounted for over half South Africa’s capital stock. The 
politically-driven synthetic fuels projects, Mossgas and Sasol, alone accounted for 
more than half the growth in manufacturing investment over this period (Altman 
2003).  

Employment growth depends on human and physical capital formation, the latter 
ideally applied to labour-absorbing investments. While labour-intensive industries 
such as clothing have been promoted in South Africa since the 1920s, this was done 
within a context that severely limited its growth: a closed economy with constrained 
domestic demand due to apartheid. So between 1972–90, the capital stock in the 
clothing sector fell by 19 per cent. Similarly, there was only marginal investment in the 
four most labour-intensive industries over this 18 year period (Kaplinsky 1995). 
Between 1984–90, the manufacturing capital stock actually diminished.  

 

In the 1990s, the substantial restructuring that took place in manufacturing in 
response to globalisation leaned towards an ever more capital-using base. 
Manufactured exports rose from 5 to 20 per cent of total exports between 1988–96. 
Yet the majority of manufactured exports are still material-intensive products such as 
beneficiated iron and steel, processed chemicals, processed foods, paper and paper 
products, and non-ferrous metals, which by 1996, constituted 62 per cent of 
manufactured exports.  For example, in 2000 merchandise exports increased by 10 per 
cent (and imports increased by 9 per cent), but most of this growth can be explained 
by the R2 billion in capital exports by SA contractors during the construction of the 
Mozal smelter in Mozambique (Budget Review 2001). 

Since the mid-1990s, substantial growth in exports of mechanical machinery, motor 
vehicles, electrical machinery, transport equipment and wine has taken place, although 
increasing from a small base and primarily destined for African markets (Black & 
Kahn 1998). Opening up to the rest of Africa has been important in this regard, 
where two-thirds of manufactured exports are destined. The share of exports 
excluding gold destined for Western Europe has fallen from 50 to 41 per cent, while 
Africa’s share has grown from 9 to 18 per cent between 1998–96. The restructuring 
and export expansion has not resulted in net employment gains. 
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Altman (2001, 2001a) argues that South Africa has had difficulty shifting off its 
historical minerals economy orientation.  South Africa displays many characteristics 
that are common to minerals exporting economies. These countries have a tendency 
of leap-frogging from the resource base to capital intensive industry, missing the 
period of development involving labour absorption in low cost exportables. They do 
this because they earn capital from high value minerals exports. Moreover, these same 
high value minerals exports have the effect of overvaluing the currency and therefore 
render low cost value added exports less competitive. In contrast, low income, non-
resource rich countries rely on their low cost labour to promote development. This is 
one reason why minerals economies are often more unequal, as there is greater 
economic exclusion(Auty 1993; Auty 1994; Ostensson et al 2000).  They also tend to 
grow more slowly. This development path can be altered, but requires substantial 
policy initiatives to shift economic incentives towards labour absorbing exportable 
sectors. 

2.4 Small Non-formal Economy 

Most developing economies have very large non-formal economies. In contrast, the 
non-formal economy in SA is relatively small. The non-formal economy is here 
defined as the informal sector plus domestic work, subsistence agriculture and unpaid 
family labour.  

The small size of the non-formal economy is not so surprising when one considers 
the impact of the apartheid regime in largely destroying the artisanal and black 
entrepreneurial base.  For example, it was illegal for Africans to own a business in a 
“White” area, and the activities were severely circumscribed to a very small number of 
activities (Altman 1997; Nattrass & Nattrass 1988; Southall 1980). For example, in 
1963, a circular was issued to local authorities by the Department of Bantu 
Administration and Development which said that Africans could only trade in day-to-
day necessities involving the following activities: grocer, butcher, fish frier, green 
grocer, eating house, dairy, wood and coal dealer. An African could not legally 
establish an industrial concern (Nattrass & Nattrass 1988). In this way, the culture of 
enterpreneurship was broken down. 

3 Employment Needed to Halve 
Unemployment 

In identifying employment scenarios, the author takes government’s stated objective 
of halving unemployment by 2014 as a starting point.  The rate of unemployment will 
depend on both labour force considerations and employment growth. This paper 
relies solely on linear modeling to pose initial “what-if” questions. Future growth 
depends on past experience, plus potential changes in business conditions and the 
policy environment.  The estimates in this paper focus on previous employment 
trends as available through the October Household Surveys and the Labour Force 
Surveys. Further insights as to potential employment are considered based on other 
available studies and sector projections.  Policy announcements to the end of 2004 are 
considered to reflect on how intent matches the target. 
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The first task is to ascertain how fast the labour force might grow. The more rapidly it 
grows, the more pressure there is on job creation.  There is also a backlog of people 
who are already unemployed.  In the South African context, both considerations are 
important in dramatically reducing the unemployment rate.  

On the other hand, the expected pace of employment growth also needs assessment. 
This depends on the demand for labour, and the availability of required categories of 
labour to meet that demand.  

There are two main ways to define the “halving of unemployment” (Meth 2004). One 
would involve halving the number of unemployed.  The second would refer to the 
halving of the unemployment rate.  For the purpose of this paper, the latter definition 
is used. In 2004, there were about 11,64 million people working and 4,14 million 
unemployed by the offical definition (Statistics SA:Sept LFS 2004).   

The labour force appeared to be growing annually by up to 2 per cent , reaching 15,8 
million people in 2004, by the strict definition.  The population estimates have been 
revised a number of times over the period from 2002 – 04.  Previously it had been 
thought that the labour force might even shrink as a result of HIV/AIDS.  A 
population survey by the HSRC found that the population was growing more rapidly 
than had previously been thought (Shisana & Simbayi 2002).  In early 2004, Statistics 
SA released updated mortality figures that again question whether the population is 
growing more slowly.   

Meth (2004) offers a discussion on participation rates and the growth of the labour 
force. He suggests that the labour force might grow by between 1 and 2,5 per cent 
between 2004 – 14. He puts forward the opinion that participation rates are likely to 
stay stable or fall. He does not take into account the possibility that employment 
growth could cause rising labour force participation rates. SA’s participation rates are 
still at the low end of average, and could potentially rise: the average for middle 
income countries varies from 50 to 68 per cent, as compared to 54 per cent in SA 
(Altman 2004; Statistics SA: Sept LFS 2004). 

Hence there is much uncertainty. For the purpose of this paper,  we assume that the 
labour force grows by 1,8 per cent annually.  This translates into a labour force with 
18,9 million participants by 2014.  While the population may grow more slowly, it is 
anticipated that any success in employment promotion will generate a signal, 
encouraging greater entry into the labour force and active searching for work.   

The unemployment rate in 2004 was 26,2 per cent.  If the labour force has 18,9 m 
participants in 2014, then 16,4 million people should be working to achieve an 
unemployment rate of 13  per cent. To halve unemployment, approximately 4,76 
million net new jobs would have to be generated in the 10 year period between 2004 
and 2014.  
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Figure 1:  Meeting Targets at different rates of employment growth 

 

 

 

 

Figure 1 presents the number of jobs that would be needed to reach government’s 
2014 employment target. It then puts forward the number of ‘market based’ jobs that 
would be needed to expand to meet that target on its own. ‘Market based’ 
employment refers to formal and non-formal employment, excluding direct 
government employment, special employment programmes, and public procured 
construction.  Special Employment Programmes here refer to government led and 
procured services in non-construction activities such as home care, early child 
development, agricultural and environmental projects. Growth in ‘market based’ 
employment would have to grow by an average 4,9 per cent per annum, to alone raise 
total employment from 11,64 million to 16,41 million. 

This is a very rapid rate of employment growth, requiring even higher economic 
growth rates. We therefore look at the combination of sector policy options, including 
market-based sectors, government employment and special employment programmes.  

 

10

11

12

13

14

15

16

17

03 04 05 06 07 08 09 10 11 12 13 14

N
o

. 
o

f 
e
m

p
lo

y
e
d

 (
m

n
)

target employed (mn)

Total employment @ avg 1% market based growth

Total employment @ avg 3.4% market based growth

Total employment @ avg 4.9% market based growth



  Identifying the role of employment-creating sectors in South Africa: The role of 
services industries 

 

11 

4 Possible sources of  job creation 

Historical rates of employment growth may give a sense of potential sources. Figure 2 
and offer an overview of employment growth between 1997 and 2004 by major 
economic sector.  

Figure 2:  Formal Employment by Sector 

 

Source:  StatsSA, OHS 1997 – 1999;  September LFS 2000 – 2004.  

Notes:  There are two breaks in this series. The first lies between 1999 and 2000 with 
the shift over from the OHS to the LFS. The second lies between 2002 and 2003 as 
the 2003 and 2004 LFS is weighted to the 2001 census, while the figures for 2000 – 
2002 are weighted to the 1996 census, based on revised population estimates. 
Statistics SA will release revised figures, but had not done so in time for publication. 
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Figure 3:  Non-formal Employment by Sector 

 

Source:  StatsSA, OHS 1997 – 1999; Sept LFS 2000 – 2004. 

Notes:  Non-formal employment here includes the informal sector, domestic labour, 
private households and unpaid family labour. Subsistence agriculture is excluded as it 
unnecessarily  distorts the picture. It is estimated to contain between 300 000 and 400 
000 participants. Again, note the breaks in the series in 2000 and in 2003. 

The vast majority of employment created in the 1990s was sourced from the services 
sectors, whether formal or non-formal. For example, it is estimated that only 87 000 
net new manufacturing jobs were created between 1996 – 2002. This can be 
compared to an estimated 400 000 net new jobs in the finance, insurance, real estate, 
computer and other business services. Of course, this could also mean that 
substantially more emphasis should be placed on locating employment drivers in 
manufacturing.   

Below, certain market and non-market sectors are briefly considered to explore their 
possible contribution to employment creation. They have been identified on the basis 
of their recent contribution to employment, or alternatively, on the basis of 
government attention to them. 

4.1 Market Based Employment Growth 

If government does not create more employment directly or indirectly, the formal and 
non-formal private sector (or here denoted as ‘market-based’) would need to generate 
about 4,76 million net new jobs by 2014, or 476 000 jobs per annum.  To achieve this, 
the private sector would need to create an average 4,9 per cent annual employment 
growth.  Compare this to the average rate of job creation of about 120 000 per annum 
between 1997 - 2002 (Altman 2004).  

Four sectors are briefly considered below, namely manufacturing, business services, 
tourism and non-formal activity. Manufacturing and tourism currently receive the 
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most state attention, with the latter identified as an important potential contributor to 
job creation.  Business services have been an important source of growth over the 
1990s and 2000s.  The non-formal economy was an important contributor to job 
creation in the 1990s and attention has grown in respect of how to stimulate it further.   

4.1.1 Manufacturing 

Manufacturing is generally taken to be the driver of growth in developing economies.  
While the experience over the 1990s and 2000s has been mixed, manufacturing has 
certainly not been an overall job creator. Over the past two decades, manufacturing 
employment has hovered around 23 per cent of GDP, contributing between about 1,3 
and 1,5 million jobs (Altman et al 2005a).  Perhaps it could expand past this threshold.  
In the context of rising capital intensity, it might not be a main contributor to 
employment growth. However, market reforms might enable manufacturing 
employment to achieve higher rates of growth.   

In comparison to previous experience, an employment growth rate of 2 to 3 per cent 
annually to 2014 might seem ambitious. This would result in the creation of  362 000 
to 736 000 new jobs, to add to the present 1,5 million working in manufacturing.  
This could only happen if meaningful policy changes were implemented in such a way 
that the price incentives encouraged more labour intensive, rather than capital 
intensive investments. 

A number of factors will influence this, namely: increased competitiveness, growing 
expansion into global markets, a shift toward more labour absorbing sectors, and 
deepening linkages into the domestic economy.   

Even in a positive scenario, it does not appear that manufacturing, mining or 
agriculture will generate sufficient employment to contribute to halving 
unemployment.  Both agriculture and mining have been in decline for many years, and 
most experts think it is unlikely that employment will grow in them (Altman et al 
2005a).  

4.1.2 Services 

The largest and fastest growing segments of the South African economy are now 
found in the services sector, from finance and business to community services.  Some 
developed economies that have overcome high unemployment relied substantially on 
the expansion of high-value market services, such as business and professional 
services, and low- value social and personal services, such as health, education and 
child care. Ireland and Finland are two good examples (Government of Finland 1998; 
O’Connell 1999).  Previously, services had been reliant on the growth of other sectors. 
However, through increasing segmentation and niching, services have become a 
driver of growth, with their own product market dynamics.  The linkages can now 
move in either direction, where manufacturing can stimulate the demand for services 
(as in transport), or services can stimulate the demand for manufacturing (as in retail 
trade for fast moving consumer goods) (Altman 2005). 

The services sector appears to be an important location for future job creation.  
Approximately 70 per cent of South African employment is found in the services 
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sector (Mayer 2005).  The public sector, related social services, and personal services 
account for the majority of this employment, as shown in Figure 4.  Trade, catering 
and accommodation and financial and business services are extremely important 
contributors to private sector employment. While not necessarily contributing 
substantially to output growth, Figure 5 shows that these sectors are important 
sources of employment growth.  This section therefore considers the employment 
prospects of business services and tourism. 

Figure 4:  The Distribution of Employment in the South Africa Services 
Sector, 2003 

 

Source: Mayer (2005), calculated from Quantec database 

Figure 5:  Output and Employment Growth in the Services Sector, 1999 
– 2003 ( per centage annual growth) 

 

Source: Mayer (2005), calculated from Quantec database. 
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Business Services 

The finance, insurance, real estate, computer and other business services employs 
approximately 2,1 million people. In 2003, approximately 357 000 people worked in 
finance, insurance, computer and related industries. A further 1,77 million people 
work in business services, and wholesale and retail trade(Statistics SA: LFS Sept 2003). 
According to the LFS, these sectors have been growing at 3 – 5 per cent per annum.  
If the industry keeps growing at this pace, then about 870 000 to 958 000 new jobs 
would be created.  The financial sector itself does not appear to be creating jobs: in 
contrast, the sector has shed about 10 per cent of its employment between 1998 and 
2002 (Ledger 2004a).   This appears to be the result of consolidation in the sector, 
with firms merging functions at the lower level particularly. Technology change has 
also driven job losses (Ledger 2004a). 

A recent dti study on business process outsourcing (BPO)  shows that SA could 
create 76 000 new outsourced data processing jobs by 2008, (up from approximately 6 
000) if it puts in place some substantial changes in respect of telecoms and marketing 
to start capturing global investment (McKinsey 2005). To reach this target, operating 
costs would need to be reduced by at least 12 per cent. If growth continues, it is 
possible that 244 000 jobs could be created by 2014. In addition, BPO (call centers) 
already employs about 80 000, with an estimated growth of 14 per cent per annum in 
recent years.  As global competition intensifies, we have assumed that it might grow 
by an average of 10 per cent per annum. This would lead to an increase of about 148 
000 jobs to 2014. However this would only be possible if SA is able to attract global 
investment: it is currently estimated that approximately 15 per cent of call center 
income is derived from international business and is expected to grow to about 50 per 
cent. (Ledger 2004).    

Tourism 

Industry analysts look at the contribution of tourism to the economy, to gain a full 
understanding of its breadth.  The World Travel and Tourism Council estimates that 
539 017 people work directly in tourism with an estimated growth of 4.9 per cent per 
annum (WTTC 2004). It further estimates that tourism contributes R37,7 billion, or 
about 3  per cent of GDP.  According to the WTTC(2004), this translates into 1,2 
million jobs and R 93,6 billion if multipliers are taken into account.. The South 
African Tourism authority (SATOUR) uses the WTTC figures as a guide: it calculates 
the number employed on the basis of the number of jobs created per tourist arrival. 
In this case, it is estimated that every 12 visitors creates one job and that there were 
6,5 million tourists in 2003. 

The official data tells a different story.  According to it, tourism, here defined as all 
travel related activity accounted for by the SA Reserve Bank, accounts for about 2,5 
per cent of GDP or about R 32 billion.  About 60 per cent of these receipts are 
sourced from domestic travellers (HSRC 2001). According to the official figures, the 
sector is growing by about 2,5 per cent per annum. The September 2003 Labour 
Force Survey puts accommodation and catering, which is a subset of tourism, 
employment at about 240 000. This was about 3 per cent of formal employment, 
growing on average by 3,2 per cent per annum. A study by Grant Thornton for the 
THETA (2004) found a similar figure, with about 300 000 formal workers in the 
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tourism sector, including all possible categories of activity.  SATOUR seeks to have 9 
million tourists per annum by 2010 and 11 million tourists per annum by 2014. In the 
employment calculations, we have increased the employment impact from 10 tourists  
per job, to 9 tourists per job, respectively. Different ratios for leisure and other 
tourists are not incorporated. Below, the LFS and WTTC base employment estimates 
are compared. Then the employment that could be created based on SATOUR’s 
stated policy objectives and vision is considered.   

If the LFS is estimating accommodation and catering employment growth correctly, 
then employment might grow by only 150 000 opportunities by 2014, all things being 
equal. If SATOUR is correct, and if sufficient inducements are put in place, it projects 
that tourism employment will increase to about 1,2 million opportunities, creating 
about 500 000 to 600 000 new jobs by 2014. 

Figure 6 shows three scenarios for tourism. The first relates to the historical trends as 
presented by the Labour Force Surveys. The second is that described by the WTTC. 
The third is based on SATOUR projections. 

Figure 6:  Tourism Employment Scenarios 

 

4.1.3 Nonformal Economy 

Approximately 3,3 million people worked in the non-formal economy in 2004, 
accounting for 28,6 per cent of total employment (Statistics SA: September LFS 
2004). This includes the informal sector, domestic workers and subsistence 
agriculturalists.  Over the whole period, the informal sector grew by an average of 7 
per cent per annum. However, the trend between 1995 – 99 and 2000 – 04 varies so 
substantially, and it is difficult to determine which might be correct. While non-formal 
activity may have grown in the 1990s, 
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Figure 3  shows that there does not appear to have been any substantial growth 
between 2000 – 04.   

The scenarios outlined at the end of this paper estimate that non-formal employment 
might expand by 2 to 3 per cent per annum (equal to 626 000 to 760 000 
opportunities). Relative to the  experience between 2000 – 04, this seems fairly 
ambitious. However, it does seem improbable that the economy could grow at 3 to 4 
per cent per annum without any growth in the informal sector.  This growth merely 
offers the reader a sense of what would happen if the informal sector grew at this rate, 
but does not propose to know whether it would or not. 

4.2 The Government Sector 

4.2.1 Infrastructure, Construction and Social Welfare Programmes 

Large unemployment problems are generally met with proposals for expanded public 
works and special employment programmes, to make up for shortfalls in market 
based employment.  These are easier to create since government can simply make the 
decision to spend more on them, and they can easily be closed once the market picks 
up. In such situations, the programmes are implemented as active labour market 
policies.  

In some countries, public works programmes have taken on an ambitious role in 
employment creation. In these cases, public works schemes have functioned as a 
social safety net by directly increasing unskilled labour demand and making direct 
wage transfers to participants(see McCord 2002) 

 during the Great Depression public works schemes in the US absorbed up to 
30 per cent of the unemployed (Rifkin 1996) 

 in Tunisia and Mauritius similar programmes accounted for between 20 and 40 
per cent of the unemployed during the early 1970s 

 the Maharashtra Employment Guarantee Scheme in India absorbed up to 75 
per cent of available person days in rural Maharashtra State (Maxwell 1978, 
quoted in Reynolds 1984). 

 The Minimum Employment Plan in Chile absorbed 8,5 per cent of the labour 
force in public works programmes (Nattrass 2004). 

In South Africa, the programmes have instead been designed against the perceived 
need, as opposed to an active labour market intervention.  Job creation through 
construction and social welfare programmes is therefore still relatively limited in 
South Africa.  

There is some interest in intensifying job creation through these programmes, through 
two means: by expanding expenditure and labour intensity in infrastructure projects, 
and by expanding expenditure and capacity in developmental social welfare 
programmes. Spending on infrastructure was constrained in the 1990s, but has been 
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dramatically expanded since 2003. The programme to intensify labour use in civil 
works was also introduced in 2003.  While spending on care programmes expanded in 
2003/4 by 24 per cent in real terms, it was off a small base reaching only R 2.47 bn in 
that year (Streak et al 2004: 36). 

References to planned government expenditure are sourced from the 2004/5 Budget 
Statement, and expenditure is sourced from the 2004/5 National Medium Term 
Expenditure Report. These figures, both past and planned, have been checked with 
the National Treasury, Presidency, Department of Public Works, Department of 
Education and Department of Social Development. 

In 2004/5,  about 415 000 people may have worked as a result of government 
expenditure on infrastructure and building, as shown in Table 1. Over time, this 
employment could grow to about 520 000 should government expenditure as stated in 
the 2004/5 Medium Term Expenditure Framework be realised and labour intensive 
methods introduced into at least 30 per cent of infrastructure projects.   This assumes 
that the large real increase in infrastructure spending announced in 2003/4 is merely 
sustained, and that there are no further leaps in expenditure.  This seems unlikely, 
given government’s commitment to reducing backlogs as evidenced by growing 
budget commitments and policy statements (see Mbeki 2004; Mbeki 2005). 

Table 1:  Expenditure and estimated employment arising from 
government spending on infrastructure and construction 

 2002 2003 2004 2005 2006 2007 2008 2009 

Government Expenditure on Infrastructure and Construction 

Total expend 62 74 73 72 76 76 76 76 
Estimated 10 per cent 
allocated to housing and 
public building 
maintenance 

6 7 7 7 8 8 8 8 

Infrastructure spending 
using traditional methods 

55 67 62 58 58 55 51 48 

Infrastructure spending 
using labour intensive 
methods 

  3 6 10 14 17 20 

Estimated Employment 

Total estimated 
employment 

339 
163 

407 
622 

415 
570 

426 
208 

467 
914 

484 
964 

502 
013 

519 
063 

Estimated employment 
arising from housing 
spending 

61 
666 

74 
113 

72 
589 

71 
632 

75 
776 

75 
776 

75 
776 

75 
776 

Estimated employment 
arising from public 
sector infrastructure still 
using capital intensive 
methods 

277 
497 

333 
509 

310 
316 

290 
108 

289 
842 

272 
792 

255 
743 

238 
693 

Estimated employment 
arising from public 
sector infrastructure 
using labour intensive 
methods 

  32 
665 

64 
469 

102 
297 

136 
396 

170 
495 

204 
594 
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Du Toit (2005) shows that approximately 86 200 people worked in early child care 
(ECD) and home community based care (HCBC) in 2003/4.  These figures are 
sourced from estimates by the Department of Education, Social Development and 
Health, as stated in their Social Sector Plan (2004). Government spent about R 381 
million on these programmes in 2003/4 (Social Sector Plan 2004). Not all of this 
employment is created by government expenditure, as some is paid for by non-profit 
organisations and other contributions.   There is further employment in adult basic 
education and training (ABET) and other developmental social welfare programmes 
aimed at other vulernable groups such as disabled, young offenders, and for drug 
rehabilitation.  

Du Toit (2005) estimates that employment in ECD and HCBC could be increased 
dramatically if services were intensifed to meet basic needs.  The number of jobs 
created would depend on the delivery model chosen.  For example, if a home-based 
model were implemented, up to 84 300 new jobs would be created (and therefore 
about 170 500 working in ECD and HCBC). If a ‘centre-based’ model were adopted, 
up to 440,000 new jobs might be created (and about 526 200 working in these sectors 
in total).  A home based model might be designed in recognition of capacity and 
budget constraints: this model would require an additional R 1,4 billion annually by 
2011. The centre-based option would cost an additional R 10 billion annually by 2011. 
“Centre-based” does not refer to institutionalised care. Instead, it refers to community 
based centres where care can be offered, such as in crèches.  Home based care refers 
to relatives providing care, trained and supported by a small core of social workers 
and other professionals. ECD for children aged zero to five years offers the largest 
employment opportunity, since this is where the largest service gap lies.  

Nattrass (2004) raises concerns that a large portion of spending on public works 
programmes, in the region of 40 to 50 per cent, accrues to administration.  This seems 
high, and more research would be needed to establish the veracity of this point, and 
how to reduce this burden should it be correct. More jobs and infrastructure delivery 
would take place if such administration costs were reduced. Much less is spent on 
social programme administraion. The average administration slice from social welfare 
programmes was about 18 per cent in 2003/4 (Streak et al 2004:36). In some 
provinces, such as Gauteng, very little was spent on administration (approximately 2 
per cent of programme value) (Streak et al 2004: 62). 

In summary, it appears that employment from government programmes could rise 
from about 500 000 in infrastructure, building, ECD, HCBC in 2003/4 to over one 
million by 2011 if ambitious and labour using models are implemented. Alternatively, 
employment would grow to 690 000 if less ambitious programmes are implemented.  
Hence, potentially half a million jobs could be created, contributing to about 10 per 
cent of the number needed to reach the target of halving unemployment.  It is worth 
remembering that these are programmes aimed primarily at intensifying services and 
relieving backlogs, and not at creating jobs per se.  These are essentially budget 
choices, made more imperative in a context where intensified delivery is sought. It is 
made even more imperative in a context where it is unclear where large numbers of 
jobs might be sourced in the short and medium term: these opportunities could form 
an important bridge enabling lower skill workers entry to the labour market. 
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4.2.2 Public Sector 

Public sector employment fell by about 265 000 jobs between 1995 – 2000 in all 
spheres of Government (Altman et al, 2005a).  There are no policy statements that 
would indicate that Government intends to dramatically expand direct state 
employment, except perhaps at the professional levels. In addition, there are sectors 
with high vacancy rates, as in the health sector (Health Systems Trust, 2005).  This 
situation, coupled with population growth that might now encourage some need for 
public sector expansion, could potentially result in some growth.   In 2002, there were 
about 1.2 million public sector workers (Altman et al 2005a).  A very conservative 
projection might put public service growth at one per cent per annum, which is less 
than the rate of population growth.  If this did happen, there would be an additional 
159,000 people working in the public service by 2014.  
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5 Meeting employment targets 

5.1 Two possible scenarios 

Below, two scenarios are compared.  The first scenario is based on a status quo, with 
employment growth proceeding in a similar fashion to the 1997 – 2003 period.  The 
second scenario is based on more optimistic view, where employment is primarily 
driven by private sector growth, expecially in the services sector. In this second 
scenario, developmental social welfare is also expanded quite considerably. These are 
summarised in Table 2. 

 

 

 

 

 

 

 

Figure 7 shows the annual increments in employment that would take place under 
Scenario 1. This assumes that the special employment programmes do not expand 
past current proposals, and that infrastructure rolls out according to budget. Tourism 
employment grows by historic rates as reported in the Labour Force Survey, and SA 
does not capture much global business in BPO.  This seems likely without policy 
shifts: for example, according to the Labour Force Survey, employment in catering 
and accommodation industries in 2003 had fallen to levels seen in 1999. The services 
sectors do not develop export markets, and remain less competitive and constrained 
to a small market (except insofar as firms invest directly overseas).   In this scenario,  
unemployment remains at 26,2 per cent. 

The second scenario is more positive.  

Figure 8 shows the annual increments in employment that would take place under 
Scenario 2.  It assumes that there are some policy shifts to accommodate  SATOUR’s 
tourism targets, and the dti’s BPO targets. Some of these policy shifts are related to 
exchange rates, interest rates, improved pricing and product quality in 
telecommunications and transport, a freer flow of global personnel and intensified 
human resource development.   It also assumes that government does reach its targets 
to intensify labour use in infrastructure and substantially expands ECD and HCBC 
services in a way that meets some basic minimum delivery, with an extra R 10 billion 
spent per annum by 2011. Employment levels out since government expenditure 
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peaks and is sustained at that level.  Even in this scenario, the target unemployment 
rate of 13 per cent is not reached. Instead, the unemployment rate is 20,1 per cent.  

The labour intensification of public-procured construction, special employment 
programmes aimed at specified social welfare services and direct government 
employment could create approximately 634 000 new jobs, or about 13 per cent of the 
employment target.  

Formal market based employment could create up to 2,1 million new jobs, if strategies 
for BPO and tourism are realised, and other sectors grow at least at historical rates. At 
the very least, this would depend on policy becoming more oriented to international 
services trade and to domestic stimulation, through inter alia, competitive and stable 
exchange rates, infrastructure reform that dramatically improves pricing and 
competitiveness in telecommunications and transport and intensified human resource 
development. 

Non-formal market-based employment might grow by up to 759 000 new jobs, if it 
grows by up to 3 per cent per annum. 

While seemingly ambitious, the main proposals would meet just over three-quarters of 
the government’s 2014 employment target. This translates into a shortfall of about 
1,33 million jobs. 

The current scenarios show that perhaps 1,9 million to 2,8 million  jobs might be 
created by 2014 in the formal and non-formal sectors. This would require private 
sector employment to grow by an annual average of 2 to 3 per cent.  Even the lower 
scenario represents a faster rate of employment growth relative to the experience over 
the 1990s and early 2000s. This reflects a view that government is intensifying its 
policies in respect of promoting labour intensive sectors and small-micro businesses.  
Compare this to 4,76 million net new jobs needed to halve unemployment by 2014.   

Table 2:  Services Employment Scenarios Compared 

Scenario 1 Scenario 2 

No extra funding for infrastructure (ie MTEF 
remains); R 4 billion per annum extra spent on 
social development programmes, using home 
care model 
Tourism employment grows by 3 per cent per 
annum 
BPO does not attract substantial global 
business.  
Non-formal sector grows by 2% per annum 

No extra funding for infrastructure; R 10 
billion per annum extra spent on social 
development programmes, using centre 
based model 
Tourism grows by highest SATOUR 
projection, to 11 million visitors by 2011 
BPO does attract substantial global business 
and grows to 76 000 by 2008. 
Interest rates and exchange rates fall, 
stimulating backward linkages fromretail into 
manufacturing 
Non-formal sector grows by 3% per annum 

Impact – 2004 - 2014 
Employment created = 2,24 million jobs  
Average 2 per cent annual market based empl 
growth 
Jobs still needed to meet unemployment target 
= 2,52 million 

Impact – 2004 - 2014 
Employment created = 3,45 million jobs 
Average 3,0 per cent annual market based 
employment growth  
Jobs still needed to meet unemployment 
target = 1,33 million 
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Unemployment rate in 2014 = 26,4 per cent Unemployment rate in 2014 = 20,1 per cent 

 

 

 

 

 

 

 

Figure 7:  Sources of Annual Employment Growth- scenario 1 

 

 

Figure 8:  Sources of Annual Employment Growth - scenario 2 
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5.2 Meeting 2014 Employment Targets 

Figure 9 shows cumulative employment growth in scenarios 1 and 2, compared to the 
employment target.  Government’s unemployment target of 13 per cent translates into 
16,4 million people working in the formal and non-formal economy by 2014.   

Figure 9:  Employment scenarios compared 
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Under scenario 1, total employment would expand to 13,86 million people by 2014.  
Unemployment would remain at the same level, namely at about 26,2 per cent.   

Under scenario 2, 15,07 million people would be working, translating into an 
unemployment rate of 20,1 per cent.  

Neither of these scenarios draws the economy sufficiently close to the target.  Other 
interventions would be required to fill this gap. As at 2004, the economy would need 
to generate about 476 000 net new jobs each year, in order to halve unemployment 
from 26,2 per cent to 13 per cent by 2014. To achieve the higher rate of job creation, 
employment would need to grow by 4,9 per cent annually. This would require at least 
a doubling of the average annual rate of job creation since 1994.  It would also need a 
higher rate of GDP growth.  

What rate of GDP growth would be needed in the current environment to achieve 
this minimum target? GDP growth averaged about 2,7 per cent between 1993 – 2002, 
and 3,1 per cent between 1999-2002 (Goldman Sachs 2003). Goldman Sachs (2003) 
suggests that 5 per cent GDP growth would be sufficient to halve unemployment by 
2014. However, this assumes almost no growth in the population or labour force, 
whereas more recent population estimates counter this pessimistic view.  They 
estimate that the labour force would level off at 16,3 million (from 16,1 million in 
2002), therefore requiring that employment grow to only 13,7 million, from 11,4 
million in 2002. Subsequent to this report, two surveys shifted the view on population 
growth. First, the HSRC reported on its HIV/AIDS household survey results and 
then the Statistics SA 2001 census results were also released. Estimates of population 
growth were revised upwards.  Hence this paper projects that the labour force could 
grow to 18,5 million by 2014, with 15,75 million people employed. 

Therefore, government policies to encourage labour absorbing sectors will need to be 
intensified, namely those in relation to exchange rates, infrastructure reform, policies 
to improve economic efficiency and competition, human resource development, and 
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the promotion of the global flow of skilled personnel. It must also consider an 
expansion in developmental social welfare programmes as a way of employment large 
numbers of lower skill workers, whilst intensifying social delivery. 
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