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SECTION ONE

Context
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CHAPTER 2

Overview of the economy and economic policy 

Sandy Lowitt and Miriam Altman

Abstract

This chapter provides a high-level review of the economy’s performance and key policy
development for the period 2001–2003. The focus is on economic performance and 
policy in relation to the demand for labour, and hence as they pertain to human resource
development. From a performance perspective the chapter shows that economic growth was
resilient despite a global slow-down and dramatic exchange rate fluctuations. From a policy
perspective the chapter shows that, despite policy deepening and some expansion of direct
government policies, the growth model adopted in 1994 remains fundamentally unchanged.
The overall conclusion of the chapter is that the high-skills, technology-intensive growth
path supported by the government will fail to relieve unemployment in a meaningful way
unless human resource development initiatives are able to bridge the skills gap between the
skills profile of the unemployed and the skills demanded by this economic growth path.

Introduction

This chapter provides a high-level overview of the performance of the South African
economy and economic policy during the period 2001 to 2003. The chapter is structured as
a review and is not a critique. Due to the limited scope of the chapter it was not feasible to
review all aspects of economic policy and performance; only those areas most directly
related to the demand for labour, and hence to human resource development (HRD), have
been reviewed.

Despite the focus of the review on the demand for labour, the performance of the economy is
approached in a traditional manner. We begin by looking at key macroeconomic indicators,
government behaviour and household behaviour. We then present a brief review of the
structure of the economy and external trade performance. These two sections provide crucial
evidence for the views presented in the conclusion of the chapter, as the features of the
economy considered here influence its growth path and the character of the demand for labour.

Following the overview of economic performance, the chapter turns its attention to key
economic policy decisions made between 2001 and 2003. The policy section is broadly
divided into two categories of policies: indirect and direct growth and employment 
policies. With respect to indirect policies, the chapter focuses on the Integrated Economic
Action Plan (IEAP), the Microeconomic Reform Strategy (MERS) and the Integrated
Manufacturing Strategy (IMS). With respect to direct policy channels, we consider small
business development (SBD), broad-based black economic empowerment (BBBEE) and the
Expanded Public Works Programme (EPWP). The direct policy section of the chapter is
relatively brief, as these issues are covered extensively in other chapters.
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Overview of economic performance 2001–2003

While reviewing economic performance is at one level an exercise in objectively analysing
data sets and trends, it is most useful when performance is analysed against some
benchmark or forecast so that a judgement can be rendered. This chapter benchmarks 
South Africa’s performance during the period against the performance of other middle-
income emerging markets and the developed world. In addition, we compare economic
performance under the Growth, Employment and Redistribution (GEAR) programme,
which ran from 1997 to 2000, to performance in the period from 2001 to 2003, and further
compare these results against the forecasts predicted by government in its budget and
economic outlook submissions. We are most concerned with the way in which this
performance relates to the ability of the country to increase demand for labour.

Macroeconomic performance

The 6 per cent GDP growth rate which was projected as the rate to be achieved by the 
end of the GEAR period (Department of Finance 1996) has become solidified in the minds
of South Africans as the growth rate necessary to achieve a meaningful reduction of
unemployment and poverty.1 In comparison to this figure, GDP growth between 2001 and
2003, averaging about 3 per cent annually, must be viewed as disappointing. As shown in
Table 2.1, South Africa’s GDP growth rate during the period was slower than that of other
developing countries.

However, considered from another angle, South Africa’s rate of growth was relatively robust
when compared to historical rates: average annual GDP growth between 1995 and 2003 was
2.3 per cent, whereas it was 1.2 per cent between 1980 and 1994 (IMF 2004). Moreover,
South Africa’s growth rate exceeded those of its major trading partners over this short
period.

Based on a buoyant GDP growth rate of 4.2 per cent in 2000, coupled with single-digit
inflation and single-digit nominal interest rates, the National Treasury in its 2001 Budget
argued that, given this stable macroeconomic foundation established during the GEAR
programme era and its new expansionary fiscal stance, 2001 would be the year in which
‘accelerated growth was galvanized’ (National Treasury 2001). Unfortunately global events
conspired against this development. The events of 11 September, a global economic slow-
down and particularly the slump of the American economy and the sharp contraction of
production in Southeast Asia all influenced South Africa’s growth performance, with the
most notable effect being the sharp depreciation of the rand against the dollar.2
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Table 2.1: Real GDP (percentage change, constant 2000 prices), 2000–2003

2000 2001 2002 2003

South Africa 4.2 2.7 3.6 2.8

Lower middle-income countries 6.1 4.2 5.0 5.9

Less-developed countries 4.0 4.8 5.3 4.9

USA 3.9 1.0 1.9 2.7

EU 4.2 1.8 0.9 1.1

Sources: SARB 2004a: S-154; World Bank 2004



Fr
ee

 d
ow

nl
oa

d 
fr

om
 w

w
w

.h
sr

cp
re

ss
.a

c.
za

The rand depreciated 37 per cent against the US dollar in the last quarter of 2001 (SARB
2004b). Factors behind this depreciation included:
• a reduced appetite for emerging market assets;
• heightened speculative position-taking against the rand;
• depressed international commodity prices;
• outflows of portfolio investment by non-residents; and
• investor pessimism internationally about Africa and its economic outlook.

While the National Treasury described the concern over the depreciation as ‘overdone’
(National Treasury 2002: 19), it nevertheless had multiple impacts on the economy, and
influenced GDP growth in multiple ways.

The first effect of the depreciation of the rand was that it made South Africa’s exports more
price-competitive. This should have resulted in improved export performance and higher
growth levels. Unfortunately, however, the demand for South Africa’s exports was low due 
to the global economic slow-down, and the country was unable to capture the advantages 
of its increased price competitiveness. As such, real merchandise exports as a ratio to GDP
decreased from 21.06 in 2000 to 20.86 in 2001, with a further decrease to 18.9 in 2003
(SARB 2004a).

While South Africa’s exports became comparatively cheaper, imports became more
expensive due to the rand’s depreciation and this set in motion a chain of events that
collectively depressed growth in the period. South Africa imports to meet final consumer
demand but also, importantly, imports oil, machinery, raw material and other intermediate
inputs that are used in the production of the country’s output. These imports impact on 
the producer price index (PPI), which is the rate of inflation for producers. Traditionally in
South Africa the PPI has fluctuated most strongly due to changes in domestic production
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Source: Hodge 2005, calculated from SARB Quarterly Bulletins
Note: This figure shows changes in the value of the rand relative to its 13 most important trading partners. The real effective exchange 

rate is weighted according to trade in manufactured goods between South Africa and its 13 most important trading partners.
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prices and unit labour costs, but in the 2001–2003 period these fluctuations were dwarfed 
by the 58 per cent increase in the oil price and the 15.5 per cent increase in the prices of
imported goods (SARB 2004a). While producers initially absorbed some of these rising
costs, by 2002 profit margins were being squeezed and higher production prices were 
being passed on to the consumer. These higher prices were reflected in the inflation rate
(Table 2.2).

The rand then dramatically appreciated between 2002 and 2004, as shown in Figure 2.1.
This reduced export competitiveness and encouraged imports of both consumer and
producer inputs.

In February 2000 the government, in conjunction with the Reserve Bank, announced that it
had adopted an inflation target which aimed to place inflation within a 3 to 5 per cent
range by 2004. This price stability was sought as a major impetus to growth. The Monetary
Policy Committee’s response to the upward creep of the consumer price index (CPIX) in
2001 and 2002 was to increase interest rates, thereby cooling down the domestic economy
both in terms of reducing domestic demand and increasing the cost of capital (Tables 2.2
and 2.3).

In summary then, we can see that the South African economy did grow between 2001 and
2003. Theoretically, growth in this period should have been higher, due to the government’s
expansionary fiscal policy and the increased price competitiveness of South African exports;
however, this advantage did not materialise in the face of sluggish international demand 
and a conservative inflation-targeting position. Instead, the depreciation of the rand
increased the PPI, which in turn pushed the CPIX to limits in excess of the identified 
range, and resulted in increases in interest rates which choked off higher growth. Moreover,
the dramatic appreciation of the rand between 2002 and 2004 encouraged increased
importation and discouraged exportation of manufactured goods and services.

Government performance

The post-GEAR period is characterised most notably, in policy terms, by the expansionary
fiscal stance adopted by the government. This can be seen in the main budget non-interest
government expenditure figures in Table 2.4.
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Table 2.2: Consumer price index, 2000–2003

2000 2001 2002 2003

CPIX 7.8 6.6 9.3 6.8

Source: SARB 2004a: S-158

Table 2.3: Producer price index, 2000–2003

2000 2001 2002 2003

SA goods 7.3 7.8 13.5 3.9

Imported goods 14.4 10.0 15.5 –4.2

Total 9.2 8.4 14.2 1.7

Source: SARB 2004a: S-158
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Table 2.4 shows that the government increased its expenditure each year during the period
in question. This directly increases gross domestic expenditure and hence relates to a higher
growth rate. For the purpose of the present discussion, increased government spending must
be understood in respect of two possible impacts:
• the impact of this spending on the deficit and hence on macroeconomic stability;
• the impact of this spending on growth and on job creation as a result of how it is

allocated.

Traditionally, as the government increases its spending, it is anticipated that the budget
deficit will increase. This was not the case in 2001 and 2002 in South Africa, predominantly
as a result of better than expected revenue collection by the South African Revenue Service
(SARS) (SARB 2003). More normal deficit behaviour was experienced in 2003/04. The
deficit-to-GDP ratio that the government will accept during its expansionary phase has not
been made clear. In his State of the Nation address in 2001, President Mbeki highlighted the
decision that correct macroeconomic balances would be maintained, even in the context of
the proposed basket of policy reforms to accelerate growth (Mbeki 2001). The expansionary
fiscal stance of the government will only be sustainable if growth accelerates, thereby
increasing government revenues via tax collection.

Of greater relevance to this chapter is how the government is spending its increased budget,
and the impact this has on GDP growth and the demand for labour (Table 2.5).

Gross fixed capital formation refers to the government’s investment in social and economic
infrastructure, while its consumption expenditure includes payments to civil servants, the
purchase of goods and services and interest paid on monies borrowed by the government.
The government seeks to minimise interest payments as they are seen as unproductive
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Table 2.4: Non-interest government expenditure in main government budget, 2000/01–2003/04

2000/01 2001/02 2002/03 2003/04

Total non-interest expenditure 
(nominal R million) 187 613 215 324 244 721 284 359

Growth in expenditure (%)
Nominal 14.7 13.6 16.1
Real 8.3 2.9 10.2

Deficit to GDP ratio (%) –2.0 –1.4 –1.1 –2.6

Source: National Treasury 2004: 59

Table 2.5: Government spending: Consumption and gross fixed capital formation (percentage
change in GDP), 2000–2003

2000 2001 2002 2003

Gross fixed capital formation

General government –6.2 –0.7 2.0 4.0

Public corporations –19.9 –4.0 8.1 15.3

Government consumption expenditure

Wages 13.1 12.7 11.9 11.9

Non-wages 5.7 6.2 6.7 7.1

Interest on public debt 5.8 5.4 4.9 4.7

Source: National Treasury 2004: 57, Table 3.1



Fr
ee

 d
ow

nl
oa

d 
fr

om
 w

w
w

.h
sr

cp
re

ss
.a

c.
za

expenditures, while it seeks to maximise investment expenditure. The reason for this can be
seen in the fiscal multipliers published by the National Treasury in 2003 (Table 2.6).

Table 2.6 shows the effect on GDP growth of every rand spent by the government. For
example, if the government increases investment spending by R1, GDP is expected to grow
by R1.6 in the long term and R0.9 in the short term. The table shows clearly that investment
spending has the highest multiplier effect in both the long and short term, and is a more
effective manner of stimulating growth than non-wage consumption or income tax relief.
Non-wage consumption (which consists of all government consumption expenditure
excluding wages and salaries) has a stronger short-term effect, but as changes feed through
the economy, its growth impact in the long term reduces substantially. In comparison,
personal income tax relief has a higher and more sustained impact on growth.

It is very promising that the government, and particularly state-owned enterprises, has
increased its investment spending so dramatically over the period. These investments in
both the short and long run should stimulate growth and hence support an increased
demand for labour. The areas of investment will be discussed in detail below, but the sectors
receiving priority in the 2001–2003 period were energy, transport and telecommunications.

Turning to government spending across sectors and functions, one sees the continued
dominance of spending on social services, which accounted for 59.4 per cent of the 2000/01
Budget and 57.6 per cent of the 2002/03 Budget (see Figure 2.2). As will be argued later in
this chapter, while this type of spending may not have as great an impact on GDP growth as
investments in economic infrastructure, it has the effect of making the labour force more
employable and productive in the long run.

It is apparent that while social services make up the bulk of non-interest government
expenditure, real growth rates in health, education and housing have been low, while
spending on community services and the expanded social security and welfare functions has
increased substantially (Table 2.7). Higher growth rates in economic services are also seen,
but total spending on this function remains small in absolute terms and growth rates are
calculated from a low base. Overall growth in spending over the 2001–2003 period has
favoured spending on economic services above spending on social services.

It is evident that 2001–2003 was indeed a period of fiscal expansion. The government
increased its consumption and investment expenditure in both nominal and real terms and
this buoyed up GDP growth in the short term. The effect of this increased spending on
long-term growth and job creation has yet to be tested, but will be discussed in the policy
section below. The fiscal discipline of the GEAR era and the above-expected revenue
collection by SARS has given the government the flexibility to increase spending without
compromising macro-stability, but no clear position statement has been made by the
Treasury concerning the size of the deficit that the government views as sustainable.

HUMAN RESOURCES DEVELOPMENT REVIEW 2008

34

Table 2.6: Fiscal multipliers, 2003

Short-term multiplier Long-term multiplier

Investment 0.9 1.6

Government consumption expenditure (excluding wages) 0.8 0.2

Personal income tax relief 0.5 0.5

Source: National Treasury 2003: 56, Table 3.2
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Household behaviour

Knowledge of household behaviour is important for an understanding of the economic
performance of the national economy, for two main reasons. Firstly, household
consumption of domestic goods will impact on gross domestic expenditure and inflation,
while household demand for imported goods will affect the balance of payments. Secondly,
a crucial element of household behaviour is the rate at which households save, as this has
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Figure 2.2: Percentage share of government functions in consolidated national and provincial
spending, 2001–2003

Other
Economic services
Social services
Protection services

Percentage

7.7 7.9 7.5

20.7 21

2000/01 2001/02 2002/03

14.413.512.2

59.4 57.6 57.6

20.5

Sources: National Treasury 2004: 209; own calculations

Table 2.7: Real growth in consolidated national and provincial spending (percentage change), 
2001–2003

Service 2001/02 2002/03 Annual average
2001–2003

Protection services 7.6 3.7 5.7

Social services 2.7 6.6 4.7

Education 0.5 1.5 1.0

Health 3.2 1.8 2.5

Social security and welfare 5.7 17.2 11.4

Housing –3.6 14.2 5.3

Community development 10.5 17.2 13.8

Economic services 17.6 13.6 15.6

Other* 8.3 1.6 5.0

Total 6.0 6.6 6.3

Source: National Treasury 2004: 209
Note: * ‘Other’ refers to general government services and expenditure that cannot be allocated to available categories.
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implications for the funds available for investment as well as for the potentially inflationary
impact of households borrowing money to fund their consumption.

At present, domestic consumption is the largest single contributor to GDP in South Africa,
as shown in Table 2.8. In the 2001–2003 period, when exports as a percentage of GDP fell 
in response to the global economic slow-down, it was buoyant domestic demand and the
government’s expansionary policy that kept economic growth positive. Indeed, as domestic
production decreased in 2001 and early 2002, domestic expenditure exceeded production,
resulting in a deficit on the current account of the balance of payments. This was largely a
result of households purchasing durable goods and motor vehicles in anticipation of
escalating prices due to the depreciation of the rand.

While this strong demand was important in maintaining positive growth rates, the manner
in which it was financed became an issue of concern for the government by early 2002.
Households finance their consumption expenditure using their disposable income, and
supplement this with credit from the financial sector which is measured by increases to 
the broad money supply, known as M3. Table 2.9 shows that household expenditure was
growing more rapidly than disposable income in 2002. Households were saving less of their
income, and in the first quarter of 2002 M3 grew by 39 per cent (SARB 2004a), showing 
that households were financing their expenditure by using credit. The Monetary Policy
Committee reacted to this growth in M3 by increasing interest rates. This decision was
successful in slowing down the extension of credit sought by households, but had a negative
effect on investment and growth because it increased the cost of capital.

Domestic savings behaviour remains a problem for future economic growth. While
household savings improved in 2003 (Table 2.10), the ratio of household savings to GDP 
in 2003 stood at 3 per cent (SARB 2003), far below the 10.5 per cent contribution that
households had provided in 1994 (SARB 2003). Corporate savings also remained weak in
the period. It was only an improvement in the government’s position with regard to savings
in 2001 and 2002 that supported gross savings for the overall period.

Overall, the country’s gross national savings-to-GDP ratio remained low compared to that
of other lower middle-income countries, and will remain a constraint on future growth.
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Table 2.8: Components of GDP (percentages), 1998–2003

1998 2001 2002 2003

Domestic consumption 63.38 63.45 63.21 63.60

Government consumption 18.72 18.22 18.36 19.00

Gross capital formation 16.57 15.40 15.97 17.10

Residual items 1.77 –0.17 0.32 0.56

Gross domestic expenditure 100.44 96.89 97.86 100.26

Exports 27.09 27.42 26.58 25.25

Imports 27.52 24.31 24.44 25.51

Source: SARB 2004a: S-132
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Finally, turning to the structure of the domestic economy, this section of the chapter will
review domestic production, employment and export performance. Special emphasis will 
be placed on understanding the structure of the economy as this pertains to future growth
prospects, and whether this growth will absorb the type of labour that characterises the
majority of the unemployed, i.e. unskilled and with limited work experience.

To benchmark the performance of the economy from a structural perspective, we must
relate actual performance to the development paradigm adopted by the government since
1994. The government’s development model is premised on a growth path which requires
the economy to restructure itself in order to become internationally competitive, thereby
increasing growth based on an export-oriented approach. This is occurring in a global
environment where, in the long run, the demand for exported services is increasing and
demand for commodity products is weakening. The government is committed to the role of
manufacturing and merchandise exports (DTI 2002a). This export-oriented approach has
had disappointing effects on growth and job creation, which can be attributed to the fact
that international competitiveness requires industry-level technological change biased
towards skills- and capital-intensive production processes (Altman & Mayer 2005). Such
trade can be conducive to output growth and the earning of foreign exchange, both of
which are necessary to feed economic growth. But these trade patterns can only contribute
substantially to employment growth if South Africa positions itself forcefully enough in
global markets, so that output growth exceeds productivity growth. Moreover, employment
could be created if domestic industries that produce inputs for these exports are stimulated.

Table 2.11 and Figure 2.3 show that only the tertiary sector has weathered the difficult
international circumstances facing the country between 2001 and 2003, with consistently
positive growth rates. The agricultural sector floundered in the face of poor weather
conditions and decreased demand from the rest of Africa (National Treasury 2002),
while mining contracted in 2001 and 2002 because of reduced international demand.
Manufacturing grew strongly on the back of strong domestic demand and a period of
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Table 2.9: Percentage change in household income, savings, debt ratio (2000 constant prices),
2001–2003

2001 2002 2003

Disposable income 3.2 3.0 4.0

Savings to disposable income 0.9 0.7 1.3

HH debt to disposable income 52.6 50.3 51.7

Money supply (M3) 15.0 20.0 12.0

Source: SARB 2004a: KB808, KB811

Table 2.10: Real savings (2000 current prices, R million), 2000–2003

2000 2001 2002 2003

Household savings 6 922 5 706 5 016 10 034

Corporate savings 39 918 27 415 49 696 52 166

General government savings –20 526 –8 291 –9 176 –20 200

Source: SARB 2004a: S-132
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export demand dried up as the rand appreciated.

It is important to relate this GDP growth to employment creation. Table 2.12 indicates the
percentage change in employment within the formal sector. This includes paid employees,
casual and seasonal workers.

According to the Labour Force Survey (LFS) (Stats SA various), formal employment has
grown by an average 2 per cent annually. Most of these jobs were created in the services
sector. More specifically, the employment was created mainly in retail and business services
and in social and personal services. Fewer than 30 000 net new jobs were created annually 
in manufacturing, on average. Hence output growth in resource-based industries and in
manufacturing did not translate into job creation, in contrast to the situation in the services
sector, where it did. This raises questions about the link between output and employment,
which in turn is linked to the role played by exports in stimulating output growth.
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Figure 2.3: Percentage growth of broad economic sectors (constant 2000 prices), 2001–2003 
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Source: SARB 2004a

Table 2.11: Real GDP growth, by sector (percentage change at seasonally adjusted annualised rates),
2001–2003

2001 2002 2003

Primary sectors –1.5 3.0 1.0

Agriculture –1.5 6.5 –6.0

Mining –1.5 0.5 4.5

Secondary sectors 3.5 4.5 0.0

Manufacturing 3.5 5.5 –1.0

Tertiary sectors 3.5 3.5 4.0

Non-agricultural sectors 3.0 3.5 3.0

Total 3.0 3.5 3.0

Source: SARB 2004a
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Export composition and destinations

Exports account for approximately one-quarter of South Africa’s GDP, as shown in Table 2.8
(27 per cent in 1998 and 25 per cent in 2003 [SARB 2004a]).

In the context of this review, recent research by Van Seventer (2005) shows that different
export destinations and their associated import baskets have a significant effect on labour
demand, and especially on the demand for differing skills levels. Van Seventer shows that
domestic demand is more labour-intensive than foreign demand (Van Seventer 2005: 1).
This means that in the current economic framework, GDP growth driven by domestic
consumption and investment expenditure will create more employment than growth driven
by exports, especially with respect to employment at the lower skills levels. This is a crucially
important finding, given the export-oriented development paradigm that has been adopted
by the government. The reader should not conclude from these statements that exports
cannot generate employment; in fact, 44 per cent of all formal employment in the private
sector is generated directly or indirectly by international demand for South African goods
and services (calculated from Van Seventer 2005). For exports to have a substantial impact
on employment growth, however, they would need to expand more convincingly, so that
related industries grow rapidly. Alternatively, it may be that more labour-absorbing product
areas could be stimulated; in particular, a more rapid expansion of services exports might
have a positive impact on employment growth.

Van Seventer (2005) also looks at employment intensity and skills intensity across export
destinations (Table 2.13). The EU is by far the most important trading partner for South
Africa, followed by East Asia and the SADC.
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Table 2.12: Employment, by sector and percentage change, 2001–2004

Average annual 
percentage change 

over period

2001 2002 2003 2004 2001–04

Primary sector

Agriculture, forestry, fishing 796 946 882 912 852 620 658 656 –5.8

Mining and quarrying 552 153 558 242 551 831 403 368 –9.0

Secondary sector

Manufacturing 1 418 062 1 456 934 1 374 729 1 503 598 2.0

Electricity, gas and water 93 500 83 518 90 260 98 276 1.7

Construction 364 679 380 199 413 202 519 325 14.1

Tertiary sector

Trade, catering and 
accommodation 1 475 413 1 365 582 1 531 018 1 663 487 4.2

Transport, storage and 
communication 457 211 485 175 437 131 457 162 0.0

Financial intermediation and 
business services 965 864 1 014 094 1 032 040 1 092 286 4.4

Community, social and 
personal services 1 850 672 1 895 342 2 041 288 2 047 617 3.5

Total 7 974 500 8 121 998 8 324 119 8 443 775 2.0

Source: Stats SA September LFS 2001–2004
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While exports to the EU and East Asia are dominated by commodity exports, export baskets
to SADC contain a far lower percentage of commodities and more value-added products.
Hence developed countries are absorbing relatively more low-skilled labour, while lesser-
developed markets require relatively higher-skilled labour. This is explained by the fact that
the majority of South Africa’s basic resource exports, such as agriculture and mining, are
destined for industrialised countries, while the most growth in South Africa’s exports of
higher-value goods and services occurs in African markets. As such, the composition of
the country’s export basket and the destination of its exports will influence not only the
employment-creation effect of exports, but also the distribution of skills required to service
these markets.

Policy developments 2001–2003

The ‘post-GEAR’ policy era

The year 2000 saw the official end of the GEAR programming period, which has been
followed by what many refer to as the ‘post-GEAR era’ (Meth 2003; Streak & Van der
Westhuizen 2004) or, more accurately, the ‘follow-on GEAR period’. In his 2001 State of the
Nation address, President Mbeki clarified the disparate successes and failures of the GEAR
programme by noting that ‘while there is general consensus that we have established the
necessary macroeconomic balance and stability…however, the reality remains that our
growth rate is still too low as are the aggregate savings and investment rates. Similarly, the
levels of poverty, unemployment and underdevelopment in some parts of our country are
too high’ (Mbeki 2001: 3). The government’s response to this reality was to launch a series 
of policy initiatives between 2001 and 2003, the most important of which for HRD are: the
expansion of fiscal policy, the IEAP, the MERS and the IMS.

The government said explicitly in 2001 that the new basket of policy measures did not
amount to a paradigm shift by the government but were, rather, a change in phasing (DTI
2002b). It expressed contentment with its overall development paradigm, only seeking to
improve outcomes as they related to growth, employment and poverty alleviation. The
stated approach was to improve targeting, efficiency and effectiveness of policy development
and implementation, rather than to adopt an alternative development model.

Importantly, however, there were three overarching shifts of perception post-GEAR which
strongly drove the new policies published in the 2001–2003 period. The first shift was that
the government revised its view on what private sector growth alone could achieve with
regard to poverty alleviation and job creation in the short and medium term. In light of this,
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Table 2.13: Exports to selected regions (percentage of total, average over period), 1998–2003 

SADC Rest EU East South South- Middle NAFTA South Aus/ Rest of 
of Asia central east East America NZ world

Africa Asia Asia

Percentage 
of total, 
average over 
period 12.2 4.0 38.4 15.6 2.4 3.1 4.4 11.3 1.8 2.1 4.9

Source: Van Seventer 2005: 8, Table 4
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the post-GEAR era ushered in an increased role for government in short- and medium-term
job creation and poverty alleviation. The second fundamental shift in the post-GEAR era
has been a new appreciation by the government of the ‘two nations divide’ (Mbeki 2003a).
GEAR had a strong reliance on the trickle-down effects of growth. The emerging view, as
expressed in the president’s State of the Nation speeches in 2003 and 2004 (Mbeki 2003a,
2004), was that growth strategies that foster growth in the first-world economy may have
minimal or no impact on growth in the underdeveloped portions of the economy.
Essentially it is argued that the automatic trickle-down effect cannot be relied upon alone.
Hence discrete and targeted policy measures for small, medium and microenterprises
(SMMEs) and BBBEE receive more attention, alongside multifaceted sectoral programmes
that directly account for SMME and BBBEE participation. A final significant post-GEAR
shift relates to the government’s more focused recognition of the impact of microeconomics,
and particularly input costs, on international competitiveness and hence on growth and
employment.

Indirect policy channels 

We begin by considering the IEAP, the MERS and the IMS that collectively encapsulate the
majority of the important policy shifts pertinent to the demand for labour over the period
under review.

IEAP, MERS and IMS 

In his 2001 State of the Nation address, President Mbeki laid out the principles of the
government’s IEAP. This plan was reviewed and fleshed out and appeared in 2002 as the
MERS. The IEAP and MERS sought to impact positively on six key performance areas:
growth, competitiveness, employment, SBD, black economic empowerment and the
geographic spread of economic activity. Crucially, underpinning the MERS approach was
the recognition by the government that previous weakness in addressing these issues had
arisen from a failure to adequately integrate government policies and programmes – given
that no single department had the capacity or mandate to adequately address such cross-
cutting issues (DTI 2002b: 27). As such, much of the inherent value of the IEAP and MERS
lies in their holistic approach and conceptualisation rather than in their substantive
departure from previous policies. This ties in with the president’s comments regarding the
need to do things better rather than to do different things.

The cross-cutting issues referred to in the IEAP and MERS relate to what the South African
Department of Trade and Industry (DTI) explains as the set of fundamentals which the
economy requires in order to be competitive now and in the future. These fundamentals
involve: reforms and investment to build technology capacity, improvements in HRD, the
promotion of access to finance and the building of social and economic infrastructure
(Dobson 2002). The impact of policy implementation in these cross-cutting areas is
expected to be felt in the remaining components of the model as represented in Figure 2.4.

The MERS argues that increasing the efficiency of input sectors and lowering input costs 
in all areas of economic activity is another fundamental component of competitiveness.
Highlighted input sectors are the transport, telecommunications and energy sectors.
These three sectors are firmly within the ambit of state control as they are dominated by
parastatals (DTI 2002b). The government has intensified its resolve to meet its targets by
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means of a managed liberalisation of these sectors, as well as a strong investment
programme. Key focus areas include reducing the impact of administered prices on
competitiveness and household incomes, and improving the efficiency and capacity of state
regulators.

The final pillar of the IEAP and MERS comprises the identification of sectors for priority
support. The sectors are agriculture, tourism, information and communication technology
(ICT), and cultural industries; they were chosen for their particular potential to contribute
to employment creation, economic growth and the generation of exports (DTI 2002b). With
respect to these sectors, the MERS argues that different programmes will be implemented 
to support growth in these sectors within the formal economy and the underdeveloped
economy, and that concentrated attention by the state will be insufficient unless it is
matched by support from business and labour.

This selection of priority sectors, which is a major departure from previous economic 
policy papers drafted by the DTI in that it avoided selecting ‘winners’ (DTI 2001), was
complemented in 2002 by the publication of the IMS.

The IMS argues that the South African manufacturing base has demonstrated resilience and
the potential to compete in the global economy, and as such provides a locus for stimulating
the growth of other activities such as services, and achieving specific outcomes such as value
addition, employment creation and economic empowerment (DTI 2002a). The perception
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Integrated Economic Action Plan
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Figure 2.4: Integrated Economic Action Plan

Source: Dobson 2002: 16
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of manufacturing in the IMS has been fundamentally reconceptualised. Gone is the notion
of manufacturing as a discrete sector. It is now viewed as a platform from which to stimulate
a far wider range of economic activity. This reconceptualisation is due to an appreciation
that competitive manufactured goods depend not only on the actual production process
involved in transforming natural products into merchandise, but also on the technology
used in production, the efficiency of communication, logistical and distribution efficiencies,
as well as issues related to packaging and marketing. Rather than focusing on the old
methods of competitiveness, namely cheap raw materials and cheap unskilled labour, the
IMS argues that new sources of competitiveness are located in the development of the ICT
sector, the impact of technological change on production processes and the importance 
of time and efficiency for production costs. The emergence of integrated supply or value
chains (in many cases transnational and influenced by the operations of multinational
corporations) is seen as the hallmark of modern production processes (Altman & Mayer
2005).

The IMS adds specificity to the MERS’s selected sectors by highlighting eight export sectors
that will be given priority. These are: clothing and textiles, agro-processing, metals and
minerals, tourism, automotive and transport, crafts, chemical and biotechnology and
knowledge-intensive services.

The IEAP, MERS and IMS chart a strong and well-reasoned path towards the attainment 
of a high-growth, export-oriented, high-value-adding, knowledge-intensive economy.
However, response to the basket of policies has been muted. When the government relies on
the indirect channel to create employment, it must not only consider measures to raise the
level of economic growth and hence the overall demand for labour in the economy, but also
employ measures to encourage more demand for labour of the variety matching the skills of
the unemployed at each level of growth. Altman and Mayer summarise the key issues of the
debate as follows:

Whether the broadening and reconfiguration of economic policy will accomplish the
objectives of higher growth and lower levels of unemployment is uncertain. There is 
still an uneasy and unspecified relationship between the objective of creating a modern,
outwardly focused economy, and the imperative of reducing unemployment among the
unskilled and semi-skilled. The former relies on a rapid increase in the skills base in
order to meet the demands of a knowledge-intensive development trajectory. This begs
the question as to where the unskilled and semi-skilled workers that currently comprise
the vast majority of the unemployed will be absorbed. Moreover, how will the pool of
skilled labour be exponentially expanded? (2005: 41)

The challenge in better aligning the labour force falls to the multitude of skills and 
training development programmes run by the government. The DTI anticipates that the
coordination between the MERS, the IMS and the National Skills Development Strategy
(NSDS) will, over time, resolve the skills-matching gap currently prevalent in the economy.

SBD and BBBEE 

Policies regarding SBD and BBBEE have been allocated their own section in this chapter, as
the government’s approach to developing policy in these two areas comprises both direct
and indirect measures.
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The government’s approach to SBD and BBBEE since 2000 has been driven by two
perceptions or realisations. The first is an acknowledgement that SBD and BBBEE in the 
era from 1994 to 2000 were not successful. The IMS states that ‘we have failed to develop a
vibrant critical mass of small enterprises that are effectively integrated into the mainstream
operations of all sectors…and black economic empowerment has also not developed at 
the desired rate’ (DTI 2002a: 19). The second shift in perception relates to the impact of
interventions to stimulate growth in the first-world economy on the second economy. This
argument was highlighted in President Mbeki’s now famous ‘two nations divide’ article in
ANC Today (Mbeki 2003b).

In this article the president argues that the majority of policies formulated in the GEAR era
had a direct bearing on what has been described as our first-world economy. He suggests
that this first economy has responded well to these interventions. However, he argues that
these interventions do not necessarily impact positively on the second economy, and
characterises the cause of this disparity of effect as a ‘structural disjuncture, [which] is
manifested in a variety of ways’ (Mbeki 2003b: 2). One key example of this structural
disjuncture cited by the president is that as the economy of the country grows, it requires
people with higher levels of skills and education than those that exist in the second
economy, rendering those in the second economy unemployable.

In conclusion the president argues that ‘we cannot and should not expect that there would
be any mechanism inherent within the first economy that would result in the latter
transferring the required resources to the second economy to enable it to outgrow its third
world nature’ (Mbeki 2003b: 3). As such, it falls to the government to ensure that this
transfer occurs via the successful implementation of programmes which address education
and training, capital for business development, social and economic infrastructure,
marketing information and appropriate technology.

While it is not possible to expand in detail on the SBD and BBBEE policies developed in the
post-GEAR era, the overall view of the research and policy community is that they remain
essentially the same as the GEAR-era policies, with emphasis being placed on improving
implementation and effectiveness via institutional reform, rather than on any broad-based
changes to the existing approach (Altman & Mayer 2005; Berry et al. 2002; Streak & Van der
Westhuizen 2004).

Dobson (2002) summarises the government’s strategy as one that, in the long run, aims 
to reduce unemployment by increasing the demand for labour through restructuring 
the economy, ensuring higher levels of integration within the manufacturing sector 
and increasing competitiveness by means of lower input costs. In the medium term, the
strategies of the government seek to generate jobs using increased public sector capital
expansion, improved labour market information, SBD, BBBEE and HRD. Finally, in the
short run the government seeks to increase the demand for labour by using fiscal expansion
to fund specific programmes in rural areas, urban nodes and specific sectors of the economy
as well as programmes targeting new market entrants. This three-pronged approach
supports the perception that in the post-GEAR era, the government has a larger role to play
in job creation in the short and medium term, using more direct channels. Many of the
policy elements are still in the design and strategy stage, so their impact is difficult to
determine as yet.
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Direct policy channels

Internationally, severe unemployment problems are traditionally met with proposals for
expanded public works and special employment programmes, to make up for shortfalls in
market-based employment.3 These programmes are easier to create, since the government
can simply make the decision to spend more on them, and they can easily be closed down
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
creating jobs for large portions of unemployed low-skill workers, and making direct wage
transfers to participants (McCord 2002; Nattrass 2004; Reynolds 1984; Rifkin 1996).

In South Africa, public works schemes have been driven by the need to actually address
socio-economic backlogs, rather than by the primary imperative of creating employment.
Job creation through construction and social welfare programmes is therefore relatively
limited in South Africa.

During the period in question, the South African government formally committed itself to
intensifying job creation in these programmes in two ways: firstly, by expanding expenditure
and labour intensity in infrastructure projects, and secondly, by expanding expenditure and
capacity in developmental social welfare programmes. The main commitments made have
been to early childhood development (ECD) and home- and community-based care.

The importance of these sectors is seen as fourfold:
• Given South Africa’s apartheid legacy and the massive backlog in social infrastructure

and services, it is easy to justify the expansion of community goods and services as this
serves to provide not only community services but also long-term jobs, skills formation
and social cohesion.

• Construction, social and  personal services have by far the highest employment
coefficients in the economy, and a large portion of these jobs will accrue to low- and
semi-skilled workers.

• The third advantage is the flexibility of government to offer incentives to expand these
sectors without fear of transgressing against support measures applicable to the
manufacturing sector under the World Trade Organisation regulations.

• Finally, the pace and direction of intervention and support can be directly managed
through the budget.

The EPWP was introduced by President Mbeki in his 2003 State of the Nation address
(Mbeki 2003a). The EPWP is described as a nationwide programme covering all spheres 
of government and state-owned enterprises. It aims to draw significant numbers of
unemployed people into productive work accompanied by a strong training component, so
that beneficiaries enhance their capacity to earn income once their employment in an EPWP
is completed (Department of Public Works 2004). The programme aims to create 1 million
temporary jobs in its first five years at a steady rate of 200 000 jobs per annum. It focuses
heavily on skills training and education of the kind that will assist programme beneficiaries
to earn an income once they exit the programme. The Department of Labour and the Sector
Education and Training Authorities are responsible for coordinating this training and
skilling programme.
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There is some contention around the design of these skills programmes. For example,
McCord (2004) questions whether the short time frames for training and job experience 
are sufficient to enable marginalised workseekers to improve their chances once they 
exit the programme (see also Chapter 25 of this volume). McCord specifically focuses 
on construction projects, which inherently run for a short duration. Her critique may 
be less relevant for developmental social welfare jobs which are more continuous. The
evelopmental social welfare programmes were still in development during the period in
question, and so it is too soon to comment on their job creation effects.

The intention of the EPWP is not necessarily to spend substantially more money on
construction, but rather to intensify labour use where it is technically feasible. This is being
done in a context where real spending on construction and building to address backlogs had
already been planned. The Deputy Minister of Finance, Jabu Moleketi, explained that ‘we
need to improve the effectiveness of public works by pooling resources across national,
provincial and local government to deliver infrastructure. We create opportunities for
employment and training by making their delivery labour-intensive. By and large we are not
talking about new money. We are talking about doing things in a different way that enhances
their impact’.4

While the EPWP was a high-profile element of the government’s 2004 election campaign,
the state says explicitly that the EPWP plays a limited role in its broader attack on poverty
and unemployment. The Department of Public Works implementation document states:
‘[W]hile EPWP provides an important avenue for labour absorption and income transfers
to poor households in the short to medium term, it is not designed as a policy instrument to
address the structural nature of the unemployment crisis’ (Department of Public Works
2004: 13).

As such, the EPWP as it is currently conceptualised has the potential to deliver successfully
with respect to short- and medium-term job creation. The programme and its longevity,
however, will be determined by the continuation of the government’s expansionary fiscal
stance and the ability of the three spheres of government to implement such programmes
effectively. Furthermore, the ability of the programme to develop transferable and useful
skills in beneficiaries, such that they can secure permanent employment once they exit the
programme, still needs to be addressed. This and other issues related to the EPWP are
assessed in greater detail in McCord’s chapter in this volume.

Altman and Mayer (2005) argue that the development of the non-traded goods and services
sector should not be pursued by governments within an EPWP framework, but should
rather be pursued as an industrial strategy parallel to the strategy supported by the MERS
and IMS. Such an approach would require supply-side policies aimed at expanding the
capacity of these industries. These would include policy measures aimed at expanding the
whole spectrum of skills in these industries and increasing formal training, accreditation
and certification. Such policy measures would assist in ameliorating the hazards of the
sector’s growth inherent in a public works programme.

Conclusion

This chapter has argued that HRD is perhaps the most crucial element of South Africa’s
growth and development challenge. The growth trajectory adopted by the government, as
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expressed in the IEAP, MERS and IMS, supports an outward-oriented growth path which
will be skills- and technology-intensive. This implies that if the unemployed, who comprise
mainly unskilled and low-skilled workers, are to be absorbed via this indirect channel of
growing the economy, they will only be successful if their skills are fundamentally 
upgraded. As these unemployed do not have the means by which to improve their skills
base, the success of their entry into the formal labour market depends on the effective
implementation of the NSDS. For those unemployed who are unable to benefit from 
this growth path, opportunities exist via the government’s SMME, BBBEE and EPWP
interventions. The additional resources made available to these programmes via the
government’s expansionary fiscal stance should in principle result in increased
opportunities, but as seen since 1994, effective implementation on the ground remains 
a challenge.

In terms of areas of focus, the post-GEAR era offers HRD practitioners substantively more
sectoral focus than in any previous period. Long-term skills requirements are anticipated to
focus on the tourism, ICT, agricultural, cultural and export sectors; and more specifically, in
the export sectors, on clothing and textiles, automotive and components, agro-processing,
mining, metals, minerals, chemicals, biotechnology, crafts and ICT. The skills required will
not only be production skills related to these sectors, but skills related to their complete
supply chain, such as logistics, marketing and distribution. With respect to the short and
medium term, skills will be required in the areas of construction and maintenance of social
and economic infrastructure and environmental services, as well as in government-
generated programmes in ECD and home-based care.

As a final remark, the key conclusion of this review is that if the government remains
committed to the current economic growth path, then the most crucial lever for decreasing
unemployment in South Africa in a meaningful way will sit firmly in the arena of HRD and
the ability of such initiatives to align the skills of the unemployed with the economy’s
demand for labour.

Notes
1 This 6 per cent figure may not in reality yield such results, if the growth trajectory is not one which

offers employment opportunities for the unskilled and low-skilled workers who comprise the majority
of the country’s unemployed (Altman 2003; Meth 2003).

2 It is also worth noting that South America fell into recession as a result of the economic and financial
crisis in Argentina and Brazil. This dampened confidence in middle-income economies. The Japanese
economy began to recover, albeit only tentatively. In the rest of Asia, previously strong growth
weakened. Although the USA economy recovered in the first half of 2002, it again lost momentum
soon thereafter. This is explained by anxiety amongst investors in response to stock market declines,
a corporate governance crisis and the threat of military conflict with Iraq.

3 Public works normally refers to government-linked construction and building. Special employment
programmes refer to all other non-construction-type programmes, from environmental projects to
community care.

4 Haffajee F, More grants no BIG, Mail & Guardian, 3–9 September 2004
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