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Introduction

Where to for the South African labour market?
Some ‘big issues’

Miriam Altman and Imraan Valodia

The labour market landscape has changed dramatically over the first decade
of democratic governance in South Africa. Of course, the most obvious
change is extremely high and rising rates of open unemployment. This was
partly caused by restructuring and capital intensification in traditional
resource-based industries, without a concomitant growth in manufacturing
or services. Historically, South Africa’s formal work places were dominated
by large public sector, industrial, mining and agricultural employers. This
changed dramatically over the 1990s due to a combination of factors such
as globalisation, product market liberalisations, intensified domestic
competition arising from easier market entry, and greater alignment of
labour market regulation. Services sectors, whether formal or informal,
have been an important source of employment growth. People in part-time,
temporary, home-based and externalised working situations can no longer
be seen as ‘atypical’, but rather as the norm. There is now a ‘diversity’ of
workplaces, and continuous movement of workers between work states –
‘core’ formal, ‘non-core’ formal, informal and unemployed.

In the initial years of the political transition, the labour market was at the
centre of economic policy processes. Very soon after the political transition,
government appointed a Labour Market Commission to research and
review options and to propose a framework for policy. Related to this, the
International Labour Organisation (ILO) embarked on a comprehensive
review of the South African labour market. Over this period, research
interest was focused very much on ‘big issues’ – active labour market
programmes, fair employment practices, affirmative action, workplace
democratisation, fair labour legislation, and appropriate labour market
institutions. This period was also characterised by far-reaching changes in
labour policy with the enactment of the Labour Relations Act, the Basic
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Conditions of Employment Act, the Skills Development Act, and the
Employment Equity Act.

Partly as a result of the availability of survey data, such as the Labour
Force Surveys, research on the South African labour market in the latter
parts of the 1990s and the early years of the new millennium tended to focus
more on quantitative research, rather than on specific policy questions.
Substantial attention was devoted to making sense of the seeming rise in
open unemployment, growing labour force participation and the expansion
of informal employment; and there has been much debate about the accuracy
of the data. We would argue that there has not been sufficient work on
broader strategic issues such as the institutional trajectory of the labour
market since democracy, and the options for inclusive and sustainable
reform. The papers in this special issue of Transformation were prepared
for an initiative led by the Employment and Economic Policy Programme
of the Human Sciences Research Council (HSRC) and Swedish International
Development Agency (Sida) to explore these broader debates.

We begin with a paper by Gus Edgren that situates South Africa in a
global context, with comparisons drawn to Brazil, Mexico, Malaysia,
Poland, Turkey and Slovakia. South Africa appears to differ in some
important respects – particularly in relation to the slow rate of urbanisation
despite the lifting of apartheid legislation, and the relatively small informal
sector. Relative to these countries, SA experienced very slow per capita
GDP growth rates in the 1990s, which partly explains the extremely high
rate of open unemployment.

Generally labour market analysis distinguishes the formal sector and the
informal sector, with studies rarely considering them together. This project
explicitly recognises the fluid boundaries between low-wage formal and
informal work. The paper by Valodia et al reviews the character of low-
wage formal and informal work, and then considers transitions between the
two. This category of worker comprises the majority of the workforce:
approximately 65 per cent of South African workers earn less than R 2,500
per month and 50 per cent earn less than R 1,500 per month. They are almost
evenly divided between formal and informal employment. The paper by
Miriam Altman shows that low waged formal workers have experienced a
fall in real earnings since the mid 1990s. Valodia et al’s paper shows
substantial churning between employment states. While some workers
experienced a positive upward move into the formal sector with higher
earnings, the main shift was from formal to informal and unemployed, and
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diminished earnings from work. In fact, 53 per cent of low-wage workers in
the 2000-2004 panel component of the Labour Force Surveys changed work
status.

The paper by Valodia et al raises a number of strategic issues, which may
be explored further. What, for example, is the dynamic between formal and
informal work? Is the informal economy a route to sustainable, albeit low-
paid, employment in the formal economy, or instead just a fallback position
for those unable to access the formal sector? Is informalisation and the
expansion of low-wage service work a response to labour market regulation?
An increasing proportion of the workforce work in low-wage, vulnerable
contexts, that involve multiple livelihood strategies. Company-linked
entitlements are increasingly the preserve of a small proportion of the
labour force.

The paper by Paul Benjamin argues that the legal scope of employment
relationships does not sufficiently accord with the emergent realities of
working relationships. Regulatory frameworks will need some review to
assess the application of law and implementation to vulnerable ‘non-core’
workers, who are not in full-time permanent positions, with limited access
to private entitlements. Some regulations and policies do reflect this: for
example, the setting of minimum wages and standards and the Basic
Conditions of Employment Act. There are others that, while possibly being
extended to vulnerable workers, may not be an appropriate instrument for
underpinning risks. For example, the Unemployment Insurance Fund (UIF)
will act as a small short-term benefit to a low-earning domestic worker who
loses her job. Moreover, the UIF may not effectively reflect that workers are
increasingly moving around the economy and need a flexible support
mechanism that enables this movement, especially where re-training is to be
encouraged: instead it may be penalising employees who want to change
workplace, be re-trained or become self-employed.

There is a public debate that calls for ‘de-regulation’, reduced regulatory
burden and changes to labour regulation. This sort of discourse puts the
clock back to pre-1994. The democratic government recognises that there
is always regulation that enables and guides appropriate balances between
efficiency and equity. The regulatory environment enables the exercise of
democratic rights and some minimum standards. The central question is
what regulatory environment underpins an appropriate balance between
equity and efficiency. The lack of empirical evidence on the implementation
of labour market regulation is a major gap, which constrains the ability to
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identify where there may be problems in relation to institutions, as opposed
to fundamental regulatory design.

Wage formation, the focus of Miriam Altman’s paper, is a highly
sensitive issue. It lies at the heart of the bargain between workers and
employers. Wages play an important role in the broader economy from both
efficiency and equity perspectives. For some time, there had been a view
that the wages of low- and mid-skill workers rose relative to high-skill
workers. Although this could be seen as a correction after many years of
exploitation, it was also perceived to be one constraint on competitiveness
and employment growth. While the real wages of low-skill workers may
have risen in the 1980s (albeit growing off a very low base), the trend
reversed in the 1990s. Instead, low-skill workers experienced a fall in real
earnings and high-skill workers had large increases. There may be a number
of explanations. Firstly, externalisation or contracting out would enable
industries to re-employ and hire on different terms. Shifting industry
structure towards services complements this. This may indicate that the
labour market is ‘flexible’ from the perspective of wage setting. On the
other hand, rising higher-skill wages is explained by cross-economy skills
shortages and capital intensification in certain sectors.

Unions and labour regulation are often seen to constrain ‘flexibility’ in
the labour market. The limited evidence available shows that these effects
mostly impact isolated sectors. For example, concern is often expressed
that bargaining council agreements are extended to un-unionised small
firms. A study using 1995 data found that 15 per cent of formal workers
were covered by councils directly, mainly in the public sector, mining and
metals. Paul Benjamin finds that extensions could apply to a maximum of
300,000 workers. Moreover, 77 per cent of the applications for exemption
made to the Minister of Labour are generally approved. On the other hand,
unions seem to have the important impact of narrowing racial wage gaps
within firms. Minimum wage determinations have also been under the
spotlight, particularly the new ones set for agricultural and for domestic
workers. A very small number of studies have been done to reflect on the
possible impact of these determinations, but these are theoretical. Few
empirical studies have been done – Altman found one case study in one
region, which found that domestic worker employers would pay a higher
wage and reduce work hours.

Altman shows that approximately 18 per cent of formal employment is
contributed by government. Although this is a shrinking share, government
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may be playing an important role in the labour market. She shows how the
public sector wage gap has narrowed relative to the private sector: therefore
the ratio of earnings of high-skill to low-skill workers is more narrow, as is
the ratio of earnings of white versus black workers. Black women earn 38
per cent more in the public sector than in the private sector. The public
sector is the main first employer of black graduates. While the Department
of Public Service and Administration (DPSA) has devoted great energy to
improving equity as an employer, relatively little attention has been explicitly
devoted to assessing the role of the public sector in the labour market.

There is an important implication arising from this complement of
studies: the most secure and highly paid jobs for the black workforce are
found in the public sector. Private sector work may increasingly involve
precarious formal jobs or precarious informal economic activity, with the
labour force regularly moving between these two latter states and
unemployment. This means that a very small and shrinking proportion of all
low-paid workers will have access to work-linked entitlements (such as
pensions or medical aid) or services (such as work-related training). There
are two possible ways of reducing the marginalisation of these workers, all
things being equal. The first is to tighten labour regulation to reduce the
precariousness of this work. Aside from being a very difficult area of
regulation to impose, the precariousness of work can often be linked to
operational requirements in services sectors. Some would argue that greater
regulation would constrain desperately needed job creation for low skill
workers. The second approach to reducing marginalisation would entail
deeper socialisation of ‘entitlements’ such as schooling, health, or work-
related training. These would need to be de-linked from the workplace so
that they are still accessible to workers moving between jobs.1 This also has
the impact of reducing the cost to private agents (that is, employers and
workers) in a context where government would like to see more low-skill
jobs, but the cost of living is high, making this type of labour uncompetitive.
In future, policy will need to recognise that: (1) money wages may become
less important than social wage-type benefits and (2) there may need to be
an increasing reliance on socialised benefits relative to private benefits.

Note
1. It is worth noting that India is in the process of reviewing a new policy to introduce

such schemes for the informal sector. The proposals cover health insurance, old age
pensions, life insurance and minimum wages. This is being reviewed under the
auspices of the National Commission on Enterprises in the Unorganised and
Informal Sector (India Times, Times News Network, 12 October 2005).
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Obituary

Tribute to Trevor Bell

It was with great sadness that many of us heard the news of the sudden
passing on Tuesday morning 17 January 2006 of Robert Trevor Bell. Trevor
Bell was arguably the leading South African economist of his generation.
His work was anchored in a deep commitment to South African development.
It was rooted in an insistence on analytical, theoretical and methodological
rigour and it was located within the context of the grand  historical and
contemporary debates in economics and political economy. And, despite
the occasional mis-characterisation of his work as being inward-looking
and nationalist, he was deeply cognisant of understanding local and national
issues within the context of long-term trends within the global economy.

Trevor will perhaps best be remembered for his work on regional
industrial development. His 1972 book entitled Industrial Decentralisation
in South Africa (OUP) and his 1973 SAJE article ‘Some aspects of industrial
decentralisation in South Africa’, were important landmarks, especially in
the context of the apartheid state’s perverse and racially-based plans for
regional re-engineering. In a 1997 piece in Transformation, Trevor re-
opened this debate, defending regional industrial promotion under the new
premises of a post-apartheid dispensation.

His trenchant disagreements with the analysis and policy recommend-
ation of the COSATU-backed, Industrial Strategy Project, and the responses
to him by Dave Kaplan and Dave Lewis, set out in the pages of Transformation
28, 30 and 31 in the mid-1990s, were important, eagerly awaited and
reminiscent of the robust and sharp debates within South African social
science in the 1970s and 1980s.

He was deeply appreciative of the real purpose of economics – that of
improving the material condition of the majority of a country’s population.
And he possessed the creative imagination essential for really top notch
scholarship, a feature all too often lacking in the work of merely technically
competent economists. His influence on a whole generation of younger
academic economists, especially in encouraging us to be bold and imaginative
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in our thinking, without compromising on analytical rigour, was both
profound and enduring.

Rhodes University held a special place in his heart. He obtained a first
class Honours and a PhD from Rhodes; his first appointment as an economic
lecturer was at Rhodes, and he held this position from 1960 to 1967. He
returned to Rhodes as Associate Professor from 1970-1973. Following a
senior appointment at Natal University, a Visiting Professorship at Colorado
(1977/8), three years at the Graduate School of International Studies at the
University of Denver, and a short time at Durban-Westville, he returned to
his alma mater, as Professor from 1984 to 1994. Given this long association,
it was not surprising that Rhodes University flew its flag at half mast on the
day of Trevor’s funeral.

I first met Trevor Bell in 1982, when he took up the position of Deputy-
Director in the Institute for Social and Economic Research at the University
of Durban-Westville and I was a lecturer in the Department of Economics.
Trevor was not known for co-authoring papers so it was a pleasant surprise,
when after many lengthy informal discussions, he invited me to work with
him on a project on unemployment in South Africa, which eventually led to
our 1984 Carnegie Conference paper, later published in revised form in
Development Southern Africa (Vol 3/4, 1984).

Although he formally retired in 2000, he never stopped writing. He
worked for the Johannesburg-based National Institute for Economic Policy
until 2003. At the time of his death he was working (with the Reserve Bank’s
Greg Farrell) on a study provisionally entitled ‘Natural Resource Abundance,
Commodity Price Cycles, Exchange Rates and South African Economic
Performance’.

Trevor was passionate about economics, but he was also passionate
about other things; cricket being one of them. He played Nuffield Schools
for Eastern Province; and he could talk at length, and with great insight
about the game, both then and now.

He will be greatly missed.

Vishnu Padayachee
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Article

International perspectives and parallels

Gus Edgren

Preface
In many ways, the apartheid era left South Africa as a ‘special case’ in the
field of labour market analysis, with large gaps of human development
particularly in older generations, a huge degree of under-utilisation of its
labour force, and difficult tensions in its industrial relations. As if this
heritage were not enough, the 1990s brought another scourge with potentially
disastrous consequences for the life and work of the people of this country,
in the form of the HIV/AIDS pandemic. For those who study South Africa’s
labour market, it is often hard to see many useful parallels with developments
in other countries, in view of all these dramatic challenges.

And yet, there is a lot to be learned from international comparisons, even
between countries with different development histories. Labour markets
function with surprising similarity in countries with very different economic
and social structures, although it is not always easy to draw analytical
conclusions from such parallels and even more difficult to base policy
recommendations on them. The focus of the present paper is not on
producing as much comparable data as possible, but on finding examples of
analyses and case histories on relevant themes that could stimulate and
deepen the discussion in South Africa. The paper is a contribution to the
Labour Market Analysis (LMA) project presently undertaken by the South
African Human Sciences Research Council (HSRC) of South Africa  with
the support of the Swedish International Development Cooperation Agency
(Sida).1 The project aims primarily to identify priorities for future labour
market research rather than to formulate recommendations for policy
intervention. That is also the purpose of the present paper.

1. Changing economic structures
In comparative studies of economic development, South Africa is mostly
treated as one among a score of countries that analysts refer to as ‘emerging
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economies’. This group of economies is very diverse, and in order to
capture the most important factors that influence demand and supply in the
labour market, it is necessary to focus the comparisons on countries that
have something in common with the South African economy. Because of its
history and pattern of economic growth, South Africa has more in common
with Latin America than with the rest of Africa, and it is often relevant to
compare its structure and the functioning of its economy with countries like
Brazil and Mexico, which also have a history of ethnic repression still
reflected in big income differences.

Table 1 shows South Africa’s basic economic data compared to six other
middle-income economies. The group has been chosen to cover diversity
rather than common patterns of behaviour, and it comprises both bigger and
smaller countries, whose income levels differ widely depending on whether
the comparison is made at Purchasing Power Parity (PPP) or by nominal US
dollar values. Since we are studying both external and internal transactions,
either of those standards is applicable to different comparisons. Other
countries will be included when they are of particular interest, but it is
useful to return to most of these six countries from time to time, to take note
of differences as well as similarities.

Table 1: Basic economic data of some middle-income countries

Sources: UNDP (2004) and World Bank (2004).

In this group of countries, South Africa is medium-sized and has a relatively
high income, if the comparison is based on domestic purchasing power. The
high Gini coefficient of inequality in the four first countries has its origins
in the availability of mineral resources (and, in Malaysia, a plantation
economy) combined with ethnic differences. The two Central and Eastern
Europe (CEE) countries still show the low income differences characteristic

 

Country Population 
million 2001 

Per Capita 
Income 

USD 2001 

Per Capita 
Income 
$ PPP, 
2001 

Gini 
Coefficient 

Human 
Development 
Index Rank 

South Africa 44.4 2,820 10,910 59.3 111 
Brazil 174.0 3,070 7,040 60.7 65 
Mexico 100.5 5,530 8,240 51.9 55 
Malaysia 23.5 3,330 7,910 49.2 58 
Poland 38.7 4,230 9,370 31.6 35 
Turkey 69.3 2,530 5,830 40.0 96 
Slovakia 5.4 3,760 11,780 25.8 39 
 



10

Gus Edgren

of the former socialist economies. South Africa is an outlier as regards the
Human Development Index (HDR), but this is a recent phenomenon caused
by the onslaught of the HIV/AIDS pandemic since the beginning of the
1990s. In the 1980s, South Africa’s HDI was closer to the other countries
in the group.

The 1990s brought a lot of changes to the emerging economies, as a result
of changing global patterns of trade and investment, but also as a result of
internal policy change. A number of middle-income countries achieved
very high rates of economic growth, particularly some of the East and South
East Asian economies. China’s economy grew by almost 10 per cent per
year, the South East Asian economies by more than 7 per cent, and the South
Asian economies by 5.4 per cent per year according to the World
Development Review. African and Latin American economies grew by an
average of 2.6 and 2.9 per cent respectively, barely enough to compensate
for population growth. The per capita growth rates of our seven middle-
income countries are shown in Figure  1. South Africa’s per capita growth
rate is the lowest in this group, but it corresponds roughly to the average of
countries in sub-Saharan Africa and is only slightly lower than the Latin
American average for this period.

Figure 1: GDP per capita growth rates of seven countries

Source: World Bank (2004).

The expanding world trade enabled many emerging economies to change
their economic structure from being dominated by primary commodities to
enjoying a growing share of manufacturing production and exports. This
was the case in particular with some Asian economies that achieved a rapid
growth of labour-intensive exports, mostly through investments by
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multinational enterprises. But a number of Latin American and East European
countries also underwent structural changes as a result of growing
international trade. Like many mineral and oil exporting countries, South
Africa suffered a loss of revenue from primary exports, but it managed to
compensate this by growing manufacturing exports. The shift to a more
open trade regime in the early 1990s brought a compensating increase in
production, but employment effects were dampened by the introduction of
more capital-intensive modes of production. Similar trends were found in
the other countries in our comparison, caused by intensified competition in
global markets.

Rising incomes and a changing structure of domestic demand and
international trade gradually changed the composition of GDP in the
middle-income countries. In some of them, in this group represented by
Mexico and Malaysia, manufacturing exports to Western markets expanded
the share of the manufacturing sector in the economy. Those among the CEE
countries that first completed their transition to a market economy, here
represented by Poland and Slovakia, also experienced a rapid recovery of
manufacturing production. For most of the high and middle-income
economies, as well as for a very large number of the poorest ones, the share
of manufacturing followed a long term declining trend, while services –
provided by the public as well as the private sectors – steadily expanded
their share of GDP. South Africa and Brazil belong to this group of
countries and did so already in the 1980s The implications for manpower
demand will be discussed in Section 4.

Social structures and processes also have a strong influence on
employment outcomes. Middle-income countries like South Africa on
average invest more than the poorer countries in developing human capacities
and protecting their citizens from misfortune. The labour market benefits
from the effects of these actions, which are undertaken by society as well as
by private organisations and enterprises. First, these facilities provide
human security and a better quality of life and work, and second, their
delivery itself offers opportunities for employment. Table 1 shows that the
Human Development Index ranking of the six middle income countries is
generally at high or medium level, with South Africa lowest at a ranking of
111 among 175 countries. This low ranking is due to the fall in life
expectancy after 1995. In that year, South Africa had an HDI that was level
with the Asian and Latin American countries in the reference group, only
exceeded by the two CEE countries. The same applies even today to South
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Africa’s achievements as regards adult literacy and gross education
enrolment.

Research priorities
In the economic debate about employment and development, International
Financial Institutions (IFIs) have strongly emphasised the rate of GDP
growth as the most important contributor to employment growth. Experience
from Asia, Africa and Latin America shows that the pattern of growth is at
least as important as its annual rate. It also shows that government policy
can influence the patterns of investment, production and employment
growth, although it is not always easy to establish exactly how these
relationships interact. Such demand side analysis is not covered by the
outline of the present Labour Market Analysis Project, but it is obvious that
it is important for employment and living standards in a long term perspective.

2. Education and its economic returns
Education is relevant to the labour market in several ways. A higher level
of education is generally considered as an entry ticket to better paid and
intellectually more rewarding jobs. When the education level of the entire
labour force of a country rises, the productive capacity of the economy will
increase, hence creating more job opportunities. With education levels
rising all over the world, foreign trade and investment presuppose ever
higher education levels among workers of all categories, and countries with
low general levels of education will have difficulties competing both
domestically and in international markets. Last but not least, in many
middle-income countries, the education sector is one of the biggest, if not
the biggest employer of trained manpower. The focus in this section will
mainly be on the economic returns to individuals that are generated by
higher levels of education.

Education levels
The last three decades have seen a very rapid expansion of general
education in South Africa, with secondary education for Africans doubling
every ten years. University graduation has grown more slowly and has only
picked up speed from 1998 onwards. A comparison with other middle-
income countries is made in Table 2. In terms of primary and secondary
enrolment, as well as in gender balance, South Africa compares very well.
Its tertiary enrolment levels are still low, however – around half those of
South East Asian economies like Thailand, the Philippines and Malaysia.
Most of the CEE and Commonwealth of Commonwealth of Independent
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States (CIS) countries, ie former Soviet Union (minus the Baltic States),
have had high enrolment levels for a long time, and most of them managed
to maintain them through the transition. The tertiary enrolment level of
countries like Poland, Bulgaria and Russia is still significantly higher than
other middle-income countries. The rate of secondary enrolment in Brazil
is the result of a recent effort on a scale that poses a challenge to the quality
of education. Its secondary enrolment rate rose from only 15 per cent in
1990 to 71 per cent in 2001, which indicates an extraordinary effort. Its
tertiary enrolment level, on the other hand, remains in the low range.

Table 2: Education enrolment in selected countries, 2001

Source: UNDP (2004a) and UNESCO (2005).

Although the broad coverage of South Africa’s education compares
favourably with many other middle-income countries, there are some less
reassuring signs as regards the orientation of study. International comparisons
show that the proportion of students in science, maths and engineering as
per cent of all tertiary students is around one-third in industrialised countries
and in the CEE countries as well as in Mexico, while it is 22-23 per cent in
Brazil and Turkey and 18 per cent in South Africa. A high share of science
and maths students is commonly regarded as an investment in future
industrial competitiveness. What makes this question particularly thorny
for South Africa is that black and white students at higher institutions of
learning have strongly diverging bias in choosing their fields of study.
Miriam Altman (2004) has shown that about 70 per cent of black students
enroll in humanities and social sciences and in education, while the
corresponding proportion of white students is 44 per cent.

 

Country 

Combined 
primary & 
secondary 
enrolment: 

females 

Combined 
primary & 
secondary 
enrolment:

males 

Net Primary 
Enrolment 

Net 
Secondary 
Enrolment 

Gross 
Tertiary 

Enrolment 
 

% of 
tertiary  

students in 
Science, 
Maths & 

Engineering 
South 
Africa 

78 78 89 57 15.0 18 

Brazil 97 93 97 71 18.2 23 
Mexico 74 74 103 60 21.5 31 
Malaysia 74 71 98 70 26.6 n.a. 
Poland 91 86 98 91 58.5 n.a. 
Slovakia 74 72 89 75 32.1 43 
Turkey 54 65 89 41 24.8 22 
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Conventional wisdom has it that an entrant to the labour market has a
higher chance of getting a good job, the higher their education; and chances
of remaining employed are also enhanced by longer education, preferably
updated by repeated studies and courses. Support for this hypothesis is
provided by a number of studies that estimate positive returns to education
(see for instance Psacharopoulos 1993). But most of these studies cover
only those who are employed, and there is plenty of evidence of unemployed
university graduates, particularly in developing countries that have
maintained high rates of tertiary education for several decades.

Economic returns to education
The increase in income that can be gained by an individual by adding one
more year of schooling is often referred to as the economic return to
education. These returns can be calculated either from the point of view of
the individual (private returns) or from society’s point of view, deducting
the costs of public subsidies (social returns). In this context, we shall
discuss private rather than social returns, since our perspective is based on
the individual’s options and preferences in preparing his/her entry into the
labour market.

The returns to education are to a large extent determined by the structure
of demand for various types of manpower. Rising differentials between
unskilled and highly skilled employees are characteristic of labour markets
all over the world since the mid-1980s, a tendency that is widely regarded
as induced by globalisation of trade and changes in technology. The rise in
earnings differentials with respect to education has had different strengths
in different economies, due to a large range of factors, such as the capacity
of the education system and the structure of labour demand in the national
economy. Expanding education systems increase the supply of educated
job-seekers and would therefore tend to dampen economic returns to
education. The introduction of universal primary education in some middle-
income countries, for instance, has brought the return to one additional year
at primary level close to zero, while the average level for African and other
poorer countries still remains around 20 per cent (Psacharopoulos and
Patrinos 2002). A similar trend can be observed in industrialised countries
where post-secondary education has expanded to a point where the return
from a year of tertiary education averages less than 10 per cent.

Likewise, South Africa has moved from whatever affinity to the ‘African’
pattern that it may have had, closer to those of the middle-income countries.
A study by GJ Trotter in 1984 of metropolitan Durban quoted by
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Psacharopoulus (1993) produced rate of return figures very close to the
African patterns: primary level 22.1, secondary 17.7 and tertiary 11.8 per
cent. More recent studies have produced very different results. Fryer and
Vencatachellum (2003) studied the education and employment of women in
1989-90 in 331 households of the Machibisa township in KZN and found
that primary education gave no returns at all in terms of wages and
employment, while the lower secondary education was highly profitable.
The upper secondary did not give any value added, which seems a bit
strange, given that clerical jobs require a full secondary education.2

The differentials between average monthly wages in South Africa with
respect to education levels in 1995, given in Table 3, were quoted by
McCord and Bhorat in the HSRC’s Human Resources Development Review
(2003:129).

Table 3: Median monthly wage by education level, 1995

Source: Stats SA (1996).

These earnings differentials are very high by international standards. The
table below gives comparable data from Latin American countries, some of
which are regarded as providing very high returns to post-secondary level
education.

Table 4: Earnings differentials in Latin America. No schooling group
=100.

Source: América Latina frente a la Desigualdad, Interamerican
Development Bank (IDB) (1988-99).

 

Education level Median wage 
(Rands) 

Per cent of 
‘no education’ 

No education 501 100 
Grades 1-7 631 125 
Grades 8-11 1,248 249 
Matric 2,420 483 
Tertiary 3,500 699 
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A study which allowed controlling for the very strong interaction by the
racial factor in South Africa was made by David Lam (1999) on the  South
Africa October Household Survey (OHS) data for 1995. This is a large
Statistics South Africa (SSA) survey based on interviews with 32,000
households, and contrary to most other studies of returns to education, it
covers the whole labour force and not only those employed in large
enterprises. It was made as part of a comparative study with Brazil, to which
we shall return shortly. For non-white men, the earnings per year of
education did not rise significantly until after five years of schooling, from
where the rise was very rapid: at nine years of schooling, the average income
was double that of the ‘no education’ group and at university level it was ten
times the earnings of non-white men with no education (see Figure 2). The
earnings differentials for white men rise less steeply, although comparisons
are difficult due to the lack of observations at primary level. It is important
to note that unemployment and zero earnings amounts to around 30 percent
among non-white men with less than 12 years of education, a factor that
significantly reduces their average earnings. Unemployment is one of the
major factors of inequality, together with the racial factor.

Figure 2: Earnings per year of education, South Africa

South Africa: Monthly Earnings by Highest Grade 
Completed, Men age 30-49
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David Lam’s study was designed to examine the role of earnings differentials
in two countries (South Africa and Brazil) with extreme income total
differences, to find out what a wider distribution of education at all levels
could do to reduce the overall dispersion. In Brazil, as in the South African
case, he distinguished between whites (57 per cent in the comparison) and
non-whites (43 per cent). The Brazilian national household survey 1995
comprised 85,000 households, and the base for comparison with the South
African data presented above was 40,505 men age 30-49. Education was
much less widely distributed in Brazil than in South Africa of 1995, the
median number of school years for the two groups being 8.3 years for the
South African men and four years for the Brazilians. The percentage with
no schooling at all was much higher in Brazil than in South Africa: 23.4 per
cent of the non-whites and 8.3 per cent of the whites.

The percentage of Brazilian men with zero earnings was much lower than
in the South African group: 10.5 per cent of non-whites and 8.7 per cent of
whites. As in South Africa, zero earnings are significantly less frequent at
education levels above 12 years. The difference in earnings between
university level and primary level would be 25 per cent less in South Africa
in the absence of a zero earnings group (ie at full employment) and 9 per
cent less in Brazil. Figure 3 shows a graph comparable to the one for South
Africa (Figure 2).

An interesting difference between the two countries is that an additional
year of education gives high economic returns in Brazil even at the primary
level, while the returns in South Africa are low. In Brazil, the returns rise
progressively with the number of years and change to a steeper gradient
from ten years upwards. The gradient in that phase is quite similar for all
groups, white and non-white, Brazil and South Africa. The racial earnings
differential, however, is relatively smaller at the university level than at
secondary level in both countries, although on average it is much bigger in
South Africa.

Racial wage discrimination
Racial wage discrimination, ie using different standards of
remuneration for persons with different ethnicity but with the same
‘productive characteristics’ (such as education, occupation, age or
productivity), has been studied in many countries, in particular the
US. The most common method is decomposition of each one of the
‘productive characteristics’, leaving an unexplained residual that is
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assumed to be caused by ethnic discrimination. It is important to
remember that access to the ‘productive characteristics’  may be
subject to discrimination, so the racial residual does not tell the
whole story.

In David Lam’s data set, the differences have been ‘decomposed’
by controlling for sex, education and racial factors. The white male
average wage for the lowest education level where whites are
represented, 8-10 years, is 3.7 times the non-white wage at the same
level. This differential falls with rising education levels to 2.2 times
in the group with university education. In contrast, the differential in
the Brazilian material is highest as 45 per cent for the group with no
education at all but is fairly constant around 30 per cent for all other
levels up to university.

In South Africa, a decomposition study was made based on OHS
data by Paul Allanson and Jonathan Atkins (2001), who controlled
the racial average wage differences 1993-99 for age, education,
occupation, economic sector, trade union membership and geographic
residence. The unscrambled wage data had indicated that the
differences between African and European wages were narrowing,
but this could be a result of rising levels of education. The Allanson-
Atkins study showed a compression of the unexplained residual in
the difference between African and European wages from 1993 to
1995 and then some reversal towards the end of the period.
Differentials arising from discrimination were smaller than the ones
one can derive from Lam’s study but seemed to be very stubborn.

The World Bank has studied ethnic discrimination in Latin America
(Patrinos 1994) and found that the ethnic factor had relatively small
effect on wage differences in most countries, but that it explained
around half of the differences in Guatemala, Mexico, Peru and
Brazil. The biggest differences were found in Brazil.

Very few systematic studies of ethnic discrimination comparable
to the South African findings have been made in other developing
countries.

A conclusion that can be drawn from these comparisons is that the more
even distribution of education in South Africa is reflected in lower returns
to primary and secondary education than in Brazil. One might expect that
the accelerated growth of university education for non-whites in South
Africa since 1995 may in due course lower the returns to higher education
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as well. International evidence points in a different direction, however, for
the simple reason that earnings levels are sensitive not only to supply but to
demand. Studies of the changes in returns to education during the 1990s in
both Brazil (Blom, Holm-Nielsen and Verner 2000) and Mexico (Lopez-
Acevedo 2001) show that in spite of expanding university populations,
economic returns to tertiary education have been rising. This is generally
ascribed to changes in labour demand, with service sectors growing relative
to manufacturing and a growing emphasis on formal education among
employers. Some authors talk about a tendency towards ‘skill-biased
technological change’, which entails using skilled workers for tasks that
were previously performed by workers with much lower formal education
and training. It is doubtful, however, whether exaggerated demands for
education can be sustained for very long in the face of economic realities.
A more likely reason is that the knowledge requirements of the work process
are universally rising, partly as a result of a changing international division
of labour. This is likely to maintain the returns to tertiary education in
middle-income economies even as the number of graduates is expanding.

Figure 3: Earnings per year of education, Brazil

Brazil: Monthly Earnings by Highest Grade Compl., 
Men Age 30-49 
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Research priorities
There is a strong case for research into the factors that guide (a) the
students’ choice of stream and (b) the employers’ strategy for hiring skills.
There are probably both institutional factors and traditional thinking
involved, and there are great risks of individuals investing in education that
has low economic returns. It is important to give both students and employers
the best information possible about current labour market prospects in
various fields, even though these prospects can change quite fast (and be
influenced by the forecasts themselves). A new Labour Market Dynamics
study along the lines of Standing, Sender and Weeks (1996) would be useful
as a base for such studies, as well as for many others covered by the LMA
project.

There are many indications that the returns to education of women are
very different from those of men (see, for instance, Fryer and Vencatachellum
2003) and that they are changing over time. It would be interesting to pursue
the same type of study as that of David Lam for both sexes, and in the present
labour market situation. It is also important to get a better handle on the
occupational structure, which interacts with education, gender and race in
a way that may obscure the forces at work. The possibility of refining the
occupational classification of an OHS sub-sample may help in throwing
light on these forces.

3. The wages-employment trade-off
The most common measure for describing the labour absorption of economic
growth is the concept of employment elasticity, which is calculated as the
ratio of employment growth to output growth. While this concept is useful
for descriptive purposes, it is difficult to use in analysis. The elasticity
measure conceals more than it reveals, since its implicit production function
is unknown. When either numerator or denominator is negative, the value
of the ratio will be difficult to interpret.

A more useful approach for analysing the growth-employment-wages
relationship has been developed by Dipak Mazumdar (2003) in the form of
a decomposition exercise, in which the total production growth in
manufacturing is broken down into four factors:
1. Employment changes;
2. Real wage changes;
3. Changes in the Wages/Value Added ratio;
4. Changes in the Domestic Real Exchange Rate (DRER).
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Factors 3 and 4 are necessary to make the components add up. When
factor 3 is negative, it means that a certain share of the output increase is not
available for distribution in the form of wage increases. Factor 4, the DRER,
is the change in the ratio of producer to consumer prices. If the rate of
consumer inflation is higher than that of producer prices, this is a leakage
that will reduce the scope for real wage increases. Mazumdar’s method of
accounting for the way the cake of growing production has been divided
between capital and labour is more sophisticated than the usual one of
splitting total output growth between capital and labour, since it also takes
into account the price changes that affect the real value of the shares that
each party has taken.

The growth paths of different countries and regions of the world have
differed widely with regard to the relative sizes of these components. By
using a United Nations Industrial Organisation (UNIDO) dataset, Mazumdar
(2003) has calculated the breakdown of manufacturing growth rates for four
different regions, East and South East Asia, OECD member countries, Latin
America and the Caribbean, and Eastern and Southern Africa (eight countries,
not including SA). A summary of the results is given in Table 5.

Table 5: Decomposition of real wage growth rates in manufacturing,
four regions

Source: Mazumdar (2003)

 

Period/Region 
Real 

Wage 
Growth 

Output 
Effect 

Employment 
Effect 

Wage 
Share 
Effect 

Price 
Effect 

1971-80      
East Asia   5.32 11.47  5.77 1.07 -0.41 
OECD  1.72 3.27 -0.23 0.99 -1.78 
Latin America -2.13 1.83 -0.64 0.97 -4.60 
Africa (E&S) -3.44 2.34  4.45 0.85 -1.33 
      
1981-92      
East Asia  5.17 12.04  4.36 1.09 -2.53 
OECD  1.35 3.03 -0.31 0.80 -1.99 
Latin America -3.13 1.77 -0.78 0.97 -5.68 
Africa (E&S) -4.36 3.66  3.59 0.87 -4.43 
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The patterns of growth and distribution over the different components show
a number of striking differences, some of which are relevant to the present
enquiry. It is important, however, to point out at the outset that the
decomposition does not tell us anything about the causes of these changes
and differences. These are subject to influences from a large number of
factors, in particular from changes in technology, investment climate, trade
flows, manpower demand and supply, government policies, industrial
relations and institutional behaviour. The usefulness of the decomposition
as an analytical tool depends on the quality of data that explain the changes
in those factors, which are often closely interrelated. For instance, as Adrian
Wood (1994) has shown, competition from low-wage producers in
developing countries did not only lead to contraction in labour-intensive
industries in the West but also to technological change. Both these factors
led to increased productivity and created room for wage raises, but not
necessarily for increased employment. Hence, the drop in labour absorption
in OECD countries from the 1970s onwards was caused by a complex chain
of influences rather than by one single factor (wages being the usual
suspect).

In brief, the different patterns indicate that Latin American workers have
suffered large losses of real income in spite of a modest output growth. A
major factor behind this seems to have been persistent inflation. In East
Asia, the results of a high rate of production growth were shared between
wage increases and employment growth. In a more detailed comparison of
South Asia and China, Mazumdar shows that the distribution in China in the
80s favoured employment over wages, while the opposite trend was evident
in South Asia. Whatever the reason for this shift, it benefited China in its
competition for international markets. In Eastern and Southern Africa on
the other hand, employment continued to grow even as real output fell,
which was made possible through rapidly falling real wages, leaving the
African industries at the end of the 1980s overstaffed as well as underpaid.

A similar decomposition of South African data was made by Mazumdar
and van Seventer (2002). A summary is given in Table 6. The table shows
that real output growth was about equally shared between wage increases
and employment increases in the 1970s. Stagnating growth in the 1980s
gave a small increase in employment through a corresponding fall in real
wages. This pattern is broken in the last five years of this 30 year period,
when real wages increased, seemingly at the expense of employment.
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Table 6: Decomposition of real wage growth in South African
manufacturing

Source: TIPS South Africa Standardised Industry Data Base and
authors’ own calculations.

These figures indicate that the easing of restrictions on trade unions in the
1970s and 1980s did not lead to wage increases that were harmful to
employment growth, since they did not claim a greater share of the growing
wealth than the share of wages in total production costs. In the second half
of the 1990s, however, there was a dramatic shift, which entailed accelerating
growth of real wages with a corresponding fall in employment. Some of this
shift can be explained by capital deepening, driven by harder international
competition, particularly in manufacturing. It is fair to assume that the
higher pay increases of the later half of the 1990s were one of several factors
that dampened employment growth during that period, but there is no
evidence that it represents a significant paradigm shift in the division of
proceeds between capital and labour in South Africa.

Woolard and Woolard (2004) have examined National Household Survey
(NHS) data for formal sector earnings in different occupational categories
and find that the narrowing of skills and racial differences that were
characteristic of the 1970s and 1980s has not been continued during the
period 1995-2003, and that the real wages of unskilled workers have
actually declined since 1999. The pay rises of the mid-1990s would thus not
seem to herald a new era in South African wages policy. In fact, the more
recent South African experience of widening pay differentials conforms to
a pattern observed in both industrialised and emerging economies in the
1990s, with stagnant or falling real wage levels for the lowest paid categories
of workers. As in other emerging economies, a hardening pressure from
international competition will likely dampen efforts to break out of that
pattern.

Figure 4 shows manufacturing real wage increases in the countries
reviewed in Section 1. The South African wage increases do not stand out

 

Period Real Wage 
Growth 

Output Effect Employment 
Effect 

Wage Share 
Effect 

Price effect 

1970s 2.6 4.4  2.4 -0.3  0.5 
1980s -0.4 1.0  0.3 -1.5 -1.1 
1990-95 1.0 1.0 -1.2 -0.9 -1.1 
1995-2000 3.9 0.6 -3.0  0.9  0.2 
1990-2000 1.8 1.4 -1.5 -1.4 -1.1 
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as very big in comparison, particularly if production and productivity
increases are also considered.

Figure 4: Real wage increases in manufacturing in the 1980s and 1990s,
in selected economies

Source: ILO-KILM (2003).

Research priorities
Almost all attention in this discussion in South Africa (as well as in many
other countries) has been focused on manufacturing. This is understandable
in view of the strategic role of this sector in technological innovation,
exports and linkages to all other sectors. Manufacturing will remain an
important sector for economic policy, even if it no longer has a lead role in
employment creation. But it is also necessary to examine the potential for
productive employment generation in services and utilities. UNDP’s Human
Development Report for South Africa (2004 b) suggests that South Africa
has under-invested in the expansion of quality services and the maintenance
of social service infrastructure. UNDP also suggests that the government
should devote more attention to potential exports of services, such as
tourism. International comparisons of public service capacity are notoriously
difficult to make because of incompatible data, and it should be a priority
for research to assess to what extent and in which lines of activity the public
sector needs to expand to provide the necessary social and economic
infrastructure. Manpower requirements in public health must be updated in
view of expected attrition due to the HIV/AIDS pandemic.

Real Annual Wage Increase in Manufacturing, 
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4. Employment protection and competitiveness
There is an old and never-ending debate about the effects on employment
of institutional mechanisms to protect jobs and incomes of workers. Trade
unions argue that legislation and collective agreements regulating advance
notice, dismissals, temporary employment, severance pay, redeployment,
retraining and redundancy benefits will raise productivity by providing a
stable and well-motivated labour force. In some cases, union officials have
even argued that legislation and other mechanisms protecting those who are
employed will actually lead to lower unemployment. Employers, on the
other hand, argue that all these rules and benefits impose costs that will
make industry less competitive internationally and may hence reduce
employment. South Africa is no exception in this regard, with World Bank
economists falling in on the side of the employers (Fallon 1992, Lewis
2002, Black and Rankin 1998).

There is a valid theoretical base for suspecting that regulations protecting
the rights of those already employed could impinge on the opportunities of
those who are unemployed or have not yet entered the labour force. The
Lindbeck-Snower (2001) theory of how those who are already employed
(‘insiders’) manage to block the entry of newcomers to the labour market or
workers laid off in other establishments (‘outsiders’) is easy to verify in
establishments with strong protective institutions, whether they are legislative
or the results of collective bargaining. If the insiders press their advantage,
they will exact a monopoly rent on the employer, and indirectly on the
outsiders who will be deprived of job opportunities.

The impact of employment protection regulation depends entirely on
how it is designed and managed. A study has been made by OECD
comparing its 19 members with regard to the strictness of employment
protection legislation (OECD 1999). An index was constructed based on a
number of factors, such as advance notice, severance pay, definition of
unfair dismissal, rules for collective dismissal, temporary and fixed-term
work regulation. Countries with a high stringency of legislation were mostly
found in southern and continental Europe, while among the least stringent
cases were the US, Australia, UK, Japan and the Scandinavian countries.

The OECD study found that the strength of employment protection
regulation had no significant effect on the overall level of unemployment,
but it had very noticeable effects on the structure of employment and
unemployment, insofar as stricter regulation led to a higher proportion of
adult men with long tenure among the employed and to an increasing
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proportion of women and youth and cases of long-term duration among the
unemployed. It probably also led to lower participation rates, although this
tended to be counterbalanced by an increase in the proportion of self-
employed among the economically active population. On the whole,
protective legislation seemed to have an impact on who was to be unemployed
rather than on the overall level of unemployment.

Less stringent regulation of employment security does not necessarily
mean leaving the workers to the unfettered play of the market forces. The
ILO has studied how a balance is struck between the workers’ needs of
stability and the employers’ needs of flexibility, in some countries with
relatively flexible regulation of employment protection, such as Denmark
and the Netherlands. Auer and Cazes (2003) found that a combination of
flexibility and security termed ‘flexicurity’ could be found in those countries,
based on certain general principles that satisfied the requirements of the
social partners. The first principle was to reach a consensus about the
macroeconomic policy that formed the base for employment generation. In
the Netherlands and Ireland, this consensus developed into an
institutionalised partnership to ensure that employment objectives remained
at the forefront of public policy. The second principle was that labour
market changes were managed by the local partners with the full support of
public institutions that provided income security and support for mobility
and retraining. In recent years, these functions have expanded the negotiating
role of unions and employers at local level.

The policy mix that the ILO calls ‘flexicurity’ would not be possible
without strong institutions that provide income security (eg unemployment
insurance, mobility incentives) and assistance in finding and acquiring
employable skills. The advantage with the social insurance approach to
redundancy and restructuring is that it spreads the burden among many
enterprises and over time, while the ad hoc approach used in most developing
economies places the burden on those workers and enterprises that happen
to be affected by the crisis, at a time when they are least capable of coping.
An interesting departure from the latter was the public fund that was
established by Singapore in the 1970s to finance re-education and
restructuring, at a time when Singapore was still an emerging economy. As
a result of a very high rate of forced collective savings in this fund during
the 1970s, Singapore could successfully manage the transition crisis that hit
its economy in the early 1980s, as mentioned above. The transition in
Eastern Europe and CIS countries had some help from the remnants of their
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social security systems, but in many of those countries the public finances
quickly deteriorated to a point where large numbers of workers were thrown
out into unemployment without any public support (Cazes and Nesporova
2003).

The international trends indicate that industrial relations systems all over
the world are under increasing pressure and that, more often than not,
employment protection is at the centre of controversy. Trade union density
figures have been falling for some time in most industrialised countries, as
a result both of a reduced labour market presence of traditionally well-
organised sectors like manufacturing and of a growing prevalence of
individual rather than collective bargaining. Bargaining is increasingly
carried out at the level of the firm rather than at central or industrial level,
a tendency which does not necessarily weaken the unions but inevitably
widens the differences between negotiated outcomes. The pressure from
international competition on individual firms is now leading to local
bargaining which in some cases takes back some of the benefits that workers
have won in negotiations at national or industry levels and even undercuts
levels determined by law.

A study of negotiations for job protection in industrialised countries
undertaken by ILO’s Labour Law and Labour Administration Department
(Osaki 1999) shows that although industrial relations systems differ widely
between countries in their general philosophy as well as in the way they are
managed by different actors, the universal pressure to maintain
competitiveness is forcing them all to give more flexibility to the enterprise
level. The pressure is not confined to export industries or import-competing
manufacturing firms but it also affects the tertiary sector, public utilities as
well as private services. The changes have been most dramatic in the cases
of UK and Australia, where the influence of the trade union movements has
been drastically reduced. In France, where government has traditionally
played a strong role in industrial relations, direct interventions to rescue
jobs or to influence conditions like working hours have been frequent but
this has not halted the decline of the union movement. In Ireland and the
Netherlands, on the other hand, national consensus on employment policy
has been sought by the social partners and is being applied with some
success in local level bargaining.

In Germany, the centralised bargaining pattern of the past was dramatically
dissolved in the 1990s through a series of enterprise-level ‘employment and
competitiveness pacts’ that effectively reduced the benefits achieved at
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national level in the interest of maintaining jobs. The participation of unions
in Germany and elsewhere in Europe in lowering employment conditions
under the pressure of competition has sometimes been called ‘concession
bargaining’, the employer’s concession being a reduction of anticipated job
losses. This problem has become acute with the access of Eastern European
countries to the EU. Firms in high-wage EU member countries are now
holding both local governments and trade unions to ransom with the threat
of moving production to low-wage Eastern European countries.

Even in Japan, with its tradition of life-long employment and low levels
of unemployment, in the harder climate of globalisation and the erosion of
the tradition of life-long employment, local unions have agreed to lower the
level of employment benefits to maintain competitiveness.

South Africa has an elaborate institutional framework for protecting
employment and labour standards which is partly built on modern concepts,
partly on an old and rather dubious heritage of discretionary ministerial
intervention. The different elements are not always coherent and give the
industrial parties very demanding roles, both at macro and enterprise levels
(Standing et al 1996). Although it has been criticised by employers for
being rigid, its regulations are by no means unique and would not seem to
be excessively complex or rigid compared to the legislative systems of, for
instance, India or Brazil. Even though the regulations are not exceptionally
rigid, however, there are worrying signs that the way they are managed
poses big administrative problems to employers and delays and uncertainty
to the workers. Paul Benjamin (2005) quotes a number of sources which
complain of delays and estimates the number of dismissal cases submitted
to the CCMA for arbitration as 100,000 per year, a clear indication of
management problems. A system which clogs up in this way has difficulties
ensuring that the potential for job creation is fully utilised.

The international experience quoted above demonstrates that even a
strong industrial relations system like the German one must be flexibly
managed if job opportunities are not to be lost. It shows that industrial
relations and job protection systems must constantly be updated to withstand
the global challenges of competition, technological change and emerging
new modes of employment, like different forms of outsourcing and
subcontracting. The current South African system has its strengths in
industries where both partners are strong and have established common
modes of operation, but it is weak in many important sectors. Union density
is between half and two-thirds in large mining and manufacturing enterprises
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but less than a quarter in non-government services. This means that the
industrial relations machinery is weak in those industries where employment
is growing fastest, such as private services and small enterprises in general.

Research priorities
It is useful to study the international experience in employment protection,
not only with respect to the legal instruments but in particular to how they
are managed by the State and the industrial parties. Recent developments in
industrialised countries would be more relevant and provide a better guide
for South African discussions than those in less developed countries. The
present system of unemployment insurance should be expanded to stimulate
occupational and geographic mobility. As to current hiring and firing
practices in South Africa, the labour dynamics study mentioned in Section
3 could help throw light on how the system is managed at the enterprise
level.

5. Concluding remarks
This review of different aspects of the labour market suggests that there are
many lessons to be learned from international comparisons. South Africa’s
problems of economic structure and growth are similar to those of other
middle-income countries, particularly in Latin America, where the formal
economy fails to provide enough jobs for a growing labour force. Many of
the factors that influence the growth of productive employment and wages
are the same in South Africa as in Brazil or Mexico. South Africa has so far
not grown an informal economy large enough to absorb a significant share
of those excluded from the formal economy. In this regard, there are more
similarities with the labour markets of the CEE countries, and the way the
informal economy is beginning to emerge in some of them. As regards the
HIV/AIDS pandemic, some neighbouring African countries have a longer
experience of its impact, although their data bases are mostly weaker than
that of South Africa. When it comes to inter-racial wage differences,
however, South Africa remains in a category of its own. No other countries
have racial wage differentials of a comparable magnitude, and the
discrimination is so ingrained in social and economic structures that it is
difficult to find international examples of models for radically eliminating
it.

A more serious potential threat than pay differentials, however, is posed
by the differences in living standards between those who have jobs and
those who don’t. To avoid a serious political recoil from the unemployed,
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government must find ways of making economic growth absorb more
workers in productive employment. This may call for structural changes
that will not only create new jobs but will make some existing jobs
redundant. To avoid placing the brunt of the burden of adjustment on
vulnerable groups, it is necessary to develop a social insurance system that
both protects the incomes of workers and facilitates occupational and
geographic mobility.

Notes
1. The present is a condensed version of the paper, leaving out sections covered

by other authors.

2. Occupational factors may have interfered with the regression. It is also
important to note that the labour market of this township has a limited range of
occupations, which makes it difficult to get adequate data for studying the
tertiary level.
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Beyond ‘lean’ social democracy: labour law
and the challenge of social protection

Paul Benjamin

Introduction
Background
Establishing a new framework for labour market regulation has been one of
the most significant achievements of South Africa’s democratic government.
The process of social dialogue over labour legislation that emerged in
apartheid’s latter years was institutionalised and broadened by the
establishment of National Economic Development and Labour Council
(NEDLAC) in 2004. NEDLAC became the forum for negotiations on a
quartet of labour laws: the Labour Relations Act (LRA) of 1995; the Basic
Conditions of Employment Act (BCEA) of 1997; the Employment Equity
Act of 1998; and the Skills Development Act of 1999. In broad terms, these
laws sought to establish core worker rights, facilitate South Africa’s
reintegration into the world economy and overcome apartheid’s inheritance
of a labour market marked by high levels of inequality and unemployment,
and low levels of skill and productivity. The International Labour
Organisation (ILO) has described the process of social dialogue development
over these laws as ‘intense, constructive and effective’.

The second five-year parliamentary term can be seen as a period of
review and adjustment. The tone was set by President Mbeki’s opening
address to Parliament in 1999, in which he announced a review of labour
legislation to identify rigidities introduced by the new laws and any
unintended consequences for job creation and business.1 The following
year, the Government published proposals to amend the BCEA, the LRA
and the labour provisions in the Insolvency Act. After extensive negotiations,
these Acts were amended in 2002 with organised labour blocking many of
the reforms Government has set out to achieve. In 2001, a modernised
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Unemployment Insurance Act was passed, and in 2003 the Skills
Development Act was amended.

The Department of Labour’s Programme of Action and Strategic Plan for
2004-2009 emphasises the continuity of labour market policies. It stresses
the need for the impact of legislation to be monitored and evaluated, for
increased capacity to be devoted to implementing and enforcing existing
laws, and for labour market policy to be harmonised with broader government
polices on job creation.

However, the theme of review and adjustment was returned to in President
Mbeki’s February 11, 2005 State of the Nation address. He announced that
as a result of a review of the regulatory framework applicable to small,
medium and micro-enterprises, the government would implement during
2005 ‘a system of exemptions for these businesses with regard to taxes,
levies, as well as central bargaining and other labour arrangements’.

This theme of exemption and de-regulation was continued with the
circulation of an ANC policy paper, arguing for the introduction of a two-
tier labour market in which businesses with fewer than 200 employees
would be exempted from much (exactly how much is not specified) of the
labour laws (ANC 2005). Following a high profile debate which began
within the press and ANC policy-making circles, both these initiatives have
been temporarily shelved pending further investigation and research. During
this debate, it emerged that the regulatory review referred to by the
President only dealt with the red-tape requirements of labour law such as
registration and did not attempt to measure the benefits of labour regulation.

Themes
This article seeks to examine three inter-related issues that are central to
policy-making on the future direction of labour market regulation in South
Africa. The first of these is an examination of the impact of changes in the
nature of work and the labour market on the efficacy of labour law. In
particular, it will examine the implications of a 2004 report published by the
Department of Labour, which shows that increased levels of informalisation
in the labour market have eroded labour protection for South Africa’s
workers. This discussion is preceded by an examination of international
debates on the impact of changes in the nature of work on labour market
regulation for policy-making in South Africa.

A second concern is to examine the potential intersections between
labour legislation and those laws that create the broader social security net.
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This analysis draws on the characterisation of South Africa as a ‘lean’ social
democracy in which labour market regulation has tended to encompass the
constitutional and legal rights of employees at the expense of direct
transfers of income and security benefits. (Bhorat, Lundall and Rospabe
2002) It will be suggested that effective labour market policy requires
policies that span the divides between labour law and areas such as social
security, as well as the traditional institutional divides within labour law,
most significantly that between social insurance and skills development.

A third purpose of this article is to examine the effectiveness of the
different regulatory strategies adopted in South African labour statutes to
achieve their goals. Post-apartheid labour laws adopt a range of regulatory
strategies to translate policy goals into change within the workplace and the
labour market. It is now possible to examine the extent to which those
strategies have succeeded in achieving goals such as combating inequality
in the workplace or overcoming the skills deficit. In this regard, the paper
draws on the study of how regulation is concerned with the use of law (and
other mechanisms of regulation available to the State) to achieve the goals
of social policy. This approach proceeds from the premise that states are
able to make choices about the regulatory strategies that they adopt to
influence industrial, economic or social activity. These strategies may
include, for example, criminal prohibitions, economic incentives, rights to
litigate, or polices of self-regulation (Baldwin and Cave 1999). This article
seeks to highlight the significance of appropriate choice of legal strategies
for labour law or any other form of social regulation to achieve its
transformative goals.

Labour law and the changing nature of work
International developments
According to the International Labour Organisation (ILO 2000, 2003 and
2005), changes in the nature of work have resulted in situations in which the
legal scope of employment relationships does not accord with the realities
of working relationships. As a result, over the last two decades increasing
numbers of workers do not enjoy labour protection. The increase in the
number of unprotected workers is linked to a range of factors such as
globalisation, technological change and transformations in the organisation
and functioning of enterprises, often combined with restructuring in a
highly competitive environment. The impact of these factors is uneven and
in some countries they have energised labour markets, and contributed to
growth in employment and new forms of work. Enterprises have organised
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their activities to utilise their workers in increasingly diverse and selective
ways, including use of a variety of forms of contracts and the use of sub-
contractors, self-employed persons and temporary employment agencies.
As a result, disputes or uncertainties concerning the legal nature of the
employment relationship take place increasingly frequently. Increasingly,
employment relationships may be objectively ambiguous, or employers
adopt strategies to disguise them (ILO 2003).

Changes in the nature of enterprises have resulted in a transformation and
polarisation of employment relations. At the high end of this spectrum are
knowledge workers associated with the rise of the ‘new economy’ and
networked organisations (Fudge 2005, Dickens 2004, Stone 2004). These
workers are employed primarily in managerial, professional and technical
occupations. At the other end of the spectrum are ‘precarious’ or vulnerable
workers associated with the informal economy and sub-contracted labour
(Fudge 1997). These workers are poorly paid and employed in unstable
jobs, which more often than not fall outside the scope of collective
representation or legal regulation. This has led to an ‘informalisation of
work’ with a growing proportion of jobs possessing informal characteristics,
ie without regular benefits, employment protection etc (Standing 1999). In
both developed and developing countries this work is performed primarily
by women (Fudge 2005).

The absence of labour protection may have negative consequences for
workers and their families, for enterprises and for society. The lack of
labour protection may impact upon employers by undermining productivity
and distorting competition to the detriment of those who operate within the
law. Lack of labour protection may result in a neglect of training, leading
to decreased productivity both within enterprises and nationally. In
unregulated work outside the boundaries of traditional labour law, the
burden of employment security and maintaining employability is shifted
onto the employee alone. There is also now a substantial and growing body
of international evidence that job insecurity and contingent work
arrangements have adverse outcomes in terms of occupational health and
safety. Studies reveal a significant rise in injury rates, disease rates, hazard
exposures and work-related stress among workers such as temporary
workers, subcontractors and self-employed persons (Nossar, Johnstone and
Quinlan 2004).

The ILO has proposed that governments should develop national
frameworks in consultation with their social partners dealing with the
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application of labour law to non-standard employment. A framework
should provide for enhanced and appropriate data collection, clear policies
on gender equality and better compliance and enforcement (ILO 2005). The
text of a Recommendation on this topic will be debated at the 2006
International Labour Conference.

Patterns of informalisation in South Africa
While increased informalisation within the labour market is an international
phenomenon, the form that it takes varies between countries. While initial
policy documents such as Department of Labour’s Green Paper on
Employment Standards noted the rise of non-standard employment
relationship, South Africa’s post-apartheid labour law framework retained
the standard employment relationship as the normative model for employment
(Godfrey and Clarke 2002). The key definition of an employee, which
determines the ambit of the labour legislation, was imported virtually
unchanged from its apartheid-era predecessor.

In June 2003, the Growth and Development Summit noted the need for
‘measures to be taken to promote decent work and to address the problem
of casualisation’. A research project by Department of Labour on the
changing nature of work and atypical forms of employment tabled in
NEDLAC in October 2004 showed that the growth of non-standard
employment has eroded the quality of labour protection and that there is a
need for a reappraisal of polices and legislative provisions (Department of
Labour 2004 and 2005).

This report conceptualises the changes in work in South Africa in terms
of two inter-related processes – casualisation and externalisation. Both
represent shifts from the norm of the standard employment relationship
which is understood as being indefinite (permanent) and full-time
employment, usually at a workplace controlled by the employer.
Casualisation refers to displacement of standard employment by temporary
or part-time employment (or both). Externalisation refers to a process of
economic restructuring in terms of which employment is regulated by a
commercial contract rather than by a contract of employment.
Informalisation, as indicated above, refers to the process by which
employment is increasingly unregulated and workers are not protected by
labour law. ‘Informalisation’ covers both employees who are nominally
covered by labour law but are not able to enforce their rights as well as those
who are not employees because they have the legal status of independent
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contractors. In the case of externalised work, this includes situations where
the nominal employer does not in fact control the employment relationship.

The research attempts to quantify the extent of casualisation and
externalisation and how this has eroded labour protection in South Africa.
The report notes that these questions cannot be answered by reference to
official sources of statistics and contains recommendations to address the
inadequacy of data collection.

There has been a rise in self-employment in both the formal and the
informal sector in the last ten years. Changes in the labour market have
taken the form of externalisation rather than casualisation. The motor for
the development of externalisation has been an exponential increase in the
incidence of labour broking – temporary employment services (TESs). The
wages of workers in externalised employment are significantly lower than
those employed in the firms whom they supply with goods or services.
Legislation may have provided an impetus for this development in two
ways. First, the avoidance of legislation has provided the motive to externalise
and the legislative provisions concerning TESs, which are discussed below,
have provided the opportunity. Certainly, nothing in labour legislation has
impeded the growth of labour broking.

Firms have restructured to reduce standard employment to a minimum.
The primary benefit for employers has been to reduce labour costs and
minimise risks associated with employment. Two forms of labour market
segmentation have been produced:  between those employed in an enterprise
in full-time employment and who have been casualised (part-time or
temporary workers), and between those employed by an enterprise and
those employed by labour brokers or contractors. The provisions regulating
labour broking are identified as a particular priority for policy and legislative
reform.2

The report proposes an extensive package of possible legislative and
institutional responses and acknowledges that any changes must take
account of relevant costs and benefits to employers, workers and society. A
NEDLAC process produced a consensus that atypical forms of employment
were increasing and that some abuses in atypical forms of employment did
exist and needed to be dealt with in appropriate ways, particularly by means
of improved enforcement of existing measures. The parties also agreed that
it would be beneficial to obtain more information on atypical employment,
particularly on successful responses, to identify the exact nature of the
problems needing remedial action (NEDLAC 2004).
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Response to changes in the nature of work
Internationally, there has been a range of intellectual and policy responses
to the impact of changes in the nature of work, on the efficacy of labour law
and labour market policy. The starting point of the European Commission’s
Supiot Report (an interdisciplinary assessment of the future of work and
labour law) is that the classic socio-economic model that underpinned
labour law during the 20th century is in crisis (Supiot 2001). To prevent the
working world being split in two, the report suggests a ‘redesigned notion
of security’. The elements of this notion are –
• employment status should be redefined to guarantee the continuity of

employment status in order to protect workers during transitions between
jobs;

• new legal instruments should be designed to ensure continuity of
employment above and beyond cycles of employment and non-
employment;

• labour force membership should be determined on the basis of a broader
notion of work.

The Supiot Report proposes that labour law should be expanded to apply to
all forms of work performed for others, and not merely to subordinate work.
Certain aspects of labour law should be extended to workers who are neither
employers nor employees. A more specific proposal is that the status of
temporary employment businesses should be clarified.

Another influential approach to explaining evolving modes of employment
is the ‘transitional labour market’ proposed by Schmid as a basis for
combating unemployment in European economies (Schmid 1995). This
work has also been influential in Australian debates (Watson et al 2003).
This approach suggests that there are five types of major life course
transitions. These are between –
• education and employment
• (unpaid) caring and employment
• unemployment and employment
• retirement and employment
• precarious and permanent employment.

In adapting this model for presentation to a South African audience, Clive
Thompson, mindful of the HIV/AIDS epidemic, suggests the addition of a
further transitional factor: absence from the workplace to deal with health
impairment (Thompson 2003).
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Transitional labour markets should be developed to provide institutional
arrangements supporting flexibility and security and to serve as stepping-
stones from precarious to stable jobs. New institutional arrangements
should increasingly take account of the need for ongoing training, that the
diversity of individual needs requires greater flexibility in the organisation
of work and that atypical work calls for reconsideration of the relationship
between paid work and other socially useful activities. In terms of this
approach, social policy should move from passive social protection to the
social management of risk. Social policy should promote social inclusion
through jobs based on proper social standards, rather than merely alleviating
poverty. For example, it has been suggested that unemployment insurance
should be transformed to an employment insurance to provide income
security during transitions between education, training and employment.

It has been suggested that these approaches (while developed to explain
transitions in the European labour market) offer a useful framework for
understanding work within the informal sector in developing countries
(Servais 2004). The emphasis on the need to identify the specific forms of
insecurity encountered by workers engaged in marginal work or at points of
transition in their working lives represents an important starting-point for
assessing what protections are appropriate in a particular society. Where
traditional labour law protects employees against these risks, a case can be
made for extending protection to additional workers at risk. Where labour
law does not protect employees against a particular risk, consideration will
have to be given to developing new forms of protection. This may require
new forms of protection to provide appropriate protection for previously
unprotected workers.

Protected flexibility
The model of labour law adopted in South Africa is one in which employment
security is primarily created through the establishment of enforceable rights
for employees in employment. This security is often much diminished by
the de facto flexibility that employers enjoy due to the high rate of
unemployment and the over-supply of unskilled labour. An influential
analysis has suggested that South Africa as well as India and many countries
in Latin America and Eastern Europe (Bhorat and Lundall 2002) can be
classified as ‘lean’ social democracies. The distinctive feature of these
societies is that they cultivate a system of rights but abrogate the responsibility
of the state to provide a universal system of social security support.
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A contrasting development is the increasing tendencies for labour market
policies to be devised that seek to achieve labour market security through
labour market policies that promote what has been described as ‘protected
mobility’ or ‘flexicurity’. These policies of ‘protected flexibility’ seek to
offer adaptability for firms and security for workers. Proponents of this
approach argue that institutions and policies for protected mobility are
necessary for efficiency and equity in labour markets in open economies as
globalisation increases the need for insurance against labour market risks
and transitions. Flexibility, stability and security are required for a productive
economy and a well-functioning labour market for decent work (Auer
2005). While these policies are associated with successful small European
economies such as Ireland, Netherlands and Denmark, the use of social
protection to promote employment creation is not confined to the most
developed countries. The ILO suggests that exceptionally good social
security is one of the explanations for successful job growth in some
countries in Central Europe, the Republic of Korea and Malaysia. For
example, the Korean system of social security, which combines
unemployment insurance with an employment stabilisation programme and
a skills development programme to prevent unemployment and stimulate
re-employment, is seen as a successful linking of active labour market
policies to unemployment assistance and unemployment benefits (Harasty
2004).

The model of protected flexibility emphasises that social protection can
be used both to stabilise employment and for employment promotion. A
significant feature of policies in these countries is the existence of Social
Pacts developed in representative institutions which set levels of flexibility
and protection broadly across the economy. Policies of protected flexibility
represent an attempt to move away from a situation in which flexibility
creates insecurity to one in which security promotes flexibility.

In an influential analysis, (2003) Collins has identified three key themes
driving the new directions of employment law within the European
Community. These are social inclusion, competitiveness and citizenship (of
these three themes, only competitiveness has been explicitly articulated in
South African labour law debates). Collins argues that employment law
functions with other aspects of government policies to reduce or minimise
social exclusion consequent upon unemployment in order to prevent a
breakdown in order or social cohesion. Laws about discrimination, dismissal,
family-friendly measures and improvements to the employability of workers
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can be justified in a number of ways, including the need to address the
underlying problems of social exclusion in a market society.

The theme of competitiveness arises from the attempts of government to
improve the competitiveness of businesses and national economies in an
increasingly globalised economic system. While the ambition to improve
business competitiveness has lead governments to deregulate or reduce
employment laws, Collins suggests that deregulation achieves little to
improve the long-term competitiveness of businesses. This requires systems
of management that attract investments because they offer efficient
production, innovative products and a highly skilled co-operative work
force. He argues that employment law can be used to provide an institutional
framework to support competitive enterprises. He suggests that
competitiveness requires considerable flexibility and co-operation from
work forces and this is best achieved through supplying reliable assurances
of fair treatment, employment security as well as mechanisms for worker
participation in the management of businesses.

Changes in the nature of enterprises have resulted in a transformation and
polarisation of employment relations. At the high end of this spectrum are
knowledge workers associated with the rise of the ‘new economy’ and
networked organisations. These workers are employed primarily in
managerial professional and technical occupations. At the other end of the
spectrum are ‘precarious’ or vulnerable workers associated with the informal
economy and sub-contracted labour. These workers are poorly paid and
employed in unstable jobs which more often than not fall outside the scope
of collective representation or legal regulation. This has led to an
informalisation of work with a growing proportion of workers being
without regular benefits or employment protection. In both developed and
developing countries, this work is performed primarily by women (Standing
1999; Fudge 2006).

Evidence from developing countries
Studies of Latin America suggest that labour regulations do contribute to
shaping employer practices but that they do not seem to influence employment
generation. The evidence allows for a rejection of simplistic arguments that
relaxing constraints on contracts and dismissals is sufficient to improve
economic performance. Labour regulation is only one of the multiple
causes relevant to job creation. A study on Argentina, Brazil and Mexico3

suggests that irrespective of the level of labour regulation, precarious wage
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employment (employment forms not complying with labour and social
security law) has increased in all three countries in the 1990s. This involves
an advance of flexibilisation via actual employer practice adopted mainly
by smaller firms trying to survive in difficult economic contexts. This has
been facilitated by a lack of control and enforcement (Marshall 2004). The
same study suggests that labour market programmes contribute more
concretely to alleviating the problems of the unemployed than ‘indirect
incentives’ such as dismantling labour protection. Programmes developed
from the mid-1990s onwards in these countries include cash transfers,
direct state employment creation, subsidies to the private sector in exchange
for hiring additional workers, assistance to sectors with potential for
employment creation, public employment services and supply-side measures
such as training for the unemployed.

In contrast, studies of East Asia suggest that labour laws have very little
to do with the construction and functioning of labour markets. Labour law
has often been subordinated to political considerations to bolster political
power in authoritarian regimes and has often been subordinated to the need
of industrialisation strategies. In general, there is a significant gap between
law and practice. This has manifested itself in a number of ways, including
labour movements, which have not been sufficiently developed to oppose
the state, low levels of collective bargaining and low levels of industrial
action under legal procedures (Cooney, Lindsey, Mitchell and Zhu 2002;
Kalula and Fenwick 2004; Fenwick and Kalula 2005).

In his discussion of labour law in SADC countries, Kalula emphasises
that labour laws in the region are concerned with the regulation of formal
labour markets to the exclusion of ‘irregular’ workers, particularly those in
the informal sector. In spite of the increasing size of the informal sector and
the rise of atypical workers, the focus of emerging new systems of labour
market regulation remains within the formal employment sector. The future
of labour law in Southern Africa depends upon its capacity to ‘embrace the
realities of deprivation and social needs’ (Kalula 2003 and 2004).

Security of employment in South Africa
Security of employment
It is now widely accepted that the impact of labour legislation needs to be
better understood. In order to understand the impact of legislation it is
necessary to examine the ‘legislative, administrative and judicial actions
which interact with regulated institutions, beneficiary organisations and
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individuals to achieve a real world response to a legislative standard’
(Blumrosen 1993). In this section of the article, this proposition is explored
further by examining the impact of the provisions in the LRA protecting
employees against unfair dismissal.

The protections enjoyed by employees against unfair dismissal have
frequently been highlighted as one of the major rigidities in the labour
market. The 1999 ILO country study concludes that the South African
labour regulatory environment is not particularly onerous when compared
to other middle-income countries, but accepts that perceptions that it is
more onerous to employers are influencing labour market behaviour (Hayter,
Reinecke and Torres 2001). A more recent paper reiterates that the ‘hassle’
factor associated with hiring employees has contributed to a perception of
a rigid labour market among both local and international firms (Bhorat,
Lundall and Rospabe 2002). A useful insight in this regard is the
Bezuidenhout and Kenny assertion that debates about flexibility in labour
law are ‘more about positioning interests than empirical realities’
(Bezuidenhout and Kenny 1999). The challenge is to distinguish perception
from reality.

The new Labour Relations Act codified the protection against unfair
dismissal developed from the early 1980s onwards4 by the old Industrial
Court, while at the same time seeking to remove aspects of the Industrial
Court’s jurisprudence that were considered to be over-formalised. The Act
sought to create effective industrial justice by providing for the expeditious
resolution of disputes, particularly through the establishment of the CCMA.
The Act’s combination of core statutory provisions with a ‘soft law’ Code
of Good Practice sought to promote certainty while allowing for a flexible
application of the law by permitting small businesses to comply with less
formalised procedures.

 The Code indicates that the strict requirements of procedural fairness
developed by the Industrial Court prior to 1995 did not necessarily continue
to apply. However, a survey of reported arbitration decisions indicates that
many employers have not adjusted their disciplinary procedures and still
apply the more formal old approach. In addition, arbitrators apply a stricter
standard than that required by the Code (Le Roux 2004). This conclusion
is confirmed by a 2003 study prepared for the IMF. The study suggests that
many employers adopt an ‘ultra formalism’ beyond the law’s requirements.
The study contains a ‘guesstimate’ that dismissal procedures occupy 3.02
million man-days per year costing the country R 14.71 billion.5 The study
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stresses the role of labour consultants who run hearings for employers and
points out that more expeditious options are available such as the use of
private arbitration and pre-dismissal hearings by the CCMA. It also suggests
that guidance and training for arbitrators and judges would be of value
(Levy 2003).

One of the focuses of debate in this area has been whether employees
should have a reduced level of protection against unfair dismissal during
initial probationary periods. In justifying proposed changes to the law in
2000, the Department of Labour argued that arbitrators and judges give
insufficient recognition to the provisions for a probationary period in the
Act and Code. The proposed changes to the Act set a six-month probationary
period and clarify the applicable rules.6 The position in the LRA is often
contrasted with the situation in countries such as the UK where there is a
qualifying period of one year to receive unfair dismissal protection.
Ultimately, the proposed amendment was not made and the issue was dealt
with by rewording the Dismissal Code to emphasise that a termination
during probation could be justified on ‘less compelling grounds’ than
would otherwise apply.

The 2000 LRA Amendment Bill contained a range of other provisions
designed to expedite dismissal procedures and facilitate the operation of the
CCMA. Among those that were enacted was the introduction of pre-
dismissal arbitration to eliminate the necessity of holding both an internal
hearing and an arbitration. However, proposals in the Bill to regulate the
activities of labour advisers and to create disincentives for the inappropriate
referral of cases to the CCMA through awards of costs were not included in
the amending Act.

There is no doubt that much of the impact of security of employment
legislation has its roots in the practices of employers rather than inappropriate
legislation. Any reform will require a closer understanding of institutional
practices among institutions such as the CCMA, employers and other actors
in the labour arena such as labour consultants whose activities remain
unregulated.

Security of employment and externalised employment
According to two leading British labour lawyers, the key feature of triangular
employment relationships is that the ‘task side of the employment relationship
is not outsourced, but only the recruitment, dismissal and employment
functions’ (Davies and Freedland 2004). In other words, employers bring
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in an intermediary to administer the employment relationship but retain the
power to direct the worker’s day to day working activities. As the previous
discussion indicates, the temporary employment service (still more
commonly referred to as ‘labour broker’) has become the primary mechanism
for informalisation in South Africa.

A ‘temporary employment service’ is defined in the LRA and BCEA as
an organisation or person that provides or procures employees for a client
and retains the responsibility for paying those employees, irrespective of
the period of employment. If these two criteria (procurement and payment)
are met, the labour broker is the employer and the client has a default
liability if the broker does not comply with its statutory duties. Crucially,
this default liability does not apply in respect of the termination of
employment.

On the one hand, this default liability has encouraged more responsible
contracting patterns. However, the lack of any limitations in respect of time
has allowed employers permanently to outsource recruitment and
employment functions. Employees are without security of employment
because the client’s decision to terminate employment of work is conveyed
from client to employment service and therefore falls outside of the
employment relationship and beyond the reach of labour law. A statutory
provision intended to facilitate the supply of temporary staff has therefore
become a vehicle enabling permanent triangular employment of workers
who are without any security of employment. This was most dramatically
illustrated in October 2002 when workers at ERPM gold mine went on strike
over the exploitative practices of the labour broker who recruited them.

The ANC policy paper – referred to in the Introduction – rightly
identifies the proliferation of labour brokers as one of the unintended
consequences of the Labour Relations Act and the Basic Conditions of
Employment Act. It argues that companies outsource the ‘hassle factor’ in
employment contracts to labour brokers. The solution to this problem, it
argues, is to reduce the hassle factor associated with employing workers.
The paper also argues that other unintended consequences include the use
of short-term contracts and consultancies ‘which distort jobs that in the
absence of the legislation might be permanent positions’ (ANC 2005).

This final quotation illustrates the contradiction at the heart of the
paper’s argument. It is precisely those provisions in the law that the paper
suggests should not apply to many employers that create the security of
employment under which jobs can be categorised as permanent. The
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problem is not that there is too much regulation but rather the absence of
appropriate regulation. This has created a situation in which the use of
labour brokers has mushroomed, driven in particular by the desire to
remove workers from the scope of security of employment protection. The
deregulation strategy proposed in the document would, ironically enough,
remove this incentive by depriving all workers in smaller businesses of
protection against unfair dismissal.

To date, an appropriate regulatory environment that ensures the
registration and control of labour brokers has not been put in place.
According to the ILO, the challenge in respect of triangular (externalised)
employment relations lies ‘in ensuring that employees in such a relationship
enjoy the same level of protection traditionally provided by the law for
employers that have bilateral employment relationships, without impeding
legitimate private and public business initiatives’7 (ILO 2005). A starting
point will be to identify appropriate boundaries between the legitimate use
of TESs and their abuse, and NEDLAC has begun to debate this. It is
suggested that the employees of labour brokers should have the same unfair
dismissal protection as other employees. Where the worker is genuinely
temporary, there will always be a justifiable reason for the termination
based on the client’s operational requirements. Where this is not the case
there is no reason why the client should not have to justify the termination
on the normal grounds.

Laws dealing with equality and empowerment
Employment Equity Act
Inordinately high levels of income inequality remain a key feature of the
post-apartheid landscape (Bhorat 2004). As indicated, the increasing
informalisation caused by the trend towards externalising work is
exacerbating patterns of inequality. In the light of this it is appropriate to
examine the adequacy of the legal mechanisms put in place to redress
inequality in the workplace.

The Employment Equity Act (EEA) was designed to achieve equity in the
workplace by prohibiting unfair discrimination and by requiring employers
to implement affirmative action measures to ensure the equitable
representation of designated groups (blacks, women and disabled persons)
in all occupational categories and levels in the workforce. The Act therefore
encompasses two distinct regulatory strategies: a negative prohibition on
discrimination and a positive obligation to implement affirmative action.
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The prohibition of discrimination, which includes harassment, is enforced
by civil litigation instituted by an aggrieved party in the Labour Court. The
Act does not criminalise unfair discrimination, and the onus of instituting
(and bearing the cost of) discrimination-related litigation rests on the
individuals who complain of discrimination. The Act prohibits discrimination
against employees. Independent contractors and other persons not covered
by labour law are protected against discrimination by the Promotion of
Equality and Prohibition of Unfair Discrimination Act (PEPUDA). The
obligation to implement affirmative action measures is restricted to larger
employers, in the main those employing more than 50 employees.

The Act establishes a basis for consultation between employers, employees
and trade unions so that these parties will set numerical goals and put in
place measures to achieve equity which are appropriate to their own
workplaces, without undermining the goal of a more representative and
diverse workforce. Employers are required to analyse their employment
policies, practices and procedures and thereafter consult with trade unions
and employees to prepare and implement an employment equity plan
containing numerical goals. The affirmative action measures required of
employers must ‘include preferential treatment and numerical goals but
exclude quotas’.8 While compliance with the EEA is a requirement for
employers to contract with the State, employers satisfy this requirement by
complying with the Act’s formal requirements such as filing a plan and
report.

The legislative scheme promoting affirmative action is highly self-
regulatory. Legislation does not set targets in respect of employing or
training members of designated groups. The speed of implementation has
been criticised on many occasions, for instance at the Growth and
Development Summit (GDS). In addition, a recent a court case has led to
uncertainty as to the nature of an employer’s obligation to apply affirmative
action when filling vacant posts.

The capacity of anti-discrimination litigation, and in particular the EEA,
to achieve greater levels of equality in the labour market is a matter of
concern. Legal strategies have a limited capacity to effect transformation
and are at best an adjunct to other redistributive strategies (Dupper and
Garbers 2002). Unlike many other countries, South Africa does not have
separate pay equity legislation. Bringing anti-discrimination litigation is
extremely expensive and there are considerable difficulties in obtaining the
evidence required to establish patterns of discrimination, particularly in the
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case of wage discrimination (Horwitz and Jain 2002). The lower wages paid
to employees in externalised employment raises the issue of whether it
should be classified as discrimination for an employer to pay employees
engaged through labour brokers at lower rates its other employees (Theron
2005).

The Broad-Based Black Economic Empowerment Act
The efficacy of the Employment Equity Act has been thrown is sharp relief
by the enactment of the Broad-Based Black Economic Empowerment Act
(BBBEE Act). The BBBEE Act creates an enabling framework for promoting
and measuring empowerment. The Act seeks to leverage the State’s economic
power to promote and encourage empowerment and transformation within
the private sector. As such it can be seen as a form of ‘contract compliance’
in terms of which the incentive of doing business with the State is used to
encourage transformation. The Act promotes the development of sectoral
charters to promote and measure empowerment within particular sectors of
the economy. While the charters are voluntary documents developed by the
stakeholders in a sector, the Act enables the State to issue codes of practice,
make compliance with charter targets binding, and set criteria for the
evaluation of tendering and all other forms of competitive contracting in all
spheres of government. The charters have adopted the balanced scorecard
as a basis for measuring the following core elements of empowerment:
• direct empowerment through ownership and control of enterprises and

assets;
• human resources development and employment equity;
• indirect empowerment through preferential procurement and enterprise

development.

The inclusion of targets concerning the employment of black employees
and learners dramatically creates an overlap with the EEA and the Skills
Development Act (SDA) respectively. This has greatly enhanced the
incentives for employers to meet targets for employing and training black
personnel and has ensured that these topics receive a level of corporate
attention that was previously lacking. It has been argued that the adoption
of sector scorecards offers a ‘lifeline’ for employment equity and the
employment equity process should be aligned with the empowerment
framework to ensure an integrated and comprehensive approach (Mbabane
2004). At a broader level, the use of an incentive-based regulatory framework
to drive corporate transformation raises the issues of how the ‘big carrot’ of
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doing business with the State could be used to drive a wider range of
transformation initiatives.

Skills development and social insurance
This paper argues that post-apartheid labour legislation is premised on a
conventional notion of the employment relationship, which has the effect of
excluding many workers from the protection of labour law. In this section,
the impact of this approach on two other laws: the Skills Development Act
and Unemployment Insurance Act of 2001 will be examined. It will be
suggested that the limitation of these laws to employees in conventional
employment relations restricts the efficacy of social protection and minimises
the capacity of labour market regulation to contribute to economic
development through skills development. However, the debate on the
impact of informalisation has to date largely focused on the more high
profile laws such as the LRA. In addition, it will be suggested that the fact,
that for largely historical reasons, the schemes for social insurance and
skills development operate in isolation from each other further limits their
effectiveness in a transforming labour market.

Skills development laws
The Skills Development Act (SDA) and the Skills Development Levies Act
(SDLA) create an enabling framework for developing the skills of the South
African workforce. The Acts’ institutional infrastructure consist of the
National Skills Authority, Sectoral Education and Training Authorities
(SETAs), the National Skills Fund and the Skills Development Planning
Unit and labour centres within the Department of Labour. This new
framework replaced the previous ‘narrow, short-termist and voluntarist
model of enterprise training with a framework based on greater co-ordination
and planning, greater stakeholder consensus and improved financial
arrangements which improve the leverage of state and the SETAs over the
direction of training initiatives’ (Kraak 2004a). However, it has been
suggested that there are inherent weaknesses in the new institutional
regime. These include the strong emphasis on state planning in a context
characterised by weak national information systems; a proliferation and
bureaucratisation of new institutions with insufficient regard to capacity
and a continuation of voluntarist and short-term mindsets among employers
towards enterprise training (Kraak 2004b).

The objectives of the National Skills Development Strategy include
fostering skills development in the formal sector, small businesses and
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promoting skills development for employability and sustained livelihoods
through social development initiatives. A second five-year strategy aimed
at addressing existing weaknesses and bottlenecks was published in March
2005.

Learnerships provide a flexible framework for skills development for
both existing employees and new entrants into the workforce. Learnerships
are established by SETAs and consist of a structured learning component
and practical work experience. They must lead to an occupationally related
qualification recognised by the SA Qualifications Authority. A number of
incentives exist for employers to engage persons who are in work as
learners. The Sectoral Determination for Learners published in June 2001
provides a simplified framework for employing unemployed persons as
learners and prescribes minimum allowances. Learners engaged in these
circumstances do not acquire a right to employment beyond the period of
the learnership. Employers may apply to their SETA for subsidies to cover
both the costs of a learnership and the learner’s allowance. In addition, there
are significant tax incentives for employers who engage learners.9

Learnerships and internships for unemployed persons have been identified
as a key aspect of growth and development strategies of the second
economy. However, it has been suggested that the reliance on learnerships,
rather than ongoing short-course semi-skill training programmes, may be
one of biggest limitations of the training system (Kraak 2004a).

Employers are required to pay a skills levy equivalent to one per cent of
their wage bill. 80 per cent of levy funds are distributed to SETAs and 20
per cent to the National Skills Fund. Employers who develop skills
development plans may apply to their SETA for a mandatory grant equivalent
to 50 per cent of their levy. The balance of SETA funding is used for
administration and to provide discretionary grants for training-related
activities. The criticism has been made that some employers do not develop
plans and regard the levy as a form of taxation and that the SDA focuses on
the needs of employers rather than the consequences of apartheid for
employees (Maserumule and Madikane 2004).

The scope of the SDA is limited to employees and employers accordingly
do not pay a levy in respect of non-employees. Likewise, learnerships are
posited on the existence or establishment of an employment relationship.
Other workers and unemployed persons may take part in skills programmes.
It has also been noted that there are severe difficulties in providing skills
development programs within the informal sector (Braude 2004).
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The application of the conventional boundary of labour law to the arena
of skills development exacerbates the inequalities between the formal
sector and the rest of the economy. The absence of access to skills
development outside the formal sector means that businesses will have to
continue to rely on factors such as low wages and long hours rather than
enhanced productivity to maintain competitiveness. However, the extension
of these schemes will require the development of new models for facilitating
access to training.

Social insurance and social security
The Report of the Taylor Committee (2002) recommends that the notion of
social protection has to be more comprehensive to minimise the negative
effects of unemployment on social cohesion. Its recommendations include
the extension of social insurance where administratively feasible, social
grants and indirect social protection through the facilitation of favourable
labour market transitions. The Commission concludes that there are close
linkages between direct (conventional social security measures) and indirect
(active labour market-type polices) protection and institutions to co-ordinate
these polices in the long-term should be constructed. This raises the
challenge of how labour law can engage with the social security systems to
extend forms of protection to those who currently work outside of the social
safety net or to provide more appropriate protections for protected workers.

South Africa’s workplace-based social safety net consists of a mixed
economy of statutory funds and contractual schemes. Participation in the
statutory Unemployment Insurance Fund and the worker’s compensation
fund is compulsory but restricted to employees. Since the 1980s, collective
bargaining has driven a process of creating widespread coverage in the
formal sector of contractual provident, retirement and health insurance
funds. This significant ‘social wage’ element coupled with the cost of
contributions to statutory funds is cited as a significant reason for employers
cutting back on their workforce or using sub-contractors.

 The Unemployment Insurance Act 2001 is the most significant post-
apartheid social insurance enactment. The Act modernised the existing
system of benefits of unemployment, maternity and illness benefits but
remains a scheme providing temporary relief to the unemployed. The Act’s
scope was extended to high wage earners, as well as to domestic workers,
which has resulted in some 600 000 private employers registering with the
Fund. The Act’s extension to public service employees is still under
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discussion. The Act introduced a new system for collection of contributions
through the SA Revenue Services (SARS), which has contributed to the
improved solvency of the Fund. The Fund has moved in a comparatively
short period from being in deficit to having a significant annual surplus of
approximately R3 billion and this raises issues of whether additional
benefits could be provided.

Despite its updating, the Act retains the form of a Fund designed to cater
for the limited requirements of a historically privileged workforce not
seriously threatened by unemployment (Taylor Committee 2002). The
leading legal text on social security criticises the Act for its failure to
provide benefits for the partially employed, its failure to provide measures
to integrate and reintegrate the partially employed, and its failure to provide
measures to promote employment (Olivier, Smit and Kalula 2003). Those
who become self-employed or establish their own businesses lose their
coverage. Employees who resign may not claim benefits under the Act.
While this was introduced to stop abuse, a consequence is that employees
who leave employment to undergo further education or training cannot
claim benefits. This hampers job mobility and prevents employees
undergoing training that may enable them to become self-employed, and the
expansion of benefits, whether on a voluntary or compulsory basis, requires
investigation. A concept of employment insurance which allows persons to
draw on accumulated rights at times of transition or insecurity may provide
a framework within which benefits can be extended to this sector.

 While the incorporation of the employers of 600,000 domestic workers
in the scheme has been a very significant achievement, domestic workers
remain without access to benefits such as medical aid and pension and
provident funds.

The National Treasury has issued a Discussion Paper on Retirement
Fund Reform as a basis for initiating a discussion process before the
enactment of new pension legislation. The Paper notes that international
experience has shown that the cost of participation in contributory retirement
funds can be a disincentive for employers in the informal sector to enter the
formal sector. It proposes a new regulatory framework for retirement funds.
The paper proposes to establish a contributory National Savings Fund
accessible to persons outside of formal employment, which offers the
potential for achieving greater social protection outside of the formal sector
(National Treasury 2004).
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Conclusions
The first ten years of democracy have seen the development and refinement
of a very significant programme of labour market regulation. The new
regime extended a considerable range of rights to virtually all employees
and established structures to overcome the apartheid deficits. However, the
new Acts were constructed primarily on a foundation of the conventional
employment relationship. Trends towards informalisation which were already
present by 1994 have accelerated and a very significant proportion of the
workforce earn their livelihood through insecure and unprotected work in
which employer power is unrestrained. This is an international trend that
poses a range of challenges for the provision of labour and social protection.
Effective regulation will have to be built on an informed understanding of
the new forms of segmentation among the workforce. The new models of the
employment relationship developed in the context of the developed world
do contain significant insights into the possibilities of enhancing security
and assisting workers to enhance their employability. This requires that
regulatory strategies are developed to deal with the changes in working
arrangements.

After 1994 South African labour law was debated and reconstructed one
statute at a time. The challenges of regulating a changed labour market
increasingly point to the points of potential intersection between the
different statutes and to the shortcomings of the models inherited from the
past. The reconstruction of labour law preceded the reconstruction of other
aspects of the regulatory environment. More recent initiatives such as the
black economic empowerment framework are having a significant impact
on labour market actors. The next few years will see a range of policy
initiatives in adjacent areas, particularly social protection and pensions,
which have the potential to enhance or undermine the level of security in
both the formal and informal sectors of the labour market. Labour law
debates will have to intersect with these areas.

Guy Standing suggests that the introduction of new forms of flexibility
gives rise to new forms of protective regulation to overcome new or more
virulent forms of insecurity that may flow from flexibility (Standing 1999).
The challenge for South Africa is that new forms of insecurity are emerging
at a time when the goals of our post-apartheid labour market regime have
only been partially achieved. This is not a justification for deregulation.
Nor should current laws be retained if they are inappropriate or ineffective.
Our new phase of labour market reform will require an understanding of the
capacities and limitations of regulation to protect and achieve change.
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Notes
1. The speech specified probation, remedies for unfair dismissal, dismissals for

operational requirements, the extension of the bargaining council agreements
and certain unspecified provisions in the BCEA as issues requiring consideration.

2. For a summary of the research see Theron (2005).
3. The choice of these three countries is significant in that Argentina and Brazil

undertook extensive labour law reform while Mexico did not.
4. For an account of the development of the Industrial Court’s unfair dismissal

jurisprudence, see van Niekerk (2004).
5. An issue which has not been explored is the extent to which employer’s

financial costs in respect of termination are borne by the fiscus because
expenditure on lawyers and consultants is a tax-deductible expense.

6. For an academic commentary see Cohen (2003).
7. The protection of temporary and agency workers is a central aspect of flexicurity

in the Netherlands. The status of workers of temporary work agencies a
collective agreement giving these workers phased access to labour and social
protection dependant upon their length of service (Jacobs 2003).

8. Section 15(3) of the EEA. A quota is a requirement to hire a fixed number of
persons within a specified period or the reservation of a specified number or
percentage of positions for designated groups.

9. These are a tax rebate of R25,000 on concluding a learnership agreement and
a further rebate of R25,000 on completion of the learnership.

References
African National Congress (2005) ‘National General Council Discussion Document:

Development and Underdevelopment – Learning from experience to overcome
the two-economy divide’. http://www.anc.org.za/ancdocs/ngcouncils/2005/
2economydivide.html.

Auer, P (2005) ‘Protected employment for employment and decent work: labour
market security in a globalised world’, ILO Employment Strategy, Paper 1.
Geneva: ILO.

Baldwin, R and M Cave (1999) Understanding Regulation: theory, strategy and
practice. Oxford: Oxford University Press.

Bezuidenhout, A and B Kenny (1999) ‘The language of flexibility and the
flexibility of language: post-apartheid South Africa labour market debates’,
Sociology of Work Unit 4-5, Industrial Relations Association of South Africa
(IRASA), University of Witwatersrand, October.

Bhorat, H and P Lundall (2004) ‘Employment and labour market effects of
globalisation: selected issues for policy management’, Employment Strategy
Paper 2004/3. Geneva: ILO.

Bhorat, H (2004) ‘Labour market challenges in the post-apartheid South Africa’,
Address to Annual Labour Law Conference. Sandton: June.



55

Labour law and the challenge of social protection

Bhorat, H, P Lundall and S Rospabe (2002) ‘The South African labour market in
economic and legislative considerations’, Employment Paper 2002/32. ILO:
55

Blumrosen, A (1993) Modern Law: the law of transmission system and equal
employment opportunity. Madison: Wisconsin University Press.

Braude, W (2004) South Africa Country Analysis 2004. Johannesburg: National
Labour and Economic Development Institute (NALEDI).

Cohen, T (2002) ‘Worth the paper they are written on? A look at the new probation
provisions’, Law Democracy and Development, 6.

Collins, H (2003) Employment Law. Oxford: Oxford University Press.
Cooney, S, T Lindsey, R Mitchell and Y Zhu (eds) (2002) Law and Labour Market

Regulation in East Asia. London: Routledge.
Davies, P, and M Freedland (2004) ‘Changing perspectives upon the employment

relationship in British labour law’, in C Barnard, S Deakin and G Morris (eds).
The Future of Labour Law: Liber Amicorum Sir Bob Hepple QC. Oxford and
Portland: Hart.

Department of Labour (2004) ‘Synthesis report: changing nature of work and
‘atypical’ forms of employment in South Africa’ (unpublished, Pretoria). A
summary of the Report is available at the Department of Labour (2005).

Department of Labour (2005) ‘Labour’s casualisation cancer spreads’, South
African Labour Bulletin 29(2).

Dickens L (2004) ‘Problems of fit: changing employment and labour regulations’,
British Journal of Industrial Relations 42(4).

Dupper, O and C Garbers (2002) ‘Employment discrimination: a commentary’, in
C Thompson and P Benjamin (eds). South African Labour Law. Cape Town:
Juta.

Fenwick, C and E Kalula (2005) ‘Law and labour market regulation in East Asia
and Southern Africa: comparative perspectives’, International Journal of
Comparative Labour Law and Industrial Relations 21.

Fudge, J (1997) ‘Precarious work and families’, Working Paper for the Centre for
Research on Work and Society, York University.

Fudge, J (2005) ‘The Legal Boundaries of the Employer, Precarious Workers, and
Labour Protection’. Osgoode Hall Law, York University, 19 May.

Fudge, J (2006) ‘The legal boundaries of the employer, precarious workers and
labour protection’, in D Davidov G and B Langille (eds). Boundaries and
Frontiers of Labour Law: goals and means in the regulation of work.
Forthcoming Hart.

Godfrey, S and M Clarke (2002) ‘The basic conditions of employment act
amendments: more questions than answers’, Law Democracy and Development,
6(1).

Harasty, C (2004) ‘Successful employment and labour market policies in Europe
and Asia and the Pacific’, Employment Strategy Papers 2004/4. Geneva: ILO.



56

Paul Benjamin

Hayter, S, G Reinecke and R Torres (2001) ‘Studies on the social dimensions of
globalisation South Africa’, ILO, Geneva.

Horwitz, F and H Jain (2002) ‘Employment equity in South Africa: overcoming the
apartheid legacy’, in C Agocs (ed). Workplace Equality: international
perspectives on legislation, policy and practice. Kluwer: Deventer.

Horwitz, F, H Jain and A Steenkamp (2000) ‘Pay discrimination in South Africa:
overcoming the apartheid legacy’. Invited Paper, World Congress of the
International Industrial Relations Association, Tokyo Japan, 1-18. Also in
proceedings of the Annual conference of the Industrial Relations Association
of South Africa (IRASA): 1-17. Cape Town.

ILO (2000) Meeting of Experts on Workers in Situations Needing Protection (The
Employment Relationship: Scope) Basic Technical Document. Geneva: ILO.

ILO (2003) Report V: The Scope of Employment Relationship. International
Labour Conference, 91st Session. Geneva: ILO.

ILO (2005) Report V(1): The Employment Relationship. International Labour
Conference, 95th Session. Geneva: ILO.

Jacobs, A (2003) ‘Changing perspectives on dismissal protection’, in R Blanpain
and M Weiss (eds). Changing Industrial Relations and Modernisation of
Labour Law. Kluwer: Deventer.

Kalula, E and C Fenwick (2004) ‘Law and labour market regulation in East Asia
and Southern Africa: comparative perspectives’, Development and Labour
Monograph Series Occasional Paper 2.

Kalula, E (2003) ‘Present at the creation of another false start in Africa? Labour
market regulation, social protection and the future of labour law in Southern
Africa’, Inaugural Lecture, UCT, 30 July. Series No. 229.

Kalula, E (2004) ‘Beyond borrowing and bending: labour market regulation and
labour law in Southern Africa’, in C Barnard, S Deakin and G Morris (eds). The
Future of Labour Law: Liber Amicorum Sir Bob Hepple QC. Oxford and
Portland: Hart.

Kraak, A (2004a) ‘The national skills development strategy: a new institutional
regime for skills formation in post-apartheid South Africa’, in S McGrath, A
Badroodien, A Kraak (eds). Shifting understandings of skills in South Africa:
overcoming the historical imprint of a low skills regime. Cape Town: HSRC
Press.

Kraak, A (2004b) ‘Rethinking the high skills thesis in South Africa’, in S McGrath,
A Badroodien, A Kraak (eds). Shifting understandings of skills in South Africa:
overcoming the historical imprint of a low skills regime. Cape Town: HSRC
Press.

Le Roux, P (2004) ‘Dismissal for misconduct: some reflections’, Industrial Law
Journal 25(868).

Levy, A (2003) ‘Some notes on South African labour legislation and its effect on
the cost of employment’, Prepared for the IMF, 49. May.



57

Labour law and the challenge of social protection

Marshall, A (2004) ‘Labour market policies and regulations in Argentina, Brazil
and Mexico: programmes and impacts’, ILO.

Maserumule, B and M Madikane (2004) ‘Is the skills act working for workers’,
South Africa Labour Bulletin 28(3).

Mbabane, L (2004) ‘Economic empowerment: the lifeline for employment equity’,
Address to Labour Law Conference, Sandton, June.

National Economic Development and Labour Council (NEDLAC) (2004) ‘Draft
Report on the Labour Market Chamber’s discussions on the changing nature of
work and atypical forms of employment in South Africa’, Annual Summit,
Sandton Convention Centre Johannesburg, 2 October.

National Treasury (2004) ‘Retirement funding reform in South Africa’, Discussion
Paper. December.

Nossarm, I, R Johnstone and M Quinlan (2004) ‘Regulating supply-chains to
address the occupational health and safety problems associated with precarious
employment: the case of home-based clothing workers in Australia’, Australian
Journal of Labour Law 17.

Olivier, M, N Smit and E Kalula (2003) ‘Social security: a legal analysis’, Centre
for International and Comparative Labour and Social Security Law, RAU,
Institute of Development and Labour Law UCT. Durban: Butterworths.

Schmid, G (1995) ‘Is full employment still possible? Transitional labour markets
as a new strategy of kabour market policy’, Economic and Industrial Democracy
16.

Servais, J (2004) ‘Globalisation and decent work policy: reflections upon a new
legal approach’, International Labour Review 143(1-2).

Standing, G (1999) ‘Global labour flexibility’, Seeking Distributive Justice.
Basingstoke: Macmillan Press.

Stone, K (2004) From Widgets to Digits: employment regulation for the changing
workplace. Cambridge: Cambridge University Press.

Supiot, A (2001) Beyond Employment: changes in work and the future of labour
law in Europe. Oxford: Oxford University Press.

Taylor Committee (2002) Transforming the Present: Protecting the Future.
Report of the Committee of Inquiry into a Comprehensive System of Social
Security for South Africa 15.

Theron, J (2005) ‘Intermediary or employer? Labour brokers and the triangular
employment relationship’, Industrial Law Journal 26(618).

Thompson, C (2003) ‘The changing nature of employment’, Industrial Law
Journal 24, October.

Van Niekerk, C (2004) ‘In search of justification: the origins of the statutory
protection of security of employment in South Africa’, Industrial Law Journal
25.

Watson, I, J Buchanan, I Campbell and C Briggs (2003) Fragmented Futures.
Sydney: Federation Press.



TRANSFORMATION 60 (2006) ISSN 0258-7696 58

Article

Wage determination in South Africa: what do
we know?1

Miriam Altman

Introduction
Wages play an important role in the broader economy from both efficiency
and equity perspectives. This article considers the state of knowledge on
wage determination in South Africa. It asks the following questions:
• Is wage setting appropriate for South Africa’s development needs? Are

wages determined in alignment with employment and growth needs to
achieve full employment? Do they underpin incomes (for labour
replacement)? Are they responsive to industrial competitiveness
requirements?

• Are wages set within a competitive framework? What constrains
competition in the labour market? How important are racial and gender
discrimination? What impact do high skill wage increases have on
economic growth? What impact would competition have?

• What are the roles of institutions such as unions and bargaining councils,
and of minimum wages, on efficiency and equity?

Figure 1 outlines factors that can impact on wage determination. This starts
from ‘supply-side factors’ such as access to education, networks, transport
or workers’ general health. The demand for labour, and therefore wage
levels, can be affected by industrial structure, general growth conditions
and the behaviour of firms in their human resources practices. These supply
and demand conditions are mediated by market institutions providing
bargaining, regulation, networks, and information.

Some flexibility to market conditions is often sought. However, flexibility
is a term that is often misused. Most commonly, it refers to contract
flexibility, or the ability to hire and fire. This should enable firms to adjust
to changing market conditions. But flexibility or rigidity could also refer to
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entrenched non-competing labour market segments. Patterns of wage
determination may be segmented by occupation, industry, geographical
area, gender or race. These can be important sources of inflexibility and
have serious cost and efficiency implications.

This article is structured as follows: the first section reviews general
wage trends, and the distribution of wages. The second section considers
explanations for wage trends attributed to economic structure. The third
section reviews the impacts of unions and minimum wages on overall wages
and equity. The final section looks at the evidence of racial and gender
discrimination.

Figure 1: Factors impacting on wage determination.

Overview of wage trends
General wage trends
Wage trends differed dramatically over the 1970s, 1980s and 1990s, as
would be expected over a period of structural change, greatly varying rates
of economic growth and political change.

The distribution of value added between wages and employment growth
will greatly impact on efficiency and equity outcomes. In the 1970s, there
was rapid annual growth in real wages in mining (10.8 per cent),
manufacturing (2.5 per cent) and agriculture (2.6 per cent). This exceptional
growth in wages trailed behind that in real value added in agriculture and
manufacturing. In services, real wages were relatively stagnant (0.2 per cent
per annum), despite rapid growth in value added by about 3 per cent per
annum (Mazumdar and van Seventer 2002). Mazumdar and van Seventer
(2002:17) find that the ‘tradeable sector divided the increase in output
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almost equally between real wage growth and employment increase’.
Mining in particular benefited from output price increases, enabling higher
wages in a context of stagnant output and slow employment growth. In
contrast, expansions of output in the services sector contributed mainly to
employment growth and not to wage increases.

The experience was very different in the 1980s. Real wage growth in the
1980s was generally very low, and mostly trailed growth in value added.

According to Mazumdar and van Seventer (2002), the 1990s were
marked by a re-emergence of wage growth, generally outstripping that in
value added. The divergence was much more marked for mining and light
industry than it was for services sectors. This was the case in both traded and
non-traded sectors, although it is still more marked for the former. This
means the fruits of any output growth would have favoured wages over
employment. The context is one of fairly slow growth in value added over
the 1990s, so rapid employment creation would not be expected. Real wage
growth would need explanation in this context.

Mazumdar and van Seventer (2002) put forward possible explanations
for such wage growth:
• Increasing capital intensity;
• Rising skill intensity;
• Efficiency wage effects where government programmes to promote

training have been effective. Labour legislation that raises the cost of
dismissals may incentivise employers to pay more to retain better
workers, and gain from efficiency considerations;2

• Trade union strength, contract inflexibility and government regulation.

Mazumdar and van Seventer’s (2002) findings for the 1990s may be the
case for mining, manufacturing and agriculture, but not for the economy as
a whole. Those sectors did shed large numbers of low skill workers and
there is evidence of rising skill intensity, especially in traded activities.
However, it does not appear to be the case in the services sectors, which
dominate the economy. Moreover, Mazumdar and van Seventer (2002)
source their 1990s employment data mostly from the Statistics South Africa
Survey of Employment and Earnings (SEE). These statistics generally show
falling employment through the 1990s in most sectors, as compared to
Statistics South Africa’s October Household Survey (OHS) and Labour
Force Survey (LFS): these show rising employment in a number of sectors,
since 1997 at least. Part of the problem relates to the weak inclusion of
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services employment in the SEE data. The SEE data also tends to represent
higher average wages than the LFS, perhaps as it does not include non-VAT
firms with turnover of less than R200,000. So, their findings may overestimate
wage growth and employment stagnation (see Altman et al 2005). Moreover,
Altman (2004) shows that there has been little change in the overall cross-
economy distribution of skills if the OHS and LFS are used. This may
explain the divergence of these findings from those presented below, which
primarily reports on studies making use of household data.

Distribution of wages
It is well known that the SA economy is characterised by extreme

unemployment amongst low-skill workers, and a shortage of skilled workers
and professionals. In such a context, one would expect to find a widening
gap in earnings between high- and low-skill workers. This would involve
falling real wages amongst low-skill workers and rising earning for higher-
skill labour. If this were not found, some explanation would need to be
identified.

Research based on data to the mid-1990s often shows the opposite trend:
rising wages for low-skill African workers and relatively stagnant wages for
higher-skill workers (see Hofmeyr 1990, Fallon 1992, Lewis 2001). This is
shown in Tables 1, 2 and 3. Wage increases for low-skill black workers were
generally understood to be a correction, after years of exploitation. Some
authors, such as Fallon (1992), expressed concern that these increases,
however humane, would have a negative impact on competitiveness and
employment.

Considerable effort has been applied in the SA labour market literature
to explain this phenomenon, generally focusing on wage premiums associated
with rising unionisation. It has alternatively been explained as the result of
growing capital intensity and job losses amongst low wage workers. Overall
there are some surprising trends over the period from 1970 to 1990. Pay
equity improved considerably from the 1970s. The gap in wages paid to
workers of different races pegged at the same grade narrowed dramatically
(Table 3). However, the racial gap in average earnings did not change very
much, explained by a continued crowding of African workers in low paying
jobs (Table 2).

Despite wage increases for low-skill workers, absolute earnings are still
quite low relative to living costs. Valodia et al (2005) show that 28.5 per
cent of workers earned less than R1,000 per month in 2004, and 64.7 per
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cent earned less than R2,500 per month. Great inequality persists. McGrath
(1990) found that wage differentials by race continued to be significant,
even after standardising for relevant earnings-related characteristics. These
are consistent with studies by Hofmeyr (1990), Fallon (1992) and Moll
(1998). Table 6 shows that skilled African male workers earned half of their
white counterparts in 2002.

Table 1: Real growth of wages of whites and Africans by sector, 1945-
1990 ( per cent growth per annum).

Source: Woolard and Woolard (2005), quoted from Hofmeyr (1999).
* The 1980-85 period is replaced by 1980-84 for mining as no racially
disaggregated data are available after 1984.

Table 2: African wages relative to white wages (expressed as a  per cent
of white wages), by sector, 1960-1990.

Source: Woolard and Woolard (2005), adapted from Fallon (1992).
* The Chamber of Mines has not collected statistics by race since 1984.

 
Sector Race 1945-60 1960-72 1972-75 1975-80 1980-85 1985-90 
Manufacturing Whites 

Africans 
3.05 
0.44 

3.35 
2.57 

0.92 
7.57 

1.16 
3.62 

0.08 
1.59 

-0.80 
1.21 

Construction Whites 
Africans 

1.89 
0.07 

4.18 
3.38 

-1.63 
6.07 

1.42 
-0.38 

-0.56 
2.16 

-2.68 
-2.67 

Mining* Whites 
Africans 

2.35 
0.31 

2.48 
1.32 

4.44 
29.59 

-1.59 
5.44 

0.36 
3.12 

 

Formal sector Whites 
Africans 

  0.83 
10.47 

-0.79 
3.29 

1.79 
2.88 

 

Non-primary 
sectors 

Whites 
Africans 

   -0.74 
2.85 

1.22 
2.28 

-0.28 
3.12 
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Table 3: Relative wage levels by race for similar gender and job grade
( per cent of white levels)

Source: Woolard and Woolard (2005), quoted from McGrath (1990).

Cichello, Fields and Leibbrandt (2003) compare 1993 and 1998 KwaZulu-
Natal Incomes Dynamics Survey (KIDS) panel data in KwaZulu-Natal.
Using panel data, they compare how workers fared over this period, based
on their starting point in 1993, namely whether they were in the formal
sector, informal sector or unemployed.3 Then they compare findings from
the same data if used cross-sectionally only. The panel data tells us what
happened to specific groups of individuals, while the cross-sectional data
helps us to understand what happened ‘on average’.

They obtain different results when using the data as a panel or cross-
sectionally. Analysing the KIDS data cross-sectionally shows rising wages
for formal sector workers, albeit for a smaller number of workers: they find
that the formal sector fell from 36 per cent of the local labour force to 33
per cent, while the ‘informal sector’ expanded from 19 per cent to 24 per
cent. Using cross-sectional analysis, they find that higher earning formal
sector workers fared best, with the fastest growth in wages. Informal sector
workers also experienced increases in earnings, across the income quartiles.

When using the panel data, they found that workers who started in the
formal sector in 1993 experienced a fall in earnings of -2.6 per cent.
Workers who were initially in the informal sector experienced a rise in
earnings of 13.2 per cent. It is worth keeping in mind that formal sector
workers earned an average of R904 monthly, while informal workers earned
R281 per month. The shift in earnings was in part influenced by movement
between employment states, whether formal, informal or unemployed.
Indeed Cichello et al (2002) found that the initial employment status and the
transition between employment status had a far greater impact on earnings
changes than did other demographic characteristics such as gender,
education, or geographic location. Of course, initial status is impacted
greatly by demographic characteristics.

 
Year White Coloured Indian African 

1976 100% 62.2% 67.0% 57.1% 

1985 100% 78.8% 87.3% 78.2% 

1989 100% 79.9% 89.4% 84.7% 
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Cichello et al (2003) show that earnings changed depending on the
direction of movement between employment status over this period. Although
formal sector workers experienced declines in earnings, it is clear that
working in the formal sector was the most beneficial work status. Those that
made the transition from informal to formal work experienced dramatic
improvements in their earnings.

Hence, the cross-sectional data tell us that formal sector workers were
better off in 1998 than they would have been in 1993. However, the panel
data tells us that people working in the formal sector in 1993 were generally
worse off by 1998. The panel data, therefore, tell us more about vulnerability,
volatility and labour market risk.

There are a number of interpretations, not all of which are reflected by
Cichello et al (2003). They do account for the possibility that expanding
opportunities due to loosening regulations and economic growth may have
stimulated greater possibilities for informal businesses. On the other hand,
as their definition of informal work includes peripheral workers in the
formal sector, rising earnings might be attributed to the expansion of non-
traditional forms of work and contracting out. The fall in income from
formal to informal is not always as great as one would imagine. They
interpret this to indicate possibly that some workers do gain useful experience
in the formal sector that they apply to informal businesses. Alternatively, it
might indicate that wages fell for workers who shift from large employer to
casualised subcontractor.

The period of analysis matters a great deal to understanding wage trends.
In particular, there were dramatic job losses in resource based industries in
the 1980s, and an apparent skill intensification in agriculture and mining,
as most job losses were in lower skill categories. These jobs losses
continued until the mid-1990s (Altman 2004).

There is evidence to show that wage increases for low-skill workers in the
formal sector turned in the mid 1990s. Drawing from cross-sectional KIDS
data, Cichello et al (2003) show that the top 25 per cent of formal wage
earners experienced an average increase of 36 per cent between 1993 and
1998, as compared to 11 per cent for the bottom 25 per cent.
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Figure 2: Wage trends by skill level in the formal sector (2000 prices)

Source: Altman and Woolard (2005), calculated from StatsSA, OHS
and LFS.
Note: The error bars are for 95 per cent confidence intervals.

Woolard and Woolard (2005) analyse real wage trends as available from the
OHS and LFS between 1995 and 2003, for five skill categories.4 The main
findings include:
• The narrowing wage gap found in the 1980s reversed from at least the

mid-1990s. Instead, relative wages widened. Figure 2 shows that this was
particularly due to:
• falling real wages of low skill African workers;
• stagnant semi-skilled, skilled and high skilled (female) workers; and
• rising earnings amongst high skill male workers and managers (with

tertiary qualifications).

• A substantial wage gap between small and large firms, of between 10 per
cent and 40 per cent depending on skill level. The fall in wages of African
low-skill workers was found mainly in small private sector firms, probably
the result of the growing services economy and contracting out;

• In some categories, women made progress relative to men. For example,
semi-skilled female workers’ wages rose relative to their male
counterparts, possibly explained by growing feminisation at this level,
especially in the services economy;
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• The racial wage gap narrowed amongst managers, which might be
explained by the drive toward employment equity;

• The wage gap between white and black workers widened in some cases
for high skilled, skilled, and semi-skilled workers. Table 4 presents a
summary of findings, comparing African workers’ wages to those of
white male workers with the same skill level. Of course, there are few
white workers at the lower skill level. It is worth noting that the wage gap
between African, coloured and Asian workers is still very wide. For
example, coloured semi-skilled male workers earned 40 per cent more
than their African counterparts in 2003 (Woolard and Woolard 2005).
Highly skilled African female workers earned 15 per cent less than their
coloured counterparts. This could be explained by a number of factors
such as occupational crowding of black workers into lower paying
sectors and occupations;

• Despite having contracted, the public sector has played a particular role
in underpinning equity in the labour market, as a matter of explicit
government policy. The main result is that low-skill workers earn
relatively more in the public sector, the race gap in pay is more narrow,
and that African graduates and professionals tend to earn more than they
do in the private sector (Woolard 2002).

Table 4: African workers’ wages as  per cent of white male workers at
same skill level, 1995 and 2003

Source: adapted from Woolard and Woolard (2005)

 

 African males African females 
 1995 2003 1995 2003 
Managers (with tertiary 
qualifications) 

.59 .75 .73 .96 

Managers (without 
tertiary qualifications) 

.37 .48 .51 .88 

Highly skilled .59 .63 .82 .88 
Skilled .58 .57 .82 .84 
Low skilled .38 .35 .51 .36 
Unskilled .57 .29   
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Economic structure
Private demand
Labour demand can have an important impact on wages. This is derived
from two main interrelated phenomena:
• The sector distribution of the economy, particularly in relation to the

skill intensity and labour intensity in growth industries. For example,
higher productivity industries (more capital intensive) will generally pay
higher wages for the same labour. A cleaner will earn more in the
automotive sector than in the clothing industry;

• Competitive conditions in those industries. Wages will be influenced by
whether dominant industries are inward or outward oriented. Inward
oriented industries may pay higher wages than the same industry that is
outward oriented, as global competition can bid wages down. In the
longer run, trade could have the effect of raising average wages as a result
of productivity and demand growth. Changing regulatory frameworks,
such as those that increase market contestability or reduce mark-ups,
could boost demand, potentially having the impact of raising wages if the
availability of labour is constrained. Intensified competition could
encourage firms to change work organisation and technology – also
shifting the type and quantity of labour demand. Through this process
there may be labour displacement, or replacement by workers willing to
take lower pay.
The employment debate is sometimes polarised between the need to

promote exports versus a more domestic orientation. Scepticism in respect
of potential job creation through exports particularly arises due to their
growing capital intensity, at least in respect of manufacturing. Van Seventer
(2004) shows how important exports still are to employment in South
Africa. This shows that 36 per cent of total formal employment is generated
by foreign demand, through direct and indirect impacts. The remaining
employment is derived from Government demand (19 per cent) and the
domestic circulation of goods and services (45 per cent).

Employment in the traditional resource-based industries, namely mining
and agriculture, has been shrinking since the 1980s. There has not been
sufficient uptake in other sectors, whether formal or non-formal. 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 2001a, 2001b, Bhorat and Hodge 1999, Bhorat and Cassim 2004,
Edwards 2001, Whiteford and van Seventer 2000). Integration into the
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global economy has been blamed for job losses. This is sometimes attributed
to rising imports. Edwards (2001) and Wakeford (2004) show that the main
source of job losses in manufacturing is due to technology and productivity
improvements. Slow structural shifts have also been explained by underlying
economic bias due to minerals economy characteristics.5

There is little doubt that there has been a capital intensification in
mining, agriculture and manufacturing over the 1980s and 1990s. However,
as shown in Figure 3, the aggregate picture shows a fairly stable proportion
of low-skill to high-skill workers (Altman 2004). This can be explained by
the inclusion of services when looking at the economy as a whole. 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 (Altman 2004, 2004a).

Figure 3: Formal employment by skill level (’000s).

Source: Altman (2004), calculated from Stats SA, OHS (1995-1999);
Sept LFS (2000-2002).

The public sector
The public sector accounts for about 18 per cent of formal employment in
South Africa. Despite having contracted over the 1990s, the public sector
has played a particular role in underpinning equity in the labour market.
This has been the result of explicit policy decisions made following the
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Presidential Labour Market Commission in 1996. The intention was that the
state should catalyse and encourage the ‘progress of employment equity by
its own performance’ (Presidential Commission 1996). The main effects of
public sector wage policy have included:
• The public sector has played an important role in raising low-skill wages;
• The wage gap between high and low skill occupations is wider in the

private sector. Low-skill wages are relatively higher in the public sector
(than the private sector) and high-skill wages are relatively lower
(Woolard 2002);

• Racial disparities in wages for workers at the same skill level is very low
in the public sector, and certainly much less than in the private sector,
where professional earnings vary considerably by race;

• Higher skill occupations in the private sector are still dominated by white
workers, as compared to the public sector, which has been an important
employer of black professionals. For example, the proportion of senior
black managers in the public service rose from 37 per cent to 55 per cent
between 1995 and 2001. The expansion of black management is more
pronounced at lower levels to middle levels. Over this period there has
been a growth in overall employment at managerial levels, absorbing
both white and black workers. The growth has simply favoured black
entrants, but not to the exclusion of white workers (Thompson and
Woolard 2002). The public service has played an important role as first
employer for black graduates: indeed, Moleke (2005a) found that 70 per
cent of new black graduates obtained their first job in the public sector.
However, this growth in employment flattened in 2001 and further
analysis would be required to see whether growth resumed in subsequent
years;

• Woolard (2002) shows that although high-skill wages are generally
lower in the public sector than in the private sector, African professionals
were nevertheless paid more in this sector than in the private sector. She
found that ‘the average African public servant’ was earning 32 per cent
more than ‘his equally experienced, equally qualified counterpart in the
private sector’ (Woolard 2002:13). Women in the public sector earned
21 per cent more than their counterparts in the private sector. African
women in the public sector earned 36 per cent more (Woolard 2002).
The extent to which public sector wage policy impacts on the private

sector is not known. The more important impact may be to improve access
and equity for black graduates to professional jobs, since public service is
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the first port of call for abut 70 per cent of black graduates (Moleke 2005a).
Therefore, growth in public sector employment in higher-skill grades will
be an important part of cross-economy employment equity.

Institutional interventions
One of the critical goals of a labour regime is to achieve an appropriate
balance between flexibility and security. The institutional arrangements
can make a significant contribution to achieving this balance in wage
setting. In a separate article in this edition, Paul Benjamin considers
approaches to labour regulation, what it is meant to do, and its influence on
bargaining power. There are a number of possible institutional interventions,
such as trade union organisation, minimum wages, or basic conditions that
protect employment contracts.

Unions
Unions can have a number of impacts on wages, potentially increasing or
decreasing inequality. The empirical question is to determine which
predominates. Unions create a divide in the labour market between the
insiders (employed/core workers) and the outsiders (unemployed/non-
unionised peripheral workers), with their interest largely vested in the
insiders. However, they can also offer leadership in basic conditions of
employment, such as those related to the strength of contracts, that have an
impact on a wider group of workers.

Unions affect wages in a number of ways:
• Wage dispersion within unionised firms tends to be reduced, particularly

narrowing the wage gap between blue and white collar workers;
• Unions may increase inequality by increasing wages of unionised workers

versus those of non-unionised workers. This can also happen if there is
contracting out and regulation avoidance;

• Wage dispersion between firms in a given product market may be
reduced, particularly amongst low skilled workers;

• Unionised firms may offer ‘wage leadership’ to non-unionised firms.
Although overall wage growth was relatively stagnant in the 1980s, a

number of authors find that the trade union movement was successful in
substantially raising wages in select industries, particularly in mining and
manufacturing (Fallon and Pereira de Silva 1994, Fallon and Lucas 1998).
The public sector unions became more prominent in the late 1990s, and in
combination with public sector policy, certainly had an impact as already
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described. Government extended its minimum wage determinations to new
sectors, namely domestic and agricultural work.

Empirical evidence shows that unionised segments of workers and those
covered by industrial councils are reported to earn higher incomes compared
to their non-unionised counterparts, particularly amongst African workers
(Schultz and Mwabu 1997, Rospabé 2001, Moll 1993a). According to
Schultz and Mwabu (1998), union members earned around 60 per cent more
than their non-union counterparts. When controlling for industry and
occupation, Butcher and Rouse (2001), using the 1995 OHS, found a much
lower premium of about 20 per cent for African workers and 10 per cent for
white workers. This is an important distinction, as unions predominate in
certain sectors, as seen in Table 5, namely mining, the public sector and
specific sections of manufacturing. Workers covered by bargaining councils
were also found to earn a premium.

Table 5: Unionisation

Source: Altman (2004), calculated from Stats SA, LFS Sept 2002.
Table excludes employers, self-employed and those working without
pay.

The extension of industrial council agreements to non-parties was also
found to have an impact on wages, albeit not as much as might be
anticipated. Butcher and Rouse (2001) reported a wage premium of 6-10

Main industry 
Number that 
is unionised 

('000s) 

Total in 
workforce 

% of workforce 
that is unionised 

Agriculture, hunting, forestry and fishing  60  884  6.8% 

Mining and quarrying 378  494 76.5% 

Manufacturing 481 1 425 33.8% 

Electricity, gas and water supply  42   80 52.5% 

Construction  53  410 12.9% 

Wholesale and retail trade 246 1 281 19.2% 

Transport, storage and communication 154  462 33.3% 

Financial intermediation, insurance, real 
estate & business services 

198  884 22.4% 

Community, social and personal services 1 114 1 888 59.0% 

Private households with employed persons  12 1 040  1.2% 

Total 2 750 8 899 30.9% 
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per cent for African non-union workers covered by industrial councils. The
reasoning is that, above and beyond industrial council agreements, some
unions continue on to negotiate further increases at a plant level. As a result
the wage premium extended to the non-union workers covered by the
industrial councils was lower than that of unionised workers also covered
by the industrial councils.

The key concern with institutional interventions is generally in relation
to their impact on raising lower skill wages to the point that a disincentive
to employment has been created. However, wages for unskilled, low- and
mid-skill workers stagnated or fell from at least 1997 onwards (Woolard
and Woolard 2005). Unions might not cause large cross-economy effects
for a number of reasons. Firstly, their coverage is not wide enough within
the private sector. At the time of Butcher and Rouse’s study, only 10-16 per
cent of workers were covered by Industrial Council agreements. Secondly,
the majority of firms applying for exemptions from bargaining council
agreements are granted such exemptions.6 This was as true in the mid-1990s
(Standing, Sender and Weeks 1996) as it is today. In 2004, the Department
of Labour reported that SMMEs accounted for 59 per cent of the 7,373
exemption applications received: 77 per cent of all applications were
approved. Thirdly, by 2003, only 40 per cent of bargaining council members
worked in the private sector. Benjamin (2005) argues that the extension of
bargaining council agreements could only potentially apply to about 300,000
workers, primarily in the metal and motor sectors.

It is worth noting that the wage premiums may have the effect of reducing
the apartheid legacy wage gap. Azam and Rospabé (2005) use the 1999
OHS to show that the gap between white and black workers is less amongst
unionised than amongst non-unionised workers. They conclude that this has
the effect of reducing ‘statistical discrimination’. This refers to the view
that employers pay less because they have lower expectations of black
workers.

Only a small proportion of low earning formal workers is actually
unionised (Valodia et al 2005). In 2004, there were 7.38 million people
earning less than R2,500 per month, of which about 5.36 million could be
counted amongst the formally employed or in domestic service. Of these,
about 20 per cent were unionised. A much smaller proportion of workers (6
per cent) earning less than R1,000 per month was unionised. The proportions
unionised fell dramatically between 2000 and 2004.
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Minimum wage determinations
There were already existing sector determinations for the contract cleaning,
wholesale and retail, private security and clothing sectors (Benjamin 2005).
Further, quite controversial determinations were set for domestic workers
and agricultural workers in 2002. Little is known empirically about the
impact of these determinations, the latter two in particular. In the main,
theoretical work has been done to guess at the possible impact.

A significant majority of the South African population in the labour
market earns very low wages (Valodia et al 2005). Being employed does not
necessarily draw an individual or household out of poverty. For example
domestic workers and farm workers account for about 17 per cent of
employment in the economy. Their estimated wages lie below the poverty
line for individuals and for households as well. The median wage for
domestic workers was calculated at R333.50 per month, while that of farm
workers was just over R400 per month in 1999 (Bhorat and Leibbrandt
1999).

The potential impact of minimum wages relies heavily on the extent to
which the wage determination is actually significantly higher than what is
already being paid, and the expected wage elasticity. In a case where the
minimum is higher than the current wage, a significant wage/employment
trade off could actually result in overall income losses.

Hertz (2002) estimated that an elasticity of -0.6 would be the point at
which the losses (job losses) would outweigh the gains (wage increases). If
the elasticity is 0 (ie no job losses arise as a result of minimum wages
implemented for domestic workers), then the ‘ultra-poverty’ rate of domestic
workers households falls by 18 per cent and the ‘poverty rate’ falls by 3 per
cent.7

Bhorat (2002) did a similar simulation for agricultural and domestic
workers to review the impact of different wage increases, ranging from 5 per
cent to 100 per cent. He uses the short run (-.156) and long run (-.71) wage
elasticities put forward by Fallon and Lucas (1998). These are well above
Hertz’s threshold.

This is a theoretical exercise, as the elasticity is unknown. There are
discrepancies in respect of long-run economy-wide elasticities.8 However,
the central point put forward by Bhorat and Hertz is that, while the workers
concerned may benefit individually, the increases in minimum wages are
unlikely to make a big dent on poverty rates.
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Breitenbach and Peta (2001) provide a local case study involving
interviews with employers and employees in 128 residential units, thereby
offering some empirical evidence of the possible impact of domestic worker
minimum wages. They found that the demand for domestic work was
relatively inelastic: in other words, an increase in wages of domestic
workers would have a small impact on the demand for their services.
Instead, they found that wage increases might instead lead to a decrease in
the number of hours worked and the nature of working conditions. In
particular, it would result in a move from live in domestic workers to hourly
or daily based work.

Therefore, all things being equal, rising wages due to trade union
organisation or minimum determinations would not explain rising low skill
unemployment at the aggregate level, from at least the mid-1990s.

Discrimination
Race and gender
The apartheid legacy still dominates wage differentials in South Africa.
This system entrenched strong biases in education, training, space, job
access and networks that have been difficult to shake off. Distinguishing
between pre-labour market discrimination and labour market discrimination
is absolutely essential.

Pre-labour market discrimination by race
‘Pre-labour market discrimination’ is an important contributor to persistent
race and gender differentials. Apartheid has still left a legacy, despite
efforts to integrate the historically racially-segregated education systems.

There are a number of dimensions to pre-labour market discrimination:
• Schooling length and quality;
• Access to tertiary education that is desired by employers;
• Networks, career information, information about education quality and

bursaries/loans;
• Good learning conditions (ie young people work under substantial social

stress and poor learning conditions).

The first dimension to educational difference is reflected in the differences
in years of schooling attained. Africans and women have on average lower
levels of education compared to other groups. The participation of Africans
in education has increased but it is still not universal.
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The second dimension relates to the quality of education, particularly the
differences in quality of education in schools which are dominantly African
versus those which are predominantly white and/or integrated.

For example, Moll (1998) finds that cognitive skills are an important
determinant of wage levels for those emerging from the African schooling
system. In particular, computational skills are found to be more important
than comprehension skills in influencing wages. The African primary
schooling system was an extremely poor generator of computational skills,
raising the computational test score by only 13 per cent. Van der Berg et al
(2003) shows poor maths and sciences results of graduates from historically
black schools (also see Moll 2000, Rospabé 2001, Keswell 2004, Case and
Yogo 1999, Van der Berg 2002). Van der Berg (2002) found that the low
test scores of Africans explain some of the differences in the earnings gap.

The other indicator of quality is reflected in the number of secondary
school leavers who pass with endorsement and with mathematics and
science (Van der Berg 2002). The poor quality of secondary school
performance directly impacts on progression into higher education and the
labour market. The implications of this are reflected in a study of university
graduates’ experiences. The study reveals the continued segregation of
women and Africans in areas of study with poor labour market outcomes in
terms of types of jobs landed (Moleke 2005b). This underpins a common
belief that productivity and returns to education would be improved through
the reallocation of resources in favour of mathematical learning.

Racial differences within the labour market
Discrimination ‘in the labour market’ differs from that caused by ‘pre-
labour market’ discrimination. Persistent differences in labour market
success by race do not necessarily imply the presence of labour market
discrimination. Discrimination arises where it can be shown that there are
persistent and statistically significant differences in labour market outcomes
for people of different race groups that have similar characteristics,
particularly in educational attainment and years of work experience.
Otherwise, differential labour market outcomes are more likely caused by
‘pre-labour market’ conditions.

Cross-sectional analyses of the OHS and LFS data definitely show that
there are labour market segments with persistent and wide earnings
inequalities between race groups. Some of this evidence is presented in
Tables 4 and 6. Despite the changes occurring in the labour market,
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Erichsen and Wakeford (2001) and Rospabé (2001) reported that wage
differentials were increasing. Woolard and Woolard (2005) also reported
an increase or no change in the wage gap between Africans and whites
between 1995 and 2003 amongst most skill categories, although the situation
was far worse the lower the skill level (see Table 4). There was a considerable
narrowing of earnings gaps for managers, particularly in relation to African
women. The earnings of white urban male formal sector workers was more
than three times that of their African counterparts in 2002 (see Table 6).

There is also a problem of crowding into certain sectors and occupations.
Bhorat (2000) shows how 42 per cent of skilled Africans work in low
earnings occupations such as teachers, teaching associates and nursing or
midwifery, while 36 per cent of skilled whites work in higher earning
occupations such as managers, finance, and physical and engineering
sciences.

These gaps are partly explained by occupational crowding of Africans
into certain occupations, thereby bidding their wages down. The professional
and higher skill workers have less competition and are able to bid their
wages up. Even as black workers obtain higher qualifications and move up
the jobs ladder, it could take time for their earnings to catch up with those
of workers who have had more years of work experience. Employment
equity and equity charters could fast-track that process, where firms find
they are bidding up the price of younger black labour market entrants.

Simple cross-sectional analysis can tell us whether the racial earnings
gap is narrowing generally and more specifically by occupation. But finding
a persistent gap does not necessarily imply that labour market discrimination
is the cause.

Discrimination is more accurately shown where income differentials are
decomposed to isolate contributing factors. Relevant studies control for
productivity related characteristics, such as education, or years of experience
(see  Knight and McGrath 1987, Hofmeyr 1990, McGrath 1990, Moll 1995,
Moll 1998, Hinks 1999, Hinks et al 2000,  Rospabé 2001, Van der Berg
2002).

Studies by Moll (1995) and Treiman et al (1996) found that discrimination
diminished as an explanation of income differentials between 1980 and the
early 1990s. For example, Moll (1995) found that discrimination accounted
for 44 per cent of the wage differential in 1993, as compared to 75 per cent
in 1980. Hinks et al (2000) found that wage discrimination accounted for 29
per cent of the income differential between whites and Africans in 1994.



77

Wage determination in South Africa: what do we know?

They attribute this differential more to the overpayment of whites, than to
the underpayment of Africans.9  Hinks (1999) takes this further, considering
changes in discrimination between 1980 and 1997. He finds that more than
60 per cent of the wage advantage experience by whites is due to ‘white
overpayment’. He further argues that a typical white worker would have
earned 67 per cent less if they had been paid on a competitive basis in 1980,
and 28 per cent less in 1994. In contrast, African workers would have earned
25.6 per cent and 14.9 per cent more respectively. This gives a sense of how
discrimination may be hindering growth.

Table 6: Mean monthly incomes

 

Source: Altman (2004), based on September 2002 Labour Force
Survey.

Discrimination is evident in hiring, promotion and training policies
(Rospabé 2001). Azam and Rospabé (2005) attribute this to ‘statistical
discrimination’, whereby employers have uncertainties regarding the
productivity of African workers. These uncertainties perpetuate
discrimination. There does not appear to be substantial empirical information
in this regard, and more monitoring and evaluation would certainly help
guide public and private action.

 
  2002 1999 2002 

  Rand As % of formal 
urban African 
male earnings 

As % of formal 
urban African 
male earnings 

  Men Women Men Women Men Women 

White workers       
   

Formal (urban) 9328 6150 341% 217% 318% 210% 

African workers          

Formal (urban) 2931 3092 100% 94% 100% 105% 

Informal (urban) 1055 655 46% 38% 36% 22% 

Informal (non-urban) 723 436 32% 24% 25% 15% 

Domestic (urban) 524 544 41% 24% 18% 19% 

Domestic (non-urban) 410 399 16% 18% 14% 14% 

Agricultural (formal) 698 497 46% 27% 24% 17% 

Agricultural (informal) 480 424 18% 14% 16% 14% 
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Gender differences within the labour market
The apartheid system also contributed to gender segmentation. This might
partly be due to the fact that a greater proportion of women were left in the
rural areas, with less access to quality education and employment
opportunities. Women also tend to be more represented in relatively low-
skill and lower-productivity sectors that generally pay less. Women are
mostly concentrated in the retail and wholesale trade sector, community and
personal services and private household sectors. Within these sectors
women are employed in a fairly narrow set of low-wage, low-skill female
dominated occupations like clerical, sales, service work in waiting, beauty,
or cleaning services. Almost one-quarter of African women continue to
work in ‘elementary’ occupations like office cleaning and domestic work.
Within the skilled occupations women are concentrated in professional
occupations such as nursing and teaching and as para-professionals in
health such as dental assistants or radiographers (Altman 1993, Casale
2004, Moleke 2005a, Woolard and Woolard 2005). All other groups are
better spread across a range of craft and professional occupations. African
women in skilled level occupations are better represented in the public
sector (Casale 2004, Moleke 2005).

This crowding of women into few occupations and sectors can result in
low earnings for similar educational attainment. Casale (2004) shows this
very clearly, where women earn less in almost all categories of skill,
attainment and occupation. Bhorat and Leibbrandt (1999) in their analysis
of labour market outcomes of Africans, reported earnings differences
between African men and women who were in the same occupations and had
similar productivity characteristics. Casale (2004) and Woolard and Woolard
(2005) also found wage gaps for all race groups between men and women
that could not be attributed to differences in productivity traits.

There are specific occupations that may be affected by ‘under-valuation’,
as they are similar to ‘unpaid labour’. Women are often seen as the
caregivers at home, and this work is unmonetised. In these occupations,
there is no money payment, and it is therefore seen as ‘free’ and delivered
almost seamlessly. The jobs women have can be very similar and therefore
undervalued in the market (see Altman 1993, Elson 1993, Mackintosh
1993).

White women tend to have a relatively better representation in the skilled
occupations and in the private sector. Between 1995 and 2001, the average
real earnings of white women with degrees rose by 17 per cent, as compared
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to only a 10 per cent increase for African women with degrees. In fact, the
earnings of white women with a matric or more improved over this period.
African women’s earnings, for those with education varying between matric
and diploma, fell in real terms by between 13 per cent and 30 per cent
between 1995 and 2001 (Casale 2004).

Between 1995 and 2001, there appears to have been some improvement
in women’s contribution to high-skill professions. This was true for both
white and African women. On the other hand, women were still not well
represented in occupations denoted as ‘legislators, senior officials and
managers’. Professional women tended to earn a fraction of what their white
male counterparts earned. African women on the other hand seem to have
made better strides in the public sector, where their representation in
management increased significantly (Moleke 2005b).10

Gender roles and the interruptions of work by women also account for the
differences in earnings between men and women. The work interruptions
due to child rearing partly explain the differences in wages between men
and women (Budlender et al 2001, Warren 2004). Family and child rearing
responsibilities often mean that women are likely to lose out on human
capital accumulation and work experience. Notions of the ‘traditional
roles’ of women in society can also influence young women’s choices of
types of occupations to pursue. In the South African context, Warren (2004)
found that the number of children and presence of younger children in the
household (children below 18 years) had a negative impact on women’s
earnings. Human capital theory backed by international evidence also
shows that these factors influence firms’ hiring decisions. This is particularly
so in types of occupations which require heavy investment in on-the-job
training. Firms might be less likely to hire women into these types of
occupations for fear that they may quit and thus not recoup their investment.
Once hired, women’s jobs are protected by provisions in the Basic Conditions
of Employment Act (75 of 1997) which offers maternity leave and does not
allow employers permanently to replace or demote workers for having
taken this leave. Whether this dissuades employers from hiring women, and
whether they actually do abide by these rules is not known and would be the
subject of empirical investigation.

Spatial mobility
Surprisingly little is known about the link between wages and migration.
The spatial mobility of workers can have a profound effect on local labour
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markets and therefore on wage levels. Where mobility is difficult, wage
setting will differ regionally.

A study by Van der Berg et al (2002) uses 1996 census data and 1995
October Household Survey data to track movement of workers from the
Eastern Cape. Posel and Casale (2002) compare the South African Labour
Development Research Unit (SALDRU) data and the OHS for 1995, 1996
and 1997 to trace labour migration. Historically in South Africa, it was
primarily African men who migrated long distances to work, maintaining
homes in the rural areas. Both studies show how women, particularly low
and semi-skilled, are increasingly migrating to urban and peri-urban areas.
This is explained by a number of factors: firstly, women seem to be delaying
marriage, which enables them to move more freely. A Development Policy
Research Unit (DPRU) (2005) study on migration to Gauteng confirms this.
Yet, even families were increasingly moving together to make permanent
homes in more urbanised areas. These studies show that lower skill African
women have a higher probability of finding work in urban areas than do
their male counterparts, possibly explained by the growth in service sectors.

African workers with tertiary education were more likely to stay in rural
areas, perhaps due to special access to public sector employment. While it
might be expected that these workers would move to urban areas, Van der
Berg et al (2002) found that they do not have special advantages in urban
areas, and perhaps are signaled to that effect.

Kingdon and Knight (2005) review the responsiveness of wages to local
unemployment using the SALDRU data. They find the responsiveness to be
very low. They show that a 10 per cent increase in unemployment leads to
a 0.7 per cent decrease in wages. They segment the data into those workers
living in urban areas, those in rural areas that did fall within the former
homelands and those in rural areas that did not fall within the former
homelands. They make this differentiation since the rate of unemployment
differs so dramatically in each of these regional types, with homeland areas
being worst off. They find that the responsiveness is particularly low in the
former homeland areas. This is explained by the prevalence of long-term
unemployed, who do not exert downward pressure on wages, as they do not
really compete for available jobs. In rural areas that did not fall within the
former homelands, unemployment is much lower: there they find that wages
are three times more responsive to unemployment than in urban areas.

These studies make use of data from the early 1990s, about 10 years after
the abolition of controls on spatial movement and right at the point of South
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Africa’s political transition. More recent analysis would be essential to
assess how mobility has changed in the first decade of democratic governance.

Conclusion
The first question posed related to whether wage trends are consistent with
South Africa’s growth and employment objectives. Real wage growth
trailed behind that in value added in the 1970s and 1980s. Growth in output
in the 1970s contributed equally to employment and wage growth.

 The general picture of wage trends in the 1990s is a little uncertain. The
view depends on the data source used. Where data is sourced from the SEE,
output growth is seen to have favoured wages over employment. Research
done before the mid-1990s also found lower skill wages rising faster than
high skill wages, contrary to expectations in a context of a labour surplus.

However, research using the OHS/LFS shows that earnings for lower-
and mid-skill workers have been stagnant or falling from at least the mid-
1990s, and that higher-skill wages rose substantially. The OHS/LFS is more
inclusive, and therefore may be a better data source. Authors using panel
household data have also found falling incomes amongst lower wage
workers in both formal and informal sectors, with benefits generally
accruing to the higher level workers and managers.

Therefore, a break in the trend seems to have occurred in the 1990s. This
would indicate a fair amount of ‘flexibility’ in the market. This is further
underpinned by the finding of a wage differential of between 10 and 40 per
cent between small and large firms, depending on skill level.

Wage trends in the 1990s have generally been explained as the result of
capital intensification in traded sectors, the expansion of services sectors,
contracting out, slow structural transformation, rising unemployment and
overpayment of high-skill white workers due to discrimination.

The public sector has played an important role, although it is unclear how
this might impact on wage setting in the wider economy. It accounts for
about 18 per cent of formal employment. The public sector has had an
explicit equity policy that has resulted in higher low-skill wages, and low
racial wage disparities. It is the first port of call for the vast majority of
African graduates. African professionals earn substantially more in the
public sector than in the private sector. The slow pace of public sector hiring
may impact on the returns to education for African graduates in a context
of limited progress in promoting equity in the private sector.

Institutional interventions, such as trade unions and minimum wages, are
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generally blamed for causing wage rigidities and lack of competitiveness.
Unions generated a wage premium of about 20 per cent for Africans and 10
per cent for whites in 1995. Non-unionised African workers that fell under
industrial council agreements experienced a premium of only 6-10 per cent.
It does not appear that these arrangements have important cross-economy
effects as too few workers actually fall within them. Moreover, the majority
of applications to the Department of Labour for exemptions are approved.
The main impact would appear to be on a small set of industries, namely the
public sector, mining, and some manufacturing sectors. It is possible that
unions have mostly had the effect of reducing statistical discrimination.

There is very little empirical evidence on the impact of minimum wage
determinations on employment, or even on compliance. The theoretical
studies show that minimum wages would have little impact on poverty
levels amongst the most vulnerable households. The only empirical study
asserts that households would pay higher wages for domestic workers.

Race and gender wage discrimination is not that easy to identify. First
and foremost, one must distinguish between pre-labour market discrimination
and labour market discrimination. There are many institutional factors that
constrain full participation by black labour market entrants, such as lower
quality education, poor access to desirable tertiary education, weak networks
and information, and high levels of social stress. Some of these factors have
been linked to lower earnings.

Labour market discrimination is found where people who have similar
characteristics experience different labour market outcomes. The wage gap
remains very wide, with whites earning multiples of what black workers
earn. Moreover, some studies show rising racial wage gaps, which are
clearly linked to wage divergence (Africans in the lower skill jobs with
falling pay and whites in the higher skill jobs with rising pay). On the other
hand, Hinks (1999) and Moll (1993a, 1993b, 2000) show a narrowing wage
gap. Hinks finds that 29 per cent of the income differential between whites
and Africans was explained by discrimination in 1994. More than 60 per
cent of this differential is explained by ‘overpayment of whites’ if markets
had been competitive.

Gender discrimination is another important problem, although the types
of studies similar to those reviewing race do not appear to be available.
Generally, South African women are crowded into few low-paying
occupations and sectors, across the skills spectrum. In almost all cases,
women earn less than their male counterparts.
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This points to the extent to which discrimination is not just an equity
issue, but also one having a potentially dramatic dampening effect on South
Africa’s growth, employment and competitiveness.

Notes
1. This article was produced as part of Review of Labour Market Function and

Policy, co-funded by the HSRC and Sida. Their support is gratefully
acknowledged.

2. Some evidence for this might be found in Bhorat and Lundall (2002) who found
that medium sized firms tended to invest in training at higher rates than
expected (and higher than in firms with more than 200 employees). This is
explained by high ‘search difficulty rates’. This is drawn from the World
Bank’s large firm survey conducted for the City of Johannesburg.

3. They define the ‘informal sector’ to include both informal and casual labour.
The latter category is normally categorised as ‘underemployed’ formal sector
workers.

4. There is so much noise in the data, with very wide confidence intervals for
higher skill categories, that it is actually difficult to discern a trend. Here we
focus on comparing 1995-2002. The paper presents all years.

5. Such arguments were initially put forward by Fine and Rustomjee (1996) in
their analysis of the ‘minerals-energy complex’. Later, Altman (2001a, 2001b)
argued that SA has continued having difficulty shifting off its historical
minerals economy orientation, despite some progress in raising value added in
trade, reducing interest rates and inflation over the 1990s. SA 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, 1994, Ostensson et al 2000).

6. A collective bargaining agreement may not be extended to non-parties unless
the Minister is satisfied that the non-parties fall within the Bargaining Council’s
registered scope. At the same time, provision must be made in the collective
agreement for an independent body to hear and decide any appeal brought
against the issuing of an exemption.

7. Ultra-poverty refers to households that have an income that is half the poverty
rate identified by the Institute for Planning Research at UPE. The poverty rate
was set at R207 to R267 per adult equivalent per month in 1993 Rand.
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8. There is some discrepancy in relation to the extent to which employment is
affected by wage increases. Nattrass (2004:90) reports on employment elasticities
of between -0.66 to -0.85, while Fields et al (1999) found average employment
elasticities of between -0.53 and -0.35 in the early 1990s. These latter elasticities
are very low.

9. Moll’s estimates are higher as he uses monthly income, while Hinks et al use
hourly wage rates.

10. By 2001, there were 90,000 African female ‘professionals’ as compared to
103,000 white male professionals. This would appear to represent a closing in
of African women on their white male counterparts. However as a  per cent of
cohort, this represents only 6 per cent of African women, as opposed to 12.3 per
cent of white men. The picture for senior officials and managers is more stark:
only 1.2 per cent of African women fall in the category, as compared to 19.7 per
cent of white men (Casale 2004). It is surprising that this category has not seen
greater gains for women, as many managerial positions are filled by people
without tertiary qualifications.
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Introduction
This paper forms one component of a larger project of the Human Sciences
Research Council (HSRC) to assess the state of knowledge of the labour
market in South Africa, and to identify research gaps. Our paper has two
primary objectives: to outline the extent and incidence of low-waged
employment in South Africa and to review the literature on informal
employment, one important component of low-waged employment. We
begin by provided a statistical overview of low-waged employment using
the Labour Force Survey of March 2000 and March 2004. Based on these
data, we summarise trends in low-waged employment. In Section B, we
focus on informal employment in South Africa, and discuss some of the
conceptual and statistical literature and apply it to the South African
context. Section C provides trends on informal employment. Section D,
using a unique panel drawn from the Labour Force Survey, provides
analysis of some of the linkages between informal employment and other
labour market statuses, including unemployment. Finally, in Section E,
based both on our analysis of low-waged employment and on the review of
the informal economy, we offer some suggestions for a research agenda.

The issues of low-waged employment and informal employment are both
important considerations for labour market policy in South Africa. One of
the key debates about employment in South Africa is the relationship
between wages and employment, with the argument often made that the high
levels of unemployment in South Africa are a result of rapid increases in
wages, particularly of unskilled black workers (see Fallon and Lucas 1998,
Lewis 2002). In the last comprehensive overview study of the labour market
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in South Africa, Standing et al (1996) reject this argument and point to the
extreme inequalities in wage income and to the high levels of low-waged
income in South Africa. Whatever the merits of these arguments may be, it
is imperative that any assessment of labour market policy in South Africa
takes cognisance of the high levels of low-waged income in the labour
market.

The South African labour market has not been shielded from rapid
growth in informal employment across the globe (see Standing 1999,
Charmes 2000). As we show below, a large proportion of the workforce is
employed in the informal economy. Understanding trends and patterns of
informal employment is critical for broader labour market policy for a
number of reasons. First, and related to low-wages, the increasing
informalisation of work has resulted in a segment of the workforce being
unable to access the formal institutions that govern the labour market, and
they do not have access to retirement provisions and medical insurance,
which form part of the remuneration package for employees in formal
employment. As President Mbeki remarked recently, ‘casualisation has
produced the phenomenon of the working poor…(who) have little say over
their wages …(and) their employers are not required to provide them with
medical and retirement benefits’ (Business Report July 25, 2005). Second,
an understanding of informal economy employment is important for
contextualising policy discussions about employment and unemployment.
What, for example, is the potential for the unemployed to enter informal
employment and then to progress to better paying, more secure forms of
employment? Or, is the growth in informal employment largely the result of
the ‘hollowing out’ of the lower segments of formal employment as firms
restructure in response to a more open international trade environment? Is
the distinction between formal and informal employment really appropriate
for South Africa?

Section A: Low-waged employment in the South African labour
market
We employ two simple benchmarks to assess low-waged employment in
South Africa – earnings below R2,500 per month, and earnings below
R1,000 per month. Table 1 shows the distribution of low-waged workers in
South Africa. On this basis, a large proportion of workers employed in
South Africa earn low incomes. On the basis of the 2000 Labour Force
Security (LFS), 77.8 per cent of the workers fall under the low-waged
category when a R2,500 cut off point is used. A R1,000 cut off point results
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in 53 per cent of workers being classified as low-waged. In 2004 there is a
slightly more than 10 percentage point decrease in the proportion of low-
waged workers for both cut off points. Adopting a more stringent cut off
point of earnings of R500 per month to classify low-waged employment still
results in a high proportion of workers being classified in the low-waged
sector: 38 per cent and 19 per cent for 2000 and 2004 respectively.

Table 1: Distribution of low-waged workers in South Africa

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

The data presented in Table 1 may be criticised for not adjusting wages
for inflation effects – that the supposed reduction in low-waged employment
between 2000 and 2004 is simply an inflation effect. Unfortunately, the LFS
data for wages are collected in income bands which are not easily adjusted
to allow for comparisons in real wages. Thus, the data for 2000 and 2004
should not be compared – we simply present an indication of the extent of
low-waged employment using two benchmarks (earning below R1,000 and
R2,500 per month) and two points in time (2000 and 2004).

However, in order to provide some indication of changes in low-waged
employment over the period 2000 and 2004, Table 2 allows for some
admittedly inexact comparisons. The benchmarks, R1,000 and R2,500 per
month for 2000, have been adjusted to the closest possible inflation
adjusted incomes benchmarks for 2004, respectively R1,500 and R3,500.
These data show that between 2000 and 2004 there has been some reduction
in low-waged employment in South Africa. It should be stressed, however,
that these data are inexact and are shown for illustrative purposes only.

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000 

 No. % No. % No. % No. % 

Low-waged 8697262 77.8 5958388 53.3 7379357 65.0 4423904 39.0 

Non-Low-
waged 

2477033 22.2 5215907 46.7 3978483 35.0 6933936 61.0 

 Total 
employed 
reporting 
wages 

11174295 100.0 11174295 100.0 11357840 100.0 11357840 100.0 
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Table 2: Distribution of low-waged workers in South Africa – adjusted
for real incomes

Source: Authors’ calculations from Stats SA (2001) and Stats SA (2004).

Using the March 2004 LFS only, Table 3 shows the distribution of wages
in the employed workforce. We see a concentration of the workforce in the
lower income bands, with 58 per cent of the workforce earning between
R200 and R2,500.

Table 3: Distribution of wages of the employed, LFS March 2004

Source: Authors’ calculations from Stats SA (2001) and Stats SA (2004).

 Frequency Percent 
Valid 

Percent 
Cumulative 

Percent 
None 

R1-200 
R201-500 

R501-1000 
R1001-1500 
R1501-2500 
R2501-3500 
R3501-4500 
R4501-6000 
R6001-8000 

R8001-11000 
R11001-16000 
R16001-30000 

R30000+ 

276543 
535212 

1304487 
2195499 
1271590 
1661159 
974044 
653423 
747599 
567995 
438614 
291266 
204089 
69795 

2.3 
4.5 

10.9 
18.3 
10.6 
13.9 

8.1 
5.5 
6.2 
4.7 
3.7 
2.4 
1.7 
0.6 

2.5 
4.8 

11.7 
19.6 
11.4 
14.8 

8.7 
5.8 
6.7 
5.1 
3.9 
2.6 
1.8 
0.6 

2.5 
7.3 

18.9 
38.5 
49.9 
64.7 
73.4 
79.3 
86.0 
91.0 
95.0 
97.6 
99.4 

100.0 

Income 
  
  
  
  
  
  
  
  
  
  
  
  
  
  Total 11191315 93.4 100.0   

Don’t know 
Refuse 

Unspecified 

257788 
520514 
14878 

2.2 
4.3 
.1 

    
Missing 

  
  
  Total 793181 6.6     

Total 11984496 100.0     
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Table 4 shows the racial composition of the low-waged workforce in the
South African labour market. Using a cut off point of R2,500, these data for
2000 show the racial composition of the low-waged workforce: 82 per cent
are black, 11 per cent are coloured, 2 per cent are Indian and 5 per cent are
white. A lower cut off point of R1,000 results in an increase in the
proportion of low-waged workers classified as black and a corresponding
decrease for other race groups. For the year 2004, a similar scenario
obtains, except that the numbers of workers classified as low-waged
decreases.

Table 4: Racial composition of low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 5 tabulates the distribution of low-waged workers within population
groups. The highly skewed racial pattern of waged-income is most evident
in this table. Based on the 2004 LFS almost half (47 per cent) of black
workers earn an income below R1,000 per month. At the higher cut-off,
R2,500, almost three quarters (74 per cent) of African workers are classified
as low-waged workers.

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000   

No. % No. % No. % No. % 

Black 7125579 81.9 5238434 87.9 6150520 83.3 3889645 87.9 

Coloured 918892 10.6 519487 8.7 880245 11.9 442140 10.0 

Indian 195177 2.2 68493 1.1 111359 1.5 22024 0.5 

White 450621 5.2 128153 2.2 234191 3.2 70096 1.6 

Other 6992 0.1 3821 0.1 2711 0.0   

Unspecified     331 0.0   

Total 8697261 100.0 5958388 100.0 7379357 100.0 4423905 100.0 
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Table 5: Distribution of low-waged workers within racial groups

Source: Authors’ calculations from Stats SA (2001) and Stats SA.
(2004).

Table 6 shows the gender distribution within low-waged employment. The
year 2000 had an equal proportion of males and females earning at most
R2,500. At the lower cut-off of R1,000, the proportion of women workers
increases, as it does in the more recent period. This trend would be
consistent with evidence that women earn lower incomes than men.

Table 6: Gender distribution of low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 7 shows the age distribution of low-waged workers. In both periods
the majority of low-waged workers are aged between 25 and 34 years

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

African 7125579 89.4 5238434 65.8 6150520 74.4 3889645 47.0 

 Coloured 918892 77.2 519487 43.7 880245 59.9 442140 30.1 

 Indian 195177 57.1 68493 20.0 111359 26.2 22024 5.2 

 White 450621 27.0 128153 7.7 234191 11.9 70096 3.6 

 Other 6992 87.9 3821 48.0 2711    

Unspecified     331    

 Total 8697262  5958388  7379357  4423904  
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irrespective of the income bracket used. On average, 70 per cent of low-
waged workers are below 44 years for both income brackets and years.

Table 7: Age distribution of low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 8 shows the marital status of low-waged workers. For both years and
both cut-off points there is a high proportion of low-waged workers who are
classified either as married or living together. The proportion of households
with such a marital status ranges from 45 to 51 per cent.

Table 8: Marital Status of low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000 

 No. % No. % No. % No. % 

15-24 1428733 16.4 1099728 18.5 903628 12.2 615430 13.9 

25-34 2545065 29.3 1680254 28.2 2300809 31.2 1308407 29.6 

 35-44 2220697 25.5 1395638 23.4 2153221 29.2 1203287 27.2 

 45-54 1312093 15.1 862499 14.5 1350461 18.3 821260 18.6 

55-64 730695 8.4 547548 9.2 518801 7.0 352372 8.0 

65+ 459978 5.3 372722 6.3 152438 2.1 123148 2.8 

Total 8697261 100.0 5958389 100.0 7379358 100.0 4423904 100.0 
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Table 9 shows the education levels of low-waged workers. Education plays
an important role in access to high paid work. Over three-quarters of low-
waged workers do not have a matric school leaving certificate.

Table 9: Education levels of low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 10: Training in skills that can be used for work

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 10 shows the number of low-waged worker that have received
training in some form of skill that can be used for work. In the year 2000,
just 14 per cent of low-waged workers were trained in skills that can be used
for work (using the R2,500 cut off point). Though the number of trained
workers decreased in 2004, the apparent trend is that the lower the cut off
mark, the fewer the number of people that are trained in work-related skills.
Somewhat surprisingly, as shown in Table 11, the majority of workers in

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

No 
education 

1106919 12.9 973378 16.5 714330 9.7 585368 13.3 

 Pre 
matric 

5870286 68.2 4212984 71.4 4995424 68.0 3150108 71.5 

 Matric 1226067 14.2 579044 9.8 1375982 18.7 573026 13.0 

 Tertiary 409711 4.8 137012 2.3 255983 3.5 96723 2.2 

 Total 8612983 100.0 5902418 100.0 7341719 100.0 4405225 100.0 
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low-waged employment that have received some amount of training have
received training over a period of at least 6 months. This suggests that the
training provided is more than just basic skills training.

Table 11: Length of training in skills

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 12: Ability to read within low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Tables 12 and 13 respectively show the ability to read and write among
low-waged workers. Although the percentages are relatively low, up to 17
per cent of workers in low-waged employment do not have basic reading
and writing skills.

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

Less than 
week 

22761 1.9 9831 1.7 7092 1.0 4457 1.5 

1 week 37100 3.1 17645 3.1 24959 3.5 12906 4.5 

>1 week- 
< 2 weeks 

41991 3.5 26737 4.6 37378 5.3 12323 4.3 

2 week- 
< 1 month 

105033 8.7 59423 10.3 99415 14.0 40120 13.9 

1 month-<  
2 months 

80431 6.7 41638 7.2 70335 9.9 25701 8.9 

2 months-< 
6 months 

160174 13.3 89104 15.5 134046 18.9 54793 18.9 

6 months + 753945 62.8 330890 57.5 336225 47.4 139289 48.1 

Total 1201435 100.0 575268 100.0 709450 100.0 289589 100.0 
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Table 13: Ability to write within low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 14: Type of employment, low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 14 shows how low-waged employment is distributed in the economy.
In 2004, based on a cut off of R1,000 per month, most low-waged workers
were in the informal sector, but large numbers of workers in the formal
economy also earned below R1,000 per month. Using the higher cut off
point of R2,500 increases the number of workers in formal employment that
may be classified as low-waged. The dominance of formal employment in
the South African labour market distorts the concentration of low-waged

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

Formal 3626128 41.7 1337982 22.5 3478445 47.2 1143480 25.9 

Comm 
agric 

687934 7.9 616826 10.4 849678 11.5 729621 16.5 

Subsist 
agric 

1693863 19.5 1674877 28.1 386195 5.2 376482 8.5 

Informal 1624125 18.7 1341055 22.5 1627103 22.0 1276781 28.9 

Domestic 962556 11.1 911257 15.3 1003738 13.6 881178 19.9 

Unspec 72264 0.8 49887 0.8 29486 0.4 11982 0.3 

Not eco 
active 

30392 0.3 26505 0.4 4711 0.1 4380 0.1 

Total 8697262 100.0 5958389 100.0 7379356 100.0 4423904 100.0 
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employment to some extent. Table 15 shows how low-waged employment
in distributed in the main forms of employment in South Africa. Whereas
Table 14 shows how the total number of low-waged workers are distributed
in the economy (ie total low-waged employment = 100 per cent), Table 15
shows the concentration of low-waged employment in each of the main
forms of employment (ie total formal employment = 100 per cent and 14.6
per cent of formal workers earned below R1,000 per month in 2004). We see
that low-waged employment is particularly concentrated in subsistence
agriculture, domestic work, commercial agriculture and the informal
economy. Using a cut off of R1000, only 14.6 per cent of workers in the
formal economy may be classified as low-waged in 2004. However, 44.4
per cent of formal workers earned incomes below R2,500 per month.

Table 15: Low-waged employment by type of employment, proportions

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000 
 No. of 

workers 
in 

economy 

No. in 
LW 

No. of 
workers 

in 
economy 

No. in 
LW 

No. of 
workers 

in 
economy 

No. in 
LW 

No. of 
workers 

in 
economy 

No. in 
LW 

Formal 6677923 
3626128 

54.3% 
6677923 

1337982 
20.0% 

7827251 
3478445 

44.4% 
7827251 

1143480 
14.6% 

Comm 
agric 

756984 
687934 
90.9% 

756984 
616826 
81.5% 

929759 
849678 
91.4% 

929759 
729621 
78.5% 

Subsist 
agric 

1508264 
1478098 

98% 
1508264 

1417768 
94% 

337136 
330393 
98.0% 

337136 
320279 
95.6% 

Inform
al 

1820350 
1624125 

89.2% 
1820350 

1341055 
73.7% 

1833612 
1627103 

88.7% 
1833612 

1276781 
69.6% 

Domes
tic 

1001108 
962556 
96.2% 

1001108 
911257 
91.0% 

1013150 
1003738 

99.1% 
1013150 

881178 
87% 

Unspec 115106 
72264 
62.8% 

115106 
49887 
43.3% 

43588 
29486 

68% 
43588 

11982 
27.5% 

Unemp 4333104  4333104  4611101  4611101  

NEA 10241611 
30392 
0.3% 

10241611 
26505 
0.3% 

13833483 
4711 

0.03% 
13833483 

4380 
0.03% 

Total 26454450 8697262 26454450 5958388 30429080 7323554 30429080 4367701 
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Table 16 shows how low-waged employment is distributed among
economic sectors. Using the cut off of R1,000 per month we see that
although there is a fairly high degree of low-waged employment in all
sectors of the economy, low-waged employment is most evident in households
(domestic work), agriculture, construction and retailing.

Table 16: Low-waged employment by Economic Sector

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 17 shows the distribution of low-waged employment by occupations.
As it to be expected, low-waged employment is a feature of particular
occupations – mainly domestic work, farm work and elementary occupations.

 
LFS 2000 LFS 2004 

<=R 2500 <=R1000 <= R2500 <=R 1000 Economic 
Sector 

Total 
in 

sector No. % No. % 

Total 
in 

sector No. % No. % 

Agriculture  2536397 2309139 91.0 2399233 94.6 1339863 1110548 82.9 1240814 92.6 
Mining  475692 83862 17.6 342515 72.0 589904 22609 3.8 326097 55.3 
Manufacturing 1503791 412443 27.4 992883 66.0 1684519 379165 22.5 936706 55.6 
Electricity, 
gas, water 

91527 16324 17.8 42520 46.5 110970 7260 6.5 25499 23.0 

Construction 604222 256061 42.4 436132 72.2 678909 264671 39.0 509938 75.1 
Wholesale/ 
Retail 

2505730 1190696 47.5 1820749 72.7 2489676 1089509 43.8 1785756 71.7 

Transport 550741 126677 23.0 303522 55.1 604542 85936 14.2 257407 42.6 
Financial  853537 118858 13.9 352600 41.3 1115713 125246 11.2 431582 38.7 
Community 
service 

1946478 328971 16.9 804257 41.3 2297676 289371 12.6 673165 29.3 

Private 
households 

1221102 1082390 88.6 1152845 94.4 1210346 1052261 86.9 1188378 98.2 

Ext org/ 
foreign 

4545     1818 40 5980 582 9.7 2892 48.4 
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Table 17: Low-waged employment by occupations

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 18 shows the form of employment for low-waged workers. Using
R1,000 as the cut off to classify low-waged work, the data show that,
although most low-waged workers have permanent employment
relationships, a significant number are employed in temporary and casual
jobs.

 
LFS 2000 LFS 2004 

<=R1000 <=R2500 <=R1000 <=R2500 Occupation Total in 
Occup. Number % Number % 

Total in 
Occup. Number % Number % 

Management 652883 68284 10.5 163674 25.1 854060 47903 5.6 114552 13.4 

Professionals 451142 15202 3.4 53833 11.9 549197 11350 2.1 31086 5.7 

Technical 1075211 120323 11.2 359897 33.5 1196526 102407 8.6 248360 20.8 

Clerks 1061895 156713 14.8 485743 45.7 1243450 149212 12.0 435002 35.0 

Service and  
shop workers 

1381317 583834 42.3 946610 68.5 1423499 456659 32.1 922919 64.8 

Skilled 
agriculture 

/fishery 
1898871 1755337 92.4 1819068 95.8 366828 301575 82.2 321889 87.7 

Craft & 
related 

occupations 
1461991 550798 37.7 1049901 71.8 1478906 439230 29.7 964732 65.2 

Plant & 
machine 
operators 

1160261 345653 29.8 904711 78.0 1228550 284614 23.2 852278 69.4 

Elementary 
Occupations 

2161677 1422302 65.8 1912929 88.5 2774158 1754959 63.3 2484982 89.6 

Domestic 
workers 

1022240 911257 89.1 962556 94.2 1022174 881537 86.2 1004097 98.2 

Total 12327488 5929703  8658922   12137348 4429446  7379897  
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Table 18: Low-waged workers, type of employment

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 19: Low-waged workers, membership of trade unions

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 19 shows trade union membership among the low-waged. Only a
small proportion of those earning below R1,000 per month have trade union
membership, and access to trade union services. At the higher level of
R2,500, just under one-fifth of workers belong to trade unions. Table 20
elaborates on this, showing more detailed data on income and trade union
membership. Trade union membership is associated with higher income
brackets for both periods. There is less than 10 per cent of workers earning
R500 or less who are members of a trade union. The implication is that the
higher the income the higher the likelihood that a worker is a trade union
member.

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

Permanent 4074358 70.8 1969765 60.1 3711559 63.3 1622406 50.7 

Fixed per. 
contract 

183582 3.2 105107 3.2 265108 4.5 114480 3.6 

Temporary 898901 15.6 712834 21.7 1175409 20.0 913790 28.6 

Casual 512978 8.9 408762 12.5 609799 10.4 459479 14.4 

Seasonal 87298 1.5 85130 2.69 105031 1.8 90071 2.8 

Total 5757117 100.0 3281598 100.0 5866906 100.0 3200226 100.0 

 

User
Stamp
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Table 20: Trade union membership, by income

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Table 21 shows low-waged work by the type of employer. The data show
that low-waged work occurs primarily in the private sector. Very small
numbers of workers in the government and NGO sector are paid low wages.

 
LFS 2000 LFS 2004 Income 

category 
  Yes No  Total Yes No  Total 

None 
0 

0.0% 
3211 
0.1% 

3211 
0.1% 

0 
0.0% 

11507 
0.2% 

11507 
0.2% 

R1-200 
38602 
2.5% 

568121 
14.2% 

606723 
11.0% 

8765 
.8% 

276834 
5.8% 

285599 
4.9% 

R201-500 
77300 
5.1% 

1148279 
28.6% 

1225579 
22.1% 

41801 
3.8% 

952009 
20.1% 

993810 
17.0% 

R501-1000 
294265 
19.3% 

1105361 
27.5% 

1399626 
25.3% 

168639 
15.3% 

1742542 
36.8% 

1911181 
32.7% 

R1001-1500 
467530 
30.7% 

596826 
14.9% 

1064356 
19.2% 

234477 
21.2% 

907219 
19.2% 

1141696 
19.6% 

R1501-2500 
647399 
42.4% 

591729 
14.7% 

1239128 
22.4% 

650865 
58.9% 

842915 
17.8% 

1493780 
25.6% 

Total 
1525096 
100.0% 

4013527 
100.0% 

5538623 
100.0% 

1104547 
100.0% 

4733026 
100.0% 

5837573 
100.0% 
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Table 21: Types of businesses employing low-waged workers

Source: Authors’ calculations from Stats SA (2001) and Stats SA
(2004).

Our statistical overview, presented over Tables 1-21, suggests that low-
waged employment is extensive. Using a conservative cut off point at
R1,000 per month, some 39 per cent of the workforce may be classified as
low-waged. Given the history of industrial development in South Africa,
and the high levels of inequality in the society, this incidence of low-waged
work is hardly surprising. As is to be expected, low-waged employment
occurs mainly among African workers, and it occurs mainly in specific
sections of the economy: in domestic work, is farm work and in the informal
economy. Low-waged workers tend to be less skilled, have more precarious
employment and do not, by and large, belong to trade unions.

Section B: The informal economy: conceptual issues and definitions
Although the notion of the informal economy only recently has been
conceptualised and studied seriously in South Africa, informal and flexible
forms of labour are a historical feature of the South African labour market.
A key characteristic of the apartheid system and the racial pattern of South
Africa’s industrialisation, was the flexible system of contract labour and
migrant labour (see, among others, Hindson 1987, Legassick 1974, Wolpe

 
LFS 2000 LFS 2004 

<=R2500 <=R1000 <=R2500 <=R1000  

No. % No. % No. % No. % 

Central 
govt 

60281 1.0 11990 0.4 39277 0.5 8459 0.2 

Prov govt 373201 6.5 93293 2.8 200156 2.7 55400 1.3 

Loc govt 158751 2.7 53988 1.6 115468 1.6 42187 1.0 

Govt 
enterprise 

155190 2.7 40129 1.2 65105 0.9 16459 0.4 

Non-
profit org 

85925 1.5 48505 1.5 61056 0.8 35182 0.8 

Coop/ 
self help 

    61335 0.8 28358 0.6 

Priv bus/ 
self-emp 

4940069 85.6 3078787 92.5 5514158 74.8 3165114 71.6 

Self-
employed 

    1320191 17.9 1071379 24.2 

Total 5773417 100.0 3326692 100.0 7376746 100.0 4422538 100.0 
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1972). Related to the flexibility were high levels of unrecorded informal
economy activities, particularly in African areas. Indeed, several micro-
level studies conducted in the early 1980s suggested that extremely high
levels of informal economy activity were taking place (see for example
Cross and Preston-Whyte 1983, Webster 1984 on informal activity in
Soweto, Wellings and Sutcliffe 1984 on informal activity in Durban).

Whilst the apartheid system forced many black South Africans to earn
their livelihoods in the informal economy by restricting their access to the
formal economy, the apartheid state also actively constrained millions of
South Africans in their attempts to make a productive living through
informal economy activities. Standing, Sender and Weeks (1996) list all the
apartheid legislation that restricted the economic activities of African,
coloured and Indian South Africans. The Black Urban Areas Consolidation
Act (25 of 1945) and the Group Areas Act (36 of 1966) restricted the right
of black entrepreneurs to establish and operate businesses. Apartheid
legalisation limited the range of goods that could be sold, blocked the
formation of companies by blacks, and set up an array of bureaucratic
processes that discouraged the registration of small-scale economic activity.
The impact of repressive legislation on the development of black informal
economy activities cannot be underestimated. For example, Davies (1987)
conducted extensive surveys to investigate the major obstacles confronting
black entrepreneurs in Port Elizabeth. He found that bureaucratic and
political controls were ‘without doubt, … the single most important factor
that has limited black entrepreneurial growth and development’ (Davies
1987:40). The findings were reiterated in similar studies of black micro-
enterprises undertaken during the 1980s in Soweto, Port Elizabeth and
Durban (Rogerson 1997:20). The restrictive environment in which these
businesses had to operate forced them to be largely of a survivalist nature.
Although the legislation was relaxed in the late 1980s and early 1990s,
apartheid history has impacted on the nature of informal activity taking
place today. Within the retail sector Lund (1998) points out how many
commentators have noted the lack of diversity in South African trading in
comparison to other African countries. Particularly striking in a comparative
African context is the extent to which informal manufacturing activities in
South Africa are underdeveloped. In their study of home-based work
conducted in the early 1990s, Manning and Mashigo (1993:31) note that
where manufacturing did occur, discrimination against blacks resulted in
African-owned micro-enterprises being located in those segments of the
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manufacturing sectors that were of lowest value, poorest in quality and least
lucrative.

With the heightened political activity of the 1980s and the onset of
reform, there was renewed interest in the informal sector, with much of the
popular writing celebrating the energy of the informal sector (the emergence
of the minibus industry, for example), and the emergence of new black
entrepreneurship and economic opportunity. Preston-Whyte and Rogerson’s
(1991) volume on the informal economy marked the first sober assessment
of the emerging informal sector, with rich case studies documenting informal
activity in a range of industries, and raising some of the important policy
issues at the time.

The onset of the political transition and the necessity to develop industrial
and labour market policy for post apartheid South Africa led to some
analyses of the possibilities to expand employment in the informal economy.
This issue was taken up by the Industrial Strategy Project (Joffe et al 1995,
Manning and Mashigo 1993). Much of this later focus was linked to policy
on small business development and was quite influential in the White Paper
(WP) on Small Business Development of the Department of Trade and
Industry (DIT). This government WP on the SMME sector distinguishes
four categories of SMMEs; medium enterprises (assets of about R5 million),
small enterprises (employ between 5 and 50), micro-enterprises (involving
owner, some family members and one or two employees) and survivalist
enterprises, which comprises the bulk of the informal economy in South
Africa. The WP recommends that different support strategies are required
for each category of the SMME sector. Yet, whilst outlining concrete
proposals for the small, medium and micro categories, the WP is mute on
support strategies for the survivalist category, which is really our area of
interest. Budlender et al (2004) argue that whilst the government’s WP on
small business recognises that the survivalist sector has the largest
concentration of women and lists as one of its key objectives to ‘support the
advancement of women in all business sectors’, the DTI offers very little,
if any, support to those operating in the survivalist segment of the informal
economy. Lund (1998:11) argues that ‘it would seem that the SMME
policy…has little relevance for the survivalist sector – in particular for
women street traders and home-based workers. What is seen by policy
makers as a micro-enterprise is not micro enough. And though the government
espouses policy support for the development of micro-enterprise, little in
the way of material support has been allocated so far’.
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As in other contexts, the literature in South Africa has been concerned
with issues of definition. Despite Peattie’s (1987) critique of the term
‘informal sector’ as an ‘utterly fuzzy’ concept and her suggestion that those
interested in policy and analysis of this phenomenon should start by
abandoning the concept, the concept continues to be used in all countries,
including South Africa. Since Keith Hart (1973) first coined the phrase
‘informal sector’ in the early 1970s to describe the range of subsistence
activities of the urban poor, there has been considerable debate about what
exactly the term refers to. The most quoted definition is that contained in the
International Labour Organisation’s Kenya Report (1972:6) in which
informal activities are defined as ‘a way of doing things’, characterised by
‘ease of entry; reliance on indigenous resources; family ownership of
enterprises; small scale of operation; labour intensive and adapted
technology; skill acquired outside of the formal school system; and
unregulated and competitive markets’.

For our purposes, two important points are worth noting. First the term
‘informal sector’ disguises a significant degree of heterogeneity. Informal
activities encompass different types of economic activity (trading, collecting,
providing a service, and manufacturing), different employment relations
(the self employed, paid and unpaid workers, and disguised wage workers)
and activities with different economic potential (survivalist activities and
successful small enterprises). A second and related problem is the distinction
between the formal and informal ‘sectors’ as if there was a clear line
dividing the two. Closer analysis of this phenomenon demonstrates that
they are integrally linked. With the exception of illegal activities there are
few examples of informal operators who are not linked (either through
supply or customer networks) into the formal economy. As Peattie (1987:858)
points out, ‘if we think about the world in terms of a formal and informal
sector we will be glossing over the linkages which are critical for a working
policy and which constitute the most difficult elements politically in policy
development’.

Using the term informal ‘economy’ rather than informal ‘sector’ partially
addresses such concerns. The term ‘economy’ implies a greater range of
activities than ‘sector’. If both formal and informal activities are seen as
part of the economy we are better able to see the linkages between the two.
Implied in the notion ‘in’formal is that there is a formal, a norm, against
which these other activities can be compared. As with any norm this will be
time and context specific. With respect to the labour market Eapen
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(2001:2390) points out how some analysts (eg Papola 1980, Banerjee 1985)
defined informality in terms of the absence of characteristics that belong to
‘formal’ activities, like security/regularity of work, better earnings, existence
of non-wage and long term benefits, protective legislation and union
protection. She goes on to point out that in a situation in which a number of
activities within the formal sector are getting ‘informalised’ and private,
small scale processing/manufacturing enterprises are growing, ‘the
borderline becomes blurred’. Considering this issue from another angle,
Bromley (1995:146) asks ‘if an enterprise is required to have six official
permits, for example, but only has five, should it be considered informal
even when the sixth derives from a moribund regulation that most
entrepreneurs ignore?’ She goes on to conclude: ‘formality and informality
are really the opposite poles of a continuum with many intermediate and
mixed cases’ (Bromley 1995:146).

For statistical purposes, the accepted international standard for defining
the informal sector was agreed in a resolution at the 15th International
Conference for Labour Statistics (ICLS). An important criterion of the
ICLS definition is that employment in the informal economy is based on the
characteristics of the enterprise in which the person is employed instead of
the characteristics of the worker employed. The ICLS definition recommends
that informal sector enterprises be defined in terms of one or more of the
following criteria:
• non registration of the enterprise in terms of national legislation such as

taxation or other commercial legislation;
• non-registration of employees of the enterprise in terms of labour

legislation;
• small size of the enterprise in terms of the numbers of people employed.

Statistics South Africa (SSA) uses this employment based definition in
order to derive estimates of informal employment in South Africa. The ILO
(2002) and the 17th ICLS have recently proposed a definition of the informal
economy which is based on the employment characteristics of the worker.
The 2002 International Labour Conference proposes the following definition:
The informal economy comprises informal employment (without secure
contracts, worker benefits or social protection) of two kinds. The first is
informal employment in informal enterprises (small unregistered or
unincorporated enterprises) including employers, employees, own account
operators, and unpaid family workers in informal enterprises. The second
is informal employment outside informal enterprises (for formal enterprises,
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for households or with no fixed employer), including: domestic workers,
casual or day labourers, temporary or part-time workers, industrial
outworkers (including home based workers), and unregistered or undeclared
workers.

The difference between these definitions is captured in Table 22. The
enterprise based definition, currently used by SSA, is made up of cells 3 and
4 with the enterprise being the unit of analysis. In contrast, the new
employment based definition, now recommended by both the ILO and the
ICLS, examines the nature of the work being performed and defines the
informal economy as being made up of cells 2 and 4 – ie that informal
employment includes workers employed in the formal enterprises, but not
having the traditional employment benefits that are attached to formal jobs
(cell 2), and it excludes workers employed in informal enterprises who do
enjoy such benefits (cell 3). An issue that arises and which we seek to
address in this section is whether the employment based definition would be
more appropriate to capture the informal economy in South Africa. Devey
et al (2005) have argued that the employment based definition would be
more appropriate for South Africa.

Table 22: Formal and informal employment – definitional differences

Key: Formal employment=1; Enterprise based definition of the informal
sector= 3+4; Informal employment ie employment based definition=
2+4.

An important policy issue in the South African context that has received
the attention of scholars is the size of the informal economy.

Section C: Trends in the informal economy in South Africa
Internationally, there is a growth in the numbers of people working in the
informal economy, either self-employed in unregistered enterprises or as
wage workers in unprotected jobs. A recent collation of international
statistics on the informal economy states: ‘Informal employment comprises
one half to three quarters of non-agricultural employment in developing
countries’ (ILO, 2002:7). Table 23 lists the percentages in regions.

 
Types of jobs 

Production units 
Formal employment Informal employment 

Formal enterprises 1 2 

Informal  enterprises 3 4 
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 Table 23: Informal employment as a proportion of non agricultural
employment

Source: Adapted from ILO (2002:7)

It is thus clear that in many parts of the world informal employment is the
norm. Further Chen (2001:72) cites that 83 per cent and 93 per cent of new
jobs were created in the informal economy in Latin America and Africa
respectively. This indicates that the trend of informalisation is unlikely to
be reversed. Informal employment, however, is not only a developing
country phenomenon. The ILO (2002:7) states that three categories of non-
standard or atypical work – self-employment, part-time work and temporary
work – comprised 30 per cent of overall employment in 15 European
countries and 25 per cent of total employment in the United States.

Figure 1 shows broad trends in the labour market in South Africa over the
period 1997 to 2003. As Altman (2005) shows, formal sector employment
has been growing consistently since 1997, albeit at relatively low rates of
growth. We see a sustained growth in unemployment. One segment of the
economy which seems to have generated employment is the informal
economy.1 In this sector, employment increased from 965,000 in October
1997 to 1.9 million in September 2003, more than doubling over a period
of 6 years. For a number of reasons, this trend must, however, be treated
with some caution. First, we are using data from the October Household
Survey for the period 1997-1999 and the Labour Force Survey for the
period 2000-2003, two separate surveys which are not directly comparable.
Second, Devey et al (2004) point to two serious problems with these
estimates of informal employment. They highlight the fact that there are
several inconsistencies in the data on informal employment. More
importantly, they show that Statistics South Africa has improved its capturing
of informal employment so that at least part of the increasing trend in
informal employment is simply better capture of the phenomenon.
Notwithstanding these difficulties, it is now widely accepted that informal
employment has grown since the political transition and that, as the data
shows, this growth has declined in recent years.

Region Percentage 
North Africa 
Sub-Saharan Africa 
Latin America 
Asia 

48% 
72% 
51% 
65% 
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Figure 1: Labour market status of workers in South Africa, 1997-2003

 Source: Authors’ calculations from October Household Survey and
Labour Force Surveys

Drawing on the latest available figures – from the March 2004 LFS –
Figure 2 shows the distribution of informal workers by industrial sector.
From this it is clear that informal employment in South Africa is concentrated
in trade, with just under half of all informal workers located in this sector.
Further, there are significant numbers of people working in construction,
manufacturing and services. In comparison to other developing contexts,
South Africa’s informal economy is disproportionately dominated by trade
(see, for example, Charmes 2000 figures for other African countries).

Figure 2: Informal economy by sector, March 2004

Source: Authors’ calculation from LFS, March 2004
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Figure 3 is a graphical representation of monthly incomes in the informal
economy. It is clear from the figure that 51 per cent of those working in the
informal economy earn R500 or less (with a significant number of people
reporting earning nothing) and that 92 per cent earn less than R2501. This
suggests a correlation between being poor and working in the informal
economy. This relationship is confirmed in previous analyses using LFS
data (see, for example Meth, 2002).

Figure 3: Incomes in the informal economy, March 2004

 Source: Authors’ calculations from LFS, March 2004.

Table 24 contains summary statistics about the sex and race of those
working in the formal sector, the informal sector, and domestic work. As is
the case internationally,2 there is a gender dimension to the informal
economy in South Africa. It is clear from the table that although more men
than women work in the informal economy, the difference is less than is the
case for the formal economy. It is also clear that the overwhelming majority
of domestic workers are women. Within the informal economy, smaller
scale surveys and qualitative research indicate that women tend to be over
represented in the less lucrative tasks (see, for example, Lund 1998 for
gendered re-analysis and synthesis of research on street trading). Finally,
with respect to race, the majority of those working in the informal economy
are black.

1 1 %

4 0 %

2 4 %

1 7 %

7 %

2 %

0 %

5 %

1 0 %

1 5 %

2 0 %

2 5 %

3 0 %

3 5 %

4 0 %

4 5 %

N o n e R 1 -R 5 0 0 R 5 0 1 -
R 1 0 0 0

R 1 0 0 1 -
R 2 5 0 0

R 2 5 0 1 -
R 8 0 0 0

R 8 0 0 0 +
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Table 24: Formal, informal economies and domestic work by sex and
race

Source: Authors’ calculations from LFS, March 2004.

It is thus clear that a large number of South Africans work in the informal
economy and that this component of employment is increasing. The South
African informal economy is disproportionately dominated by the retail and
wholesale trade. Further there is a close correlation between being poor and
working in the informal economy. Finally there is a gender and race
dimension to informal work.

One interesting issue that has received some attention in the literature is
why, in contrast to other developing country examples, has South Africa’s
informal economy remained so small, in spite of the extremely high levels
of unemployment. Kingdon and Knight (2001) show that the unemployed
are significantly worse off than those operating in the informal economy
and argue that the informal economy in South Africa has high barriers to
entry – some related to the historical racial impediments to blacks entering
the informal economy but, Kingdon and Knight argue, labour market
legislation and access to credit may be significant barriers to growth in
informal employment. A more plausible argument, however, may be that
given large firms’ dominance of the South African economy, smaller
economic agents, including informal workers, lack access to markets. There
is some evidence to support this contention. Altman’s (1995) study of the
clothing industry shows that the market is dominated by large firms who are
unwilling to subcontract production, and that smaller firms are unable to
supply to required quality standards. Similar evidence, in other manufacturing
industries, is provided in the report of the Industrial Strategy Project (Joffe
et al 1995). Furthermore, where informal workers are able to easily enter

 
 Formal Sector Informal Sector Domestic 

% of Total 
Population 

Male 61.9% 57.9% 3.8% 52.3% 

Female 38.1% 42.1% 96.2% 47.6% 

     

Black 60.1% 89.3% 89.7% 79.7% 

Coloured 14.3% 4.8% 10.2% 8.9% 

Indian 4.6% 1.2% 0.0% 2.4% 

White 20.9% 4.7% 0.0% 8.9% 
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markets, such as in street trading, these activities tend to be highly overtraded
and incomes are exceptionally low (see Skinner 1999, 2005).

Lund (1998) provides an excellent overview of South African research
on street trading, by far the most prominent and extensive form of informal
activity. She shows that there has been a large number of repetitious studies,
almost all based on small samples, exploring the extent of street vending,
and reporting on the lives of these workers. From this, she argues, we get a
‘limited sense of the dynamics of peoples’ lives’ (1998:40). Building on
this overview, Lund and Skinner explore two central issues of relevance to
street trading. Firstly, in Lund and Skinner (1999), they explore the vexed
issue of representation of informal economy workers. They show that a
number of organisations that claim to represent the interests of informal
workers lack adequate records of membership, and offer very few services
to informal workers. More often that not, these organisations emerge as
some contentious issue boils over and then, as the issue dissipates, the
organisations quickly disappear. Secondly, Skinner (1999) explores the
issue of local government regulations and policy toward the informal
trading. In a five city study, she shows that South African cities differ
fundamentally in their approach to local policy for the informal economy.

Section D: Linkages between the formal and informal economy
A critical consideration for policy purposes is the contribution that the
informal economy makes to national output. An argument that the Presidency
and the ANC make, in their recent documents about the ‘Second Economy’
is that it contributes ‘little to GDP’. In fact, the informal economy contributes
somewhere between 7 and 12 percent of GDP. In its estimates of GDP in
South Africa, the South African Reserve Bank uses expenditure surveys of
households to estimate the contribution of the informal economy, which it
captures via its estimates of private consumption expenditure of households.
On this basis, the informal economy contributes some 7 per cent of GDP.
Using an alternative methodology, Budlender et al (2001) estimate that the
informal economy contributes between 8-12 per cent of gross domestic
product.

A particular problem in policy terms, for those working in the informal
economy, is the idea of the second economy being ‘structurally disconnected
from the first’. Case material evidence indicates that there are multiple
forward and backward linkages between formal and informal activities.
Consider, for example, Ince’s (2003) work on informal clothing
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manufacturing in a residential area in Durban. Not only do manufacturers
source their inputs in the formal economy, but the garments often end up in
formal retail stores. Witt’s (2000) work on informal fruit and vegetable
distribution demonstrates multiple linkages. It is these linkages which, in
policy terms, are often the most interesting places to be concentrating on.
Finally, the idea of the ‘Second Economy’ homogenises a heterogeneous set
of activities.

The panel component of the Labour Force Survey allows us to explore
dynamics in the labour market. The sampling design of the LFS, which is
conducted bi-annually in March and September, allows for 80 per cent of
the sampling in each wave to remain in the sample. Thus, households remain
in the sample over five waves of the LFS. In another paper (Devey et al
2005), we explore these dynamics beginning in September 2001, for five
waves of the LFS ending in March 2004. Matching the individuals in these
households over the period, we are able to get some indication of the extent
to which workers move between employment and unemployment, and when
employed between different segments of the economy, such as formal and
informal.3 In total, we are able to match 5,587 individuals over the period.

Table 25 gives a broad overview of how the status of these workers
changed over the period. The data show that there is a surprising level of
churning within the labour market, with more than half of the workers’
status having changed at least once over the period September 2001 to
March 2004. As is to be expected, for those workers whose status remained
unchanged, most tended to be employed in the formal sector, or remained
economically inactive. Only 1.3 per cent of the 5,587 workers that remained
in the panel continued to work in the informal economy over the period
under consideration.

Table 25: Labour market status, Sept. 2001 to March 2004, n=5587.

Source: Authors’ calculations from various LFSs

 
Type of Worker Frequency Percent  
Remained in the formal economy 
Remained economic inactive 
Remained in commercial agric. 
Remained as a domestic worker 
Remained unemployed 
Remained as informal worker 
Worker status changed 

1175 
1077 

99 
89 
74 
71 

3002 

21.0 
19.3 
1.8 
1.6 
1.3 
1.3 

53.7 
Total 5587 100 
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In Table 26 below we remove from the panel all workers who did not
engage in informal economy activities over the period, ie we retain only
workers who have been engaged in informal economy activities for at least
one period. This reduces the number of workers from 5,587 to 1,009. Again,
we see a surprising level of churning occurring, with only 7 per cent of
workers remaining as informal workers over the entire period.

Table 26: Labour market status of informal economy workers,
September  2001 to March 2004, n=1009

Source: Authors’ calculations from various LFSs

Table 27 below shows the movement of workers that were employed in
the informal economy in any one period over the panel. As is to be expected,
a large number of workers moved between the informal economy and being
unemployed or economically inactive. A significant proportion of workers
(18.3 per cent) moved between formal and informal employment.

Table 27: Shifts between informal work and other labour market status

Source: Authors’ calculations from various LFSs

 

Type of Worker Frequency Percent  

Informal for 5 periods 71 7.0 

Informal for 4 periods 88 8.7 

Informal for 3 periods 106 10.5 

Informal for 2 periods 202 20.0 

Informal for 1 period 542 53.7 

Total 1009 100 

 

 
Type of Change Frequency Percent  

Informal and unemployed and not economically active 191 18.9 

Informal and not economically active 190 18.8 

Informal and formal 185 18.3 

Informal, formal and unemployed 77 7.6 

Informal, formal and not economically active 73 7.2 

Remained in informal 71 7.0 

Informal and unemployed 60 5.9 

Informal, formal, unemployed and not economically active  44 4.4 

Other 118 11.7 

Total 1009 100 
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If we reduce the period under consideration to just six months, from
September 2003 to March 2004, we still find fairly high levels of churning
in the labour market. Of individuals recorded as informal workers in
September 2003, in March 2004, 44.5 per cent reported working in the
informal economy, 17.3 per cent reported working in the formal economy,
11.4 per cent reported being unemployed, and 23.7 per cent reported being
not economically active. Of individuals recorded as formal workers in
September 2003, in March 2004, 3.4 per cent reported working in the
informal economy.

These linkages between employment in the formal and informal economy
are corroborated by other studies. Devey et al (2004) show that many
workers classified as formal workers have employment characteristics that
are consistent with informal work. There is also significant evidence from
micro-level studies which highlights the growing informalisation of
previously formal work. Kenny (2000) in her analysis of the retail sector,
not only demonstrates that casual and subcontracted labour constitutes up
to 65 per cent of total employment, but highlights how core tasks like shelf
packing are increasingly done by employees of labour brokers, contracted
by suppliers. Skinner and Valodia (2001) analysed the Confederation of
Employers South Africa (COFESA), a labour consultancy that assists
companies to restructure their workforces, to change employees to
contractors and to outsource production to them. COFESA firms no longer
have to adhere to collective agreements on minimum wages or contribute to
any of the benefit or training schemes. In the workplace, other than changes
in labour conditions, everything else remains the same. Skinner and Valodia
demonstrate how by the end of 2000 they estimated that this had resulted in
the establishment of over 700,000 independent contractors. COFESA
members are involved in many different sectors: food, farming, transport,
construction, engineering and, particularly, in footwear and clothing
manufacturing. The legislative loophole in the Labour Relations Act that
COFESA was using has recently been changed. It is unclear whether the
processes COFESA set in place have been reversed. Theron and Godfrey’s
(2000) more qualitative study in which interviews were conducted with key
informants in retail, mining, manufacturing (food, clothing, metal and
engineering), catering and accommodation, construction and transport.
Almost all informants reported an increase in the use of labour brokers and
employment agencies (2000:27). There are also signs of an increase in the
use of labour brokers in agriculture (see for example Du Toit and Ally 2001,
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on Western Cape horticulture).
Another way to think about linkages between formal and informal work

is to examine how workers from the same household engage in work in the
formal and informal economy. Using the March 2004 LFS, Devey et al
(2005) explore this issue. In the survey, only 2 per cent of households (about
¼ million) contained ONE formal and ONE informal worker. When the
formal worker was a manager (n=9,776), 30 per cent of the cohabiting
informal workers were professionals and 39 per cent were in technical
occupations. When the formal worker reported an elementary occupation
(n=66,446), of the cohabiting informal workers, the distribution was: 44 per
cent elementary occupations; 14 per cent craft workers; 11 per cent service;
11 per cent clerks; < 6 per cent technical; and 2.5 managers. These trends
are not surprising, given the class structure of households in South Africa,
but the data indicates that there are in fact close linkages between work in
the formal economy and work in the informal economy.

Another important aspect of the informal economy with respect to labour
is the role of foreigners, particularly from other African countries. There are
no reliable statistics on the number of foreigners living and working in
South Africa. It is likely however, that since the political transition,
numbers have substantially increased. In the street trading sector this has
become an increasingly controversial issue (see Skinner and Hunter 2001).
Research on international migrants in South Africa demonstrates that they
are very active in the informal economy. Studies have been conducted on
specific groups of immigrants (see Gema (2001), Geyevu (1997), and
Sabet-Shargi (1999) on the economic activities of Ethiopian, Ghanaian and
Congolese refugees respectively). Vawda (1999) reflects on the survival
strategies of different groups of migrants living in the Durban area. Peberdy
and Crush (1998) highlight the contribution of cross border traders to the
craft industry. Rogerson (1997) and Peberdy and Rogerson (2001)
demonstrate the important role foreigners play in the creation of small
businesses. A key theme that emerges in this literature is that, although
foreign migrants are entering the informal economy in large numbers they
tend to remain marginalised and unable to access state resources to enable
progression and growth in their enterprises.

Since the mid 1980s there has been a global trend of decentralisation,
with local and regional authorities having increasing decision-making
power. Although this was initially a response from the international
institutions to address corruption, it has now taken on a momentum of its
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own. Further, Castells and Portes (1989:304) argue that local government
is often more effective in responding to the informal economy because it is
not embroiled in the types of policy debates which often paralyse national
level initiatives. Portes and Castells make reference to Emilia Romagna in
Italy, Miami and Hong Kong in demonstrating the role of local level
initiatives in supporting segments of the informal economy with growth
potential.

In South Africa, since the political transition, local government has been
given significantly more autonomy. Not only is local government
constitutionally committed to promoting economic development but, because
of the gap in national government policies identified in Section C,
increasingly local government is finding itself having to take responsibility
for managing and supporting the informal economy. The experience in
South Africa is mixed. Certain cities are embarking on a privatisation drive.
This often has negative consequences for those in the informal economy
(see, for example, Skinner 2000, on the consequences of privatising street
trader management in Johannesburg). There are a number of more innovative
responses that warrant mention. First, in 2001 the Durban Unicity adopted
an informal economy policy that outlines a series of support measures for
all informal economy workers. According to the policy document (Durban
Unicity 2001) organisations representing the informal economy will be
strengthened with a view to establishing a strong, stable negotiating
relationship between local government and informal economy workers.
This builds on the experience of a particularly innovative urban regeneration
project in the main transport hub in the inner city – the Warwick Junction.
Second, the Johannesburg City Council’s establishment of a fashion district
in the inner city has significantly assisted small clothing manufacturers
operating there. The project not only offers skills training, but links
manufacturers to markets and fashion designers.

Skinner’s (2005) survey of informal enterprises in the Durban is one of
the few studies available that has a large enough set of data for understanding
the business operations of informal enterprises. Her study shows that there
is in fact extensive entry into, and exit from, the informal economy, with
most enterprises being established recently. She shows that most enterprises,
particularly those of informal traders, operate in heavily overtraded markets
where margins are very low.

.
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Section E: Research agendas
This paper has concentrated on one important aspect of low-waged
employment in South Africa – the informal economy. As highlighted in the
earlier discussion, two other sectors of the economy, domestic work and
agriculture, have a high incidence of low-waged employment. We have not
reviewed developments in these sectors. This is an obvious gap that requires
attention, particularly since the protective ambit of labour legislation,
including minimum wages, has been extended to farm workers and domestic
workers. There is an urgent need for analysis of developments in farm
labour and domestic work.

An important issue that emerges in our review of the literature on the
informal economy in South Africa, and in particular in relation to government
support measures for the informal economy, is the merging of two different
categories of business enterprises – small business and informal enterprises.
The lack of conceptual clarity on these enterprises means that often the
same policy is designed for enterprises employing 100 workers (the top end
of small business) and a street vendor selling basic products with a turnover
of less than R100 per day. There is an urgent need to unpack the analytical
categories used for small business and informal enterprises.

The reliability of national survey data on informal employment, and
more broadly on the lower segments of the labour market has dogged the
debate on employment for a number of years. The President’s recent
questioning of the reliability of the national estimates of unemployment has
again brought this issue to the fore. There is some anecdotal evidence that
large sections of the unemployed are engaged in low-level and low-income
economic activities in the informal economy, and that the estimates of
informal employment should therefore be somewhat higher than they
presently are (and consequently that unemployment should be lower). This
is clearly a critical issue, and one that should receive the attention of the
research community. Detailed field level studies to explore the economic
activities of the unemployed would go some way to resolving this issue.

South Africa is one of the few developing countries that has a time use
survey. Regrettably, the research community in South Africa has not
sufficiently exploited this data. The data is potentially useful to understanding
the dynamics between work and work activities, and is therefore particularly
relevant for understanding informal employment, where the distinction
between work and non-work activities is often blurred. Furthermore, a
recent innovation in macroeconomic modelling, in particularly computable
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general equilibrium (CGE) models, has been the incorporation of the
informal economy (see, for example, Fontana and Wood 2000). These CGE
models rely on time use data. Further research in this area in South Africa
would not only clarify linkages between the formal and informal economy,
but also bring the issues of the informal economy to the fore in
macroeconomic simulations of policy options and the likely impacts of
policy changes.

From a labour market perspective there is clearly a need for research
aimed at better understanding the impacts of labour legislation on the low-
waged sector and on the informal economy. This should focus not only on
the possible negative impacts of labour legislation on employment, but also
on better understanding the reach of the legislation and on the possibility of
extending the protective ambit of the legislation to informal workers, whose
employment is particularly vulnerable. What, for example, are the
possibilities for extending some social protection, such as unemployment
insurance, to the informal economy?

Skinner’s (1999) research has highlighted the importance of local
government policy for the informal economy. Her five city (and town) study
has shown that local government authorities are taking very different
approaches – from facilitative at the one extreme, to restricting at the other
– toward regulating informal economy activities. There is a need for more
research both to understand the outcomes of these approaches and, for
policy purposes, to develop more uniform approaches to informal trade
activities.

Much of the research on the informal economy has concentrated on
explaining the growth of the informal economy and on the data issues. From
an employment policy perspective there is an urgent need for research
aimed at identifying areas for growth in informal employment and the
policies needed to realise this potential. For example, what are the
possibilities for growth in informal employment in services? Relatedly,
most of the detailed case studies conducted have concentrated on street
vendors. Further research is required on other activities in the informal
economy. For example, there is certainly anecdotal evidence of extensive
informal provision of construction services such as plumbing, painting, etc,
yet we have no studies on these activities.

Devey et al (2005) represent the first foray at researching the employment
linkages that may exist between the formal labour market and the informal
economy. Further research aimed at illuminating these linkages is critical
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for a comprehensive understanding of employment and unemployment in
South Africa.

Notes
1. The other sector showing rapid growth (and then rapid decline) is subsistence

agriculture. See Aliber (2003) for an analysis of the trend in subsistence
agriculture.

2. See Sethuraman (1998) for an international gendered analysis of informal
sector statistics. Having gone through substantial country specific data he
concludes: ‘The evidence reviewed suggests that not only are women’s incomes
lower than that of men [in the informal sector but that]… a greater proportion
of women are in lower income categories than men…. This finding holds good
across all countries in Asia, Africa and Latin America from which evidence is
drawn’.

3. Note that the panel component of the LFS allows us to track households not
individuals over the five waves of the survey. We have examined the sex and
age profiles of workers in these households to confirm that the individuals
remain in the panel. We have thus removed from the panel all households where
the individuals inside the household may have changed (through, for example,
migration).
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Review

E Webster and K Von Holdt (eds) (2005) Beyond
the Apartheid Workplace – studies in transition.
Pietermaritzburg: University of KwaZulu-Natal
Press

Shaun Ruggunan

This edited volume is a valuable contribution to industrial and economic
sociology. As someone who teaches an undergraduate module on organising
the labour process and a graduate module on globalisation, flexible work
and trade unions, it has often been difficult to find a single volume of case
studies that deal with the South African workplace in its many forms and the
labour process, equity, and power issues therein.

Webster and Von Holdt have included 17 in depth case studies in this
volume. The volume works from the premise that in order fully to understand
the workplace, one has to have a ‘broader understanding of societies and
economies’ (2005:ix). As such, the editors attempt to broaden our
understanding of what the workplace is and who workers are, as well as the
relationships between workers, workplaces and changing forms of work
with ‘wider social processes and social structures’ (2005:ix). The 17 case
studies are all theorised within Webster’s conceptualisation of South
Africa’s triple transition towards political democracy, economic
liberalisation and post-colonial transformation and the tensions (particularly
for workers) inherent in such a transition.

The book draws on several directions of labour studies theory. The first
of these directions is a focus on the labour process approach to theorising
the world of work. Simply stated, this entails understanding how work and
workplaces are organised. Fordist and post-Fordist ways of producing and
organising, the skilling and deskilling of workers, class, race and equity
relations are some of the key subjects of study in this book. The focus also
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investigates the workplace as a site of struggle and control as well as
managerial strategies to obtain the control and consent of the workforce in
the workplace. The number of case studies in this book that use this
approach to understanding the workplace is evidence of its continuing
popularity in South African labour studies.

The second theoretical direction of this volume is a focus on class, race
and equity. In this sense it draws on the classical labourist belief in ‘the
point of production as the key to all questions of work, exploitation, and
organisation’ (Walker 1998:xii). At the same time, however, the editors and
their case studies attempt to go beyond the point of production in their
understanding of the ‘new workplace’. The editors state explicitly that the
world of work needs to be understood within the broader changes at local,
national, regional and global levels. In this regard the editors attempt (less
successfully) to engage with a third type of theorisation that engages with
workplace issues that traditional class and labour process theories cannot
adequately address. As Walker (1998: xii) points out: ‘Capitalism suddenly
and unceremoniously revolutionised the landscape of industrial production,
rendering obsolete any number of articles of faith about the course of
mechanisation, deskilling, corporate concentration and the nature of work’.
Whilst this collection of case studies is seminal in many ways, it is also a
clarion call for new scholarship to expand South African industrial sociology
beyond the workings of the workplace. As the editors suggest, the scale of
analysis needs to be shifted outside the workplace to local, national,
regional and global scales of analysis. In sum, the spatial or geographic
analysis of work, workers and workplaces needs to come more to the fore
in future studies.

The book is divided into six themes as an attempt to capture fully the
transition of the post-apartheid workplace. The themes are:
1. The end of the racial division of labour? Skills, workplace discrimination

and employment equity;
2.  Employee participation and productivity;
3. Working in the service sector;
4. The growing trend of casualisation: is a new work paradigm needed?;
5. The self employed: working poor or potential entrepreneurs?;
6. Negotiating workplace change in the public sector.

The findings of the various case studies are organised and discussed by
the editors in their introductory Chapter One, ‘Work restructuring and the
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Crisis of Social Reproduction’. According to the editors the collection of
case studies suggests the following: workers are becoming increasingly
differentiated into three zones – the core of stable workers in the formal
economy; workers involved with casualised and externalised work; and the
zone where people are ‘making a living’ in the informal sector (2005:5) as
opposed to earning a living. It is within these three zones that both capital
and labour are restructuring. One of the key aims of the editors is to develop
a new research agenda for industrial sociology in South Africa, by framing
the study of work, workers and workplaces within the context of the ‘triple
transition’.

The first theme investigates through three case studies, issues of race,
discrimination, and equity in the labour market. The three cases move from
an analysis of a formerly racialised apartheid workplace (Von Holdt’s) to
post apartheid workplaces, which demonstrate that equity, discrimination
and race remain central to labour studies. The second theme revisits a
continuing theme of labour studies, that of workplace participation. This
theme is comprised of four case studies making it the theme with the most
number of case studies.

The second theme contains one of the most interesting cases of the
volume, by Maree and Godfrey. The case entitled ‘“If you can’t measure it,
you can’t manage it”: reorganisation of work and performance at two fish
processing firms’ (2005:125) compares two cases of employee participation
in Sea Harvest and in I&J respectively. This case is interesting due to its
counter-intuitive findings. Both fish processing companies are similar in
most respects in terms of their size, type of products manufactured and
composition of their workforces. The key point of difference between these
companies is the way in which their labour processes are organised. An
extensive and expansive worker participation scheme was introduced post
1994 at Sea Harvest. I&J, on the other hand, introduced an intensively
Tayloristic system to measure work on the production line. Both companies
however, display vastly different consequences of their labour process
strategies. From 1993 to 2001, I&J displayed an incredible upturn in
before-income-tax profit (1,646 per cent increase!) as well as a marked
increase in workers’ earnings. This is directly attributable to the intensified
surveillance and monitoring systems put in place during this time. Sea
Harvest (despite the increased and extensive worker participation
programme) showed a far smaller increase in profit (26 per cent) from 1995
to 1998. Further, Sea Harvest workers’ average wages declined. However
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Sea Harvest workers displayed a far more positive attitude to their jobs and
employers than I&J workers. Maree and Godfrey attempt to work out this
conundrum, and the remaining three cases further explore the complications
and contradictions that worker participation raises.

Theme three investigates work in the services sector. Kenny’s chapter on
a large retail chain (Shoprite) demonstrates powerfully her argument that
the workplace has shifted from an apartheid workplace order in the 1980s
to what she terms a ‘market hegemonic order’ (2005:217). Miller’s
investigation takes Kenny’s argument further by discussing how Shoprite
operates a market hegemonic order beyond South Africa’s borders. The
theme ends with Omar’s study of emotional labour and electronic surveillance
in a Telkom call centre. This case provides useful insights into what is
becoming a burgeoning new form of employment in the services sector and
one that very little critical work is been conducted on.

In theme four Theron provides us with an overview of trends in work
restructuring in South Africa. Two case studies on the footwear and clothing
industries respectively round up the theme by demonstrating how workplace
restructuring is impacting on the organising capacity of labour, as well as
leading to great informalisation of these sectors. Theme six considers how
changes have taken place in the public sector. Von Holdt’s case study
demonstrates the agency of labour to organise and challenge the state’s
privatisation plans for Spoornet. Von Holdt and Maserumules’s chapter on
institutional decline in a public hospital provides further evidence that
labour can be an effective change agent in the face of institutional decline.
As the authors state, ‘in the case of Chris Hani Baragwanath Hospital, the
only sign of an innovative response to this crisis is the transformation
project initiated by the trade unions’ (2005:459).

A key claim of the book is that there needs to be a conceptual shift that
allows us to differentiate workers that earn a living from workers that make
a living. This claim is explored in two chapters as part of theme five, which
Webster and Philips explore in some detail. Philips’ chapter examines how
workers make a living on the margins of society, and focuses on the self
employed workers in the survivalist sector. Specifically it looks at the range
of livelihood strategies employed by these workers. Webster examines the
possibilities of organising workers in what the editors term the third zone
of work or peripheral informal work.

Whilst both chapters in this theme lend themselves to addressing a key
claim of the book, that of reconceptualising work and workers from making
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to earning a living, more cases need to be included to lend sufficient weight
to this claim. Redefining work, workers and the workplace has become a
central part of the labours of the industrial sociologist. For South African
labour studies Ari Sitas’ work on livelihoods and new social movements has
been an important part of this redefinition (Sitas 1998, 2001). A number of
PhD scholars at the University of KwaZulu-Natal are working on projects
that attempt to reconceptualise livelihoods in a globalising world. These
projects are part of a coherent organised cluster that attempts to push the
traditional boundaries of industrial sociology. These scholars have taken up
Hart and Sitas’ (2004) challenge not only to reconceptualise livelihoods,
but also to link livelihoods to land, the protection of natural resources and
dispossession. This work is important in that it turns traditional industrial
sociology on its head. It allows for a new theorising of work that includes
Webster’s conceptualisations but goes beyond them. If industrial sociology
is to make the leap to studying the ‘third zone’ of work, then it needs to take
cognisance of the fact that the third zone is defined by its relationship to the
first and second zones. For example, Hart argues that the rural cannot be
understood by its relationship to the urban, and the way they construct each
other simultaneously.

An emerging group of PhD scholars along with established scholars such
as Sitas and Hart have taken up the challenge of demonstrating this. This
theme would be much stronger if some of that work was included. Apart
from Webster’s revisit chapter on Durban and Mosoetsa’s chapter on
Pietermartizburg, KwaZulu-Natal is largely absent. Perhaps it is my own
KZN centredness that finds this an issue! More substantially though what
it means is that a range of KZN scholarship, which is particularly strong on
reconceptualising livelihoods, is not included. If this is to be a seminal text
on work then this is a notable absence.

This is an important book that makes a valuable contribution to the field.
It should also signal to a new generation of scholars to go beyond traditional
ways of theorising and researching the world of work.

A follow-up volume should focus on transitions in theorising on the
workplace. There is an exciting array of new projects that go beyond the
labour process approach that students are picking up on, such as economic
and labour geography. Trade unions and the industrial workplace have long
been the mainstay of industrial sociology, but it now has to recast its
conceptual lens. Gone are the neatly bound industrial objects of study like
the factory or the trade union or the urban industrial worker. It is no longer
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useful to research these as entities or objects separated from a host of other
social processes or relationships. As South Africans move further into an
informalising economy, new challenges emerge for those of us trying to
make sense of this changing social world. Linkages, networks and
relationships between formal and informal sectors, urban and rural, trade
unions and emerging social movement organisations will now provide us
with a map to explore these new relationships. A number of recent trends are
emerging, forcing social theorists and activists to ‘rework’ conventional
pinnings of industrial sociology. One of the possibilities that will allow us
to recast ourselves and industrial/economic sociology is to explore some of
the emerging ideas around space, spatiality and labour geography. A new
labour studies praxis will take this into account.
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