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Economy 

diagnostic 
Introduction 

Economic strategy is central to any development plan. No country has been able to reduce 

poverty or sustainably raise living standards without growing its economy. While growth does 

not automatically translate into poverty reduction, without it poverty reduction is neither 

possible nor sustainable.  

The economy also provides the resources necessary to support the goals of nation-building, 

equity, citizenship and values, and determines citizens’ life chances.  

Economic development is often “path dependent”, meaning that momentum is a strong driver 

of the pattern of development. Changing this pattern is difficult, requires careful management 

and leadership, and involves trade-offs and sequencing that may benefit some sectors 

before others.  

Until 17 years ago, the apartheid system and the structure of the economy combined to deny 

most black people the opportunity to advance their living standards and dignity. While 

apartheid has been overcome, its economic legacy has not yet been reversed. In this 

context, economic matters should be the subject of vibrant and robust debates. Views are 

often diverse and in some cases antagonistic. The challenge is to collectively examine what 

works, what is realistic, and what capabilities are available or need to be developed for the 

country to move forward.  

Our analysis seeks to identify high-level issues that are critical to determining an economic 

path that will benefit all South Africans. It is informed by work that has been done by a range 

of agencies, including:  

• The Macroeconomic Research Group in the early 1990s 

• The Department of Finance in 1996 

• The government’s Ten and Fifteen Year Reviews 

• The International Growth Advisory Panel (the so-called Harvard Group) 

• The Human Sciences Research Council’s Employment Scenarios 

• The Organisation for Economic Cooperation and Development (OECD) and the IMF.  

There have been several other economic analyses on the South African economy, most 

recently by the Congress of South African Trade Unions in its growth path document. The 

government’s 2010 New Growth Path document also contains an analysis.  

Drawing on these diagnostic exercises, this chapter seeks to provide analysis relevant to 

long-term planning. It also draws from research commissioned by the NPC.  

While the aforementioned reports differ sharply in their analyses of the main problems facing 

the South African economy, they agree on the following:  
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• The economy does not serve the interests of all South Africans. 

• Poverty levels are high and inequality is extremely high and persistent. 

• The economy is shaped by its history as a commodity producer operating in an 

environment of abundant resources, and is highly resource intensive. 

• Apartheid distorted the economy in ways that undermine both South Africa’s 

competitiveness and the potential of its people.  

• Power relations in the economy are highly unequal and this gives rise to outcomes 

that are highly unequal by international standards. 

• While there are pockets of excellence, major parts of the economy are uncompetitive, 

with high rates of concentration, high margins and high cost structures in both the 

private sector and state-owned enterprises. 

• The democratic government has failed to significantly alter the pattern of growth and 

development.  

These problems encourage the persistence of several negative outcomes, the most serious 

of which are low levels of employment, and high levels of poverty and inequality. Poverty and 

inequality can only be tackled through economic growth and transformation that raise 

employment and distribute the benefits of growth more widely. Without rapid economic 

growth, rising standards of living for the majority of the population are neither feasible nor 

sustainable.  

The state is critical for shaping the economic environment, and the efficacy of the state is a 

key determinant of how fast the economy grows and how its benefits are distributed. To date, 

weaknesses in the economy have not been the result of a lack of ideas or disagreements, 

despite significant differences on key policy matters. The main problem has been the inability 

to implement what has been agreed to. Government’s decision-making capacity has not 

matched the support needed for growth and development so that it can transform patterns of 

wealth and income. Similarly, the state has not always been realistic about what it can 

achieve given its limited capabilities.  

The private sector is central to South Africa’s growth and development. Relevant issues that 

influence South Africa’s economic evolution include whether sufficient resources are 

ploughed into investment; whether access to investment credit is adequate; whether 

business conduct promotes innovation and competition; whether sufficient advantage is 

taken of opportunities domestically and globally; and whether the level of mutual confidence 

between the public and private sectors promotes growth.  

The South African economy is failing to create jobs for the millions who seek employment, 

and high levels of poverty and inequality are a direct result of the fact that too few people 

work. The reasons are complex and multi-dimensional. They are linked to our history, path 

dependency, education, spatial settlement patterns, savings and investment, labour market 

structure, natural endowments, geography, and levels of infrastructure investment and 

maintenance. These issues are complex and inter-related. 

High-level diagnosis of the economy 

What are the factors that shape our economy and how have these developed?  

A country’s level of economic development is largely determined by the interplay of several 

factors: labour, institutions, natural endowments and capital stock. These factors are in turn 

shaped by history and global factors, and they evolve over time. Labour issues include the 

size of the labour force, its level of skill and experience and its location. Institutions include 



3 

issues such as the capacity of government, the rule of law, the level of trust in a society and 

the way in which regulation governs economic behaviour (producing, selling, buying, 

working, hiring, dismissal, training, investing, lending and borrowing). Natural endowments 

include land, water, coastline, minerals and geographic location. Capital stock refers to the 

stock of public and private assets that a country has accumulated over time, and how they 

are maintained, expanded and used. A related issue is savings and the extent to which they 

are committed to investment.  

Given the number of factors and the interplay among them, there can be no recipe or one-

size-fits-all plan to raise a nation’s wealth and incomes. Each of these factors is determined 

by history, culture, social interaction, norms and ethics. The combination of all of these 

factors affects how markets operate, their efficiency and who receives the bulk of the 

proceeds from these interactions.  

In this regard, three factors stand out as most important. 

• Labour and its utilisation – who works, how many people work, who they work for, 

how much they are paid and what work they do.  

• Productivity and what influences it – the operation of economic institutions, the 

efficacy of the state, and the level of education and training.  

• Capital stock and its expansion (investments) – how modern it is, whether it is being 

maintained, how quickly it is being developed and where it is being developed.  

Taking these issues into account, when comparing South Africa to other middle-income 

countries or to developed countries, several differences stand out in sharp relief. The most 

glaring difference is that so few people in South Africa are involved in economic activity. One 

quarter of the labour force is unemployed and actively looking for work. But this statistic 

masks the extent that a very high proportion of South African adults do not participate in the 

labour market. Only about 41 percent of the adult population (ages 18 to 60) work, either in 

the formal or informal sector, employed or self-employed. This rate is about two-thirds in 

countries such as Brazil or Malaysia, and about 70 percent in the US and UK. Outside of 

Southern Africa, the only countries with similarly low levels of employment are in the Middle 

East, where a large portion of the population (women) is excluded from the workforce.  

Figure 5.1: Proportion of population in employment by age range 

 

Productivity is a critical contributor to sustainable growth and rising living standards. But it is 

notoriously difficult to measure and interpret. Real wages can rise faster than productivity for 
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only short periods; long term improvements in real wages depend on concomitant 

productivity improvements.  Multi-factor productivity fell between 1970 and 1990, and rose on 

an annual basis by almost 2 percent between 1990 and 2009. At the same time, unit labour 

costs rose by 5.7 percent annually.  This masks challenges where real wages of public 

sector employees has grown substantially, but across the economy, those of low and semi-

skilled workers have not. Productivity certainly has not grown fast enough to spur the 

economy forward as needed. Some of the challenges lie within the behaviour of firms, and 

some reside in the domain of the economic environment. 

Comparisons on the size or state of the capital stock are difficult for definitional reasons. 

What is on record is that South Africa’s level of public and private investment (including 

maintenance) is significantly lower than high-growth countries such as South Korea or China. 

Investment as a proportion of GDP reached about 24 percent in 2008 at the peak of the high-

growth period, but has averaged below 20 percent since the mid-1980s. Countries such as 

South Korea invested about one-third of their GDP during their period of rapid economic 

expansion.  

These observations underline the reasons for South Africa’s economic weaknesses: too few 

people work; there is too little investment in expanding and upgrading capital stock, 

especially infrastructure; and productivity is relatively low.  

In summary, South Africa’s short- to medium-term challenge is to raise levels of employment, 

including low-skilled work. Over the longer term, the country needs higher levels of 

investment, and to improve productivity through better education, more efficient 

infrastructure, more appropriate economic regulations and better-functioning institutions. 

Rising employment is likely to have the biggest effect on poverty and make growth more 

inclusive. Higher infrastructure investment would help create conditions for higher growth. 

Regulatory reform that lowers prices, encourages investment and draws in more lab our into 

the production process are also necessary.  

Why the South African economy developed a bias against using labour in the factors of 

production is an issue that deserves examination. This bias must be reversed.  

A historical overview of the economy 

Colonial origins 

From the early 19th century, South Africa’s economy resembled that of a typical colony. Raw 

materials were extracted and exported, with the rents going to the colonisers. By the early 

part of the 20th century, while large colonial corporations continued to dominate the 

economic landscape, the local settler community began to keep a larger share of the rents. 

They continued to use cheap labour to extract natural resources, largely for export. They 

used the rents to build up a services sector to support their lifestyles.  

The evolution of the apartheid state and the development of the economic system in South 

Africa were intertwined. Racial discrimination and apartheid kept labour cheap through 

various means, most notably the creation of labour reserves, the destruction of African 

subsistence farming, influx control and job reservation. In the aftermath of the Second World 

War, apartheid became more formalised and entrenched. The apartheid state gradually 

developed the capabilities to substitute a share of imports through industrial policy and state-

owned enterprises. These policies also enabled the state to increase incomes and living 

standards for the white community (especially Afrikaners) and a generous welfare state was 
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established to reduce poverty among whites. Similarly, land ownership policies enabled a 

large commercial agricultural sector to develop. 

The manufacturing sector grew, supported by cheap energy, abundant mineral resources, 

import substitution and the defence industry. From the mid-1960s to the early 1980s, the 

state directed nearly half of national savings to large projects in petrochemicals, iron and 

steel, and electricity generation. This further distorted the economy, making it highly capital 

and energy intensive. Poor-quality education for black people, influx control and job 

reservation prevented black workers from getting a share of the productivity gains.  

Typical of mining economies, wealth was concentrated, with a small number of white families 

owning a significant share of the national wealth. Sanctions further strengthened import-

substituting industries and led to ever greater levels of concentration and inefficiency. Cartels 

and oligopolies developed in almost every major sector.  

The rise of the industrial sector in the 1950s through to the 1970s facilitated some black 

urbanisation. The development of trade unions gave black workers a bigger voice in the 

mining and industrial sectors than ever before.  

From the late 1970s, the apartheid economy entered a prolonged crisis. Falling global 

commodity prices, the rising cost of welfare, rising union resistance, sanctions, and the costs 

of policing the country and waging war in Namibia and other parts of the subcontinent, all 

combined to slow the economy down. The pitfalls of import substitution – rising inefficiency 

and high costs – came to the fore. With the exception of brief periods when the gold price 

spiked, the economy contracted throughout the period 1970 to 1993. Fiscal and monetary 

expansion were insufficient to hold off the inevitable – a full-blown economic crisis. The 1992 

recession was the deepest ever experienced by South Africa since the Second World War. 

The factors that shaped the apartheid economy developed over a long period of time, giving 

rise to patterns of growth and development that excluded the vast majority of people from 

sharing in its fruits, and which were environmentally unsustainable.  

After 1994 

Managing the post-apartheid economy was complex, partly because the excesses and policy 

errors of the latter years of apartheid left the country close to bankruptcy. South Africa had 

no foreign exchange reserves, public debt had rocketed, inflation was in the upper teens and 

investment levels had plummeted. The first task was to stop the decline.  

In the period 1994 to 2001, South Africa was successful in stabilising the economy, 

improving the confidence of domestic and foreign investors, rebuilding its reputation among 

lenders, bringing down inflation and restoring the health of the public finances. 

Improving foreign investor confidence was important because by 1994, South Africa had a 

very low savings rate. To meet the objectives of the Reconstruction and Development 

Programme, the country would have to invest at a higher rate than it could afford to save. 

Raising savings quickly would plunge the economy into a recession and so the country 

needed to attract foreign savings.  

Tariff liberalisation exposed domestic industry to international competition. Some industries 

survived and thrived, but others were unable to compete internationally and shed significant 

numbers of jobs. Liberalisation in the agricultural sector had a similar effect. In general, this 

openness enabled prices to fall and investment to rise, though it did make the economy more 
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vulnerable to external shocks and placed onerous burdens on a number of labour-intensive 

sectors.  

By the early 2000s, South Africa was able to raise investment levels with some ease by 

attracting foreign capital. The most binding constraint of the apartheid economy – access to 

capital – had been broken.  

The period 2003 to 2008 saw the longest economic boom in South Africa’s history. 

Employment increased faster, unemployment fell, investment rose and inflation and real 

interest rates declined rapidly. The global economic downturn brought a halt to that progress, 

with the consequent domestic recession reversing many of the country’s gains in 

employment creation and investment levels.  

During the years of high growth (2003 to 2008), it became clear that economic path 

dependency was a major hindrance to achieving the higher growth levels associated with 

many other developing countries. Even before the global economic crisis, factors such as low 

savings, poor infrastructure, skills shortages in the face of high unemployment, a high import 

bill versus relatively low growth in exports, near-saturation in private sector capacity 

utilisation and inefficiency of government economic services had started to strain the 

economy. As a result, inflation, the current account deficit and pressures on energy supply 

had begun to increase. The economy had performed well for five years, but beyond its trend 

growth,1 and elements of overheating were starting to manifest.  

South Africa lost about 1 million jobs during the global financial crisis or 9 per cent of 

workers. The main reasons have to do with a fall in demand for goods and services, 

especially in the construction, retail and services sector. Despite a significant increase in 

infrastructure spending in the run up to the World Cup and a counter-cyclical fiscal response, 

large real wage increases contributed to the fall in employment and some moderation is 

required to ensure that employment recovers as the economy recovers.  

In summary, while the country successfully navigated the transition period, rescued the 

economy from virtual bankruptcy and broke one of the critical binding constraints on growth, 

it still faces the task of transforming the economy to one that employs more people and 

enables the potential of its entire population to flourish. Given deeper historical and structural 

factors, and challenges in the conduct of policy thus far, the transformation required is not 

likely to be smooth or rapid. The path dependency syndrome is deeply established. South 

Africa has to transform the economy, opening up new industries and firms, while at the same 

time growing the existing economy. Both tasks are equally important and they are 

interdependent.  

Critical factors in employment and growth  

Unemployment was not properly recorded and was therefore hidden from view until the mid-

1990s. The first nationally representative population surveys were done in 1996, and since 

then it has been possible to generate an improved understanding of employment and 

unemployment trends.  

However, even from the pre-1994 data, a general trend of worsening socioeconomic 

conditions does emerge. Between 1970 and 1995, the economy stagnated, growing slower 

than the population growth rate and resulting in per capita GDP falling by about 4.5 percent. 

                                                        

1
 The overall capacity at which the economy can grow without serious misalignment in macroeconomic indicators  
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From 1970 to 1995, employment grew by just 17.6 percent (or about 0.7 percent a year).The 

number of economically active Africans grew by almost 40 percent; and yet employment in 

this group experienced no growth.  

Figure 5.2: Real GDP growth, five-year moving average 

 

SARB Quarterly Bulletin 

Between 1995 and 2009, the economy grew at an average of 3.8 percent, as shown in 

Figure 5.2. Employment during this period increased by 43 percent, or 2.6 percent a year. 

However, at the same time, the labour force grew faster, especially in the first decade after 

apartheid, resulting in a massive increase in the unemployment rate. The causes of rapid 

labour force growth include purely demographic factors, particularly the growing numbers of 

African women entering the labour market and a sharp reduction in the enrolment of students 

who are above school going age.  

Structure of the economy 

Mining and agriculture formed the base of the South African economy for the past century. In 

the early years, the manufacturing sector grew primarily to service these two industries and 

provide for a growing domestic consumer base, as well as markets in developed countries. 

This consumer base was circumscribed by racial laws, while the emergent (white) elite relied, 

to some degree, on luxury imports. 

State intervention – including import-substitution measures, promotion of the arms industry 

and large infrastructure programmes – contributed to the development of manufacturing 

capacity. However, the competitiveness of domestic manufacturing was undermined by 

growing concentration and centralisation, compounded by increased isolation. As such, the 

economy assumed the character of a mineral-energy complex, in a dependent relationship 

with Europe, North America and Japan. Exports were based mainly on primary extraction 

and agriculture, while the country imported much capital, intermediate and finished products. 

Apartheid laws not only constrained the growth of the domestic market, but also destroyed 

subsistence agriculture and entrepreneurship among the African population, limiting the 

growth of small enterprises and the informal sector. 
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Because of growing international isolation, the apartheid government had an external 

financing constraint and was thus prevented from running a current account deficit, so 

investment could not be higher than savings. Government policy channelled a large 

proportion of national savings into large “self-sufficiency” projects such as Sasol, Mossgas, 

Iscor and power generation – all of which were highly capital and resource intensive. By the 

mid-1980s, government was spending almost half of all national savings on these types of 

projects. The production of surplus power allowed for cheap electricity, which gave greater 

incentive to investment into capital-intensive, energy-inefficient industries. Before 1994, there 

was limited opportunity for economic cooperation with neighbouring countries, despite the 

potential offered by a more diverse resource base and potentially larger market. 

The South African economy used capital in an inefficient manner despite its scarcity. In 

addition, industrial policy was largely influenced by the availability of cheap energy, the 

generation of which is largely based on hydrocarbons. It is this path-dependency that the 

post-apartheid government has found hardest to change. 

What are some of the basic trends over the recent period? 

Sector trends and competitiveness 

Between 1994 and 2010, growth averaged 3.2 percent. Following a sharp fall in 1998, the 

country experienced a period of high growth between 2004 and 2008. During this period 

GDP growth averaged 4 percent a year, reaching a high point of 5.6 percent in 2006. The 

global crisis that began in 2008 led to a domestic recession in 2009, with a contraction in 

GDP of 1.7 percent. Among upper middle-income countries, South Africa ranked 22 out of 33 

for growth over the period.  

In recent years, the strongest growth has been in transport, construction and financial 

services sectors. Growth in sectors such as agriculture, mining and manufacturing has been 

sluggish.  

Real GDP growth per person in the period 1994 to 2009 was 1.6 percent, but was close to 

4 percent a year for the period 2004 to 2008. There has been a steady decline of the 

proportion of the primary sector (mining, agriculture and fishing), from 15 percent in the 

1980s to about 9 percent in 2010. The secondary sector (manufacturing and construction) 

declined and then stabilised; and there has been steady growth in the tertiary sector 

(services) from 56 percent of GDP in the 1980s to about 67 percent in 2010. Despite high 

world prices for commodities, South African mining did not keep pace with the average 

growth of the economy; and similarly, agriculture has faltered. Manufacturing has declined 

somewhat although it remains substantial at just under 20 percent of total GDP.  

Most value-add occurred in finance, communications, retail and business services. These 

four sectors accounted for two-thirds of all economic growth between 1994 and 2010. Growth 

in general and mining-based construction was somewhat faster than in business services 

and retail; but the sectors themselves remained relatively small. 

The South African economy remains highly concentrated, with a small number of large firms 

dominating important sectors. As a result of this and factors such as import-parity pricing, 

price mark-ups in South Africa are high by international standards. This is particularly true in 

intermediate product groups such as beverages, paper and paper products, coke and 

petroleum products, basic chemicals, basic non-ferrous metals, and ferrous metals. High 

prices for these products reduce the returns to downstream, more labour-absorbing activities. 
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Lawrence Edwards and Johan Fedderke have both shown similarly high mark-ups in skill 

intensive services sectors. 

Despite some diversification of exports since 1994, South Africa is a basically minerals 

exporting services economy. High-value mineral resources do have some benefits. But 

without strategic interventions, these endowments can constrain the development of 

manufacturing, including through a skewed allocation of capital, and an overvalued and 

volatile exchange rate. 

South Africa is among the minerals exporting economies that can mobilise significant 

domestic financial resources for investment.  But unlike other more successful mineral 

exporters, South Africa has not invested sufficiently in human development or achieved 

educational outcomes that are in line with high levels of resource allocation. And its health 

services are iniquitous and woeful by any standards.  

The minerals resource base obscures the true position of the economy and can induce 

complacency. A minerals economy can carry on for long periods without including the broad 

population in production processes. For instance, between 1996 and 2006, the global market 

share of South Africa’s exports fell by volume. However, rising commodity prices have 

buffered the economy, particularly since 2002, raising South Africa’s global market share by 

value. The rising terms of trade have been based on volatile commodity prices. In the long 

term, this undermines the ability to diversify production.  

According to the World Economic Forum’s global competiveness report, while South Africa 

does quite well on legal rights, financial sector management and corporate governance, it 

does very poorly on education, cost of crime to business and labour regulations. South Africa 

also performs poorly on pay and productivity, the availability of scientific and engineering 

skills, and on the quality of education and health systems. 

While productivity improved in industries such as glass, footwear, apparel, textiles, food and 

related products, productivity in industrial chemicals, printing and publishing, transport 

equipment, furniture and fixtures and other manufacturing industries declined over the period 

2001-2010.  

South Africa’s hourly manufacturing wage is about five times that of Sri Lanka, India, 

Philippines and China; about thrice that of Mexico and Malaysia; and higher than those of 

Russia, Brazil, Turkey and Hungary. 

Investment and savings 

Gross fixed capital formation averaged 15 percent of GDP from 1994 to 2001; a steady 

increase saw this figure reach 23.1 percent in 2008, supported by greater private sector 

activity and government’s infrastructure programme.  

Gross savings for the period 1994 to 2010 averaged 15.6 percent. Savings to disposable 

income for households during this period was 0.6 percent. The largest and most consistent 

saver in the economy remains the corporate sector, with its savings following the 

performance of the economy closely. Government savings improved between 1994 and 

2009, but have since deteriorated due to the recession and the rising public-sector salary bill.  

Use of natural resources 

The South African economy is resource intensive and not very efficient in the use of natural 

resources. This especially refers to energy and water intensity and inefficiency, as well as 
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wasteful management of our land. Reducing resource intensity and improving efficiency will 

be an essential ingredient in unlocking future economic and employment growth. Otherwise, 

we will find that limited resources could put on a brake on growth. 

Cheap energy and abundant coal supplies have resulted in an energy-intensive economy. 

There are efforts underway to reduce energy intensity, although these are progressing 

slowly. It is expected that the rising price of electricity will in itself have a major impact, as 

could investment incentives recently introduced. Energy intensive investments reliant on coal 

have translated into, a high carbon emission intensity. Between 1970 and 2000, the country’s 

emissions grew from about 150 megatons to 460 megatons CO2 equivalent. In 2000, 

83 percent of emissions were associated with energy supply and consumption; 7 percent 

were associated with industrial processes; 8 percent associated with agriculture; and 

2 percent resulted from waste.  South Africa has made commitments to reducing carbon 

intensity, and there are challenges and trade-offs associated with their achievement. 

The availability and use of water will shape economic development not only in South Africa, 

but in all of Southern Africa in the years to come. Some of South Africa’s catchments, for 

example, will not sustain supply for economic growth beyond certain levels. Ten of the 19 

river systems have water deficits. Mining, industry, agriculture, households and the ecology 

all place competing demands on water. The challenges in water supply are discussed in 

detail in Chapter 4: Material Conditions. 

 

In 2005 the solid waste system managed the disposal of 20 megatons of municipal solid 

waste, 450 megatons of mining-related wastes and 30 megatons of power station ashes. 

Municipal solid waste quantities are growing faster than the economy in many cities, and the 

daily average of 2 kg/person in South Africa is high in comparison with other parts of the 

world.  

 

South Africa falls within the so-called third major soil region that is typical in mid-latitudes on 

both sides of the equator. The land is dominated by shallow sandy soils, placing inherent 

limits on agriculture. Only 13 percent of the land is arable and just 3 percent is high-potential 

land. The result is a tendency towards overexploitation.  

Enterprise development 

In most developing countries small, medium and micro enterprises (SMMEs) contribute 

significantly to job creation and overall GDP. South Africa is no different: SMMEs contribute 

more than 40 percent of total GDP and account for more than 60 percent of all employment.  

According to the 2009 Global Entrepreneurship Monitor report, South Africa was ranked 15th 

out of 37 in start-up activity and 29th in new firm activity, with only 2 percent of the adult 

population being involved in new firms. South Africa ranked in the lowest quartile of the 

surveyed countries in two key measures: opportunity entrepreneurship and new firm activity. 

Total early-stage entrepreneurial activity rates in South Africa are about half of what they are 

in other developing countries. 

The FinScope Small Business Survey shows that there are 5.9 million small businesses in 

South Africa, 17 percent of which are registered. Two out of three small business owners run 

their own businesses and do not have any employees, while 32 percent provide between one 

and 10 jobs.  

The South African economy faces the challenge of the “missing middle”. Many domestic 

firms employ fewer than 10 people, and many employ more than 300 workers, but relatively 
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few businesses employ between 10 and 300 people. While medium-sized firms do not 

produce the bulk of output or production, they generally hire most people in an economy.  

Factors that hinder the development of SMMEs include inappropriate regulation, lack of 

access to finance and external factors such as crime. Furthermore, because they have 

supply chains across the country, large firms are able to sell their products at prices smaller 

companies cannot match. A strategy to promote SMMEs cannot take hold without 

addressing the challenge of accessing established supply chains. 

What also stands out is the extent to which small-scale agriculture has been weakened, 

micro-enterprises undermined and artisanship emasculated. Indeed, in many developing 

countries it is these activities that provide shock absorbers for extreme poverty and platforms 

for self-employment, with the potential to serve as rungs on the ladder of economic 

advancement.  

What about the demographics of large business ownership? Black economic empowerment 

transactions reached an early peak of 27.9 percent of all merger and acquisition transactions 

in 1995 and subsequently declined, only rising from 2003. Besides the fact that many of 

these transactions are financed by debt, demographic distribution of economic assets 

remains skewed, and the benefits of redistribution are shared by a small section of the 

previously disadvantaged. Black ownership on the Johannesburg Stock Exchange is 

estimated to be about 15 percent, up from about 4 percent in the mid-1990s.  

There is a positive trend in employment of black and female managers, though progress in 

the public sector has not been matched by the private sector.  

Macroeconomic balances 

To ensure sustainable growth and development, any country has to pursue an appropriate 

balance of macroeconomic indicators. This has to be undertaken in the context of the 

capacity of the economy as a whole to sustain growth, and the impact of specific policy 

actions on such capacity.  

Since about 1998 the general trend in the economy has been towards lower inflation, despite 

global inflationary spikes in 2007 and 2008. Administered prices such as electricity, medical 

aid, education and municipal services have bucked this trend.  

Real interest rates fell gradually in the period during which the economy grew rapidly, but 

started to rise as the economy began to overheat. The general trend, though, is towards a 

lowering in the cost of capital. 

When the economy’s growth rate exceeded 4 percent a year, the current account moved into 

large deficits. This was financed through foreign capital inflows, and the reliance on these 

inflows increased South Africa’s vulnerability to external shocks.  

Government has identified counter-cyclical fiscal policy as the most logical approach to 

ensure fiscal and general economic stability. Yet in a country with serious backlogs in basic 

services, it has been seen as politically reckless and socially unsustainable to pursue large 

budget surpluses in the face of urgent social needs. 

As a small open economy with a floating exchange rate, dependent mainly on mineral 

resources for exports, South Africa has struggled to manage the volatility of the currency. 

Added to this is the country’s reliance on imports for much of its capital goods, oil supply, and 

many basic and luxury goods. 



12 

The country has failed to expand and diversify its export base, and there have been 

significant changes in the composition of the current account (to include larger proportions of 

service payments, income payments including dividends outflows, as well as net transfers). 

In these circumstances, a healthy current account balance is difficult to attain. 

Given the low savings rate and the need for huge capital investments, the country relies 

largely on capital inflows to finance capital stock expansion. A large portion of these inflows 

consists of short-term capital, which is inherently volatile. Moreover, large unregulated 

inflows destabilise the exchange rate, and narrow the space for monetary authorities to 

manage levels of the currency.  

There is consensus that low inflation is in the interest of all sectors of society, especially the 

poor. The main instrument used to influence inflation levels is the interest rate. Given the 

impact of high interest rates on access to capital and therefore economic growth and job 

creation, finding the appropriate balance between these two indicators is a challenge the 

country has found difficult to manage.  

Policies to influence macroeconomic indicators need to take into account the need for higher 

levels of growth, employment creation and general socioeconomic well-being. In this regard, 

it is a matter for debate whether the country has sufficiently explored other options to 

manage inflation, and whether the inflation target range it pursues is the most appropriate 

given socioeconomic circumstances. At a broader level, the question whether South Africa 

has been sufficiently creative in determining macroeconomic policy and in framing such 

debates – beyond repeating mantras on either side of standard ideological divides – cannot 

be dismissed out of hand. 

Many other factors do influence the environment in which economic activity takes place. 

From the point of view of public administration, issues such as efficiency of economic 

services, levels of corruption, and the relationship with and attitudes towards the private 

sector are critical. South Africa is not doing well in this regard. For example, the 2009 

Corruption Perceptions Index shows that perceptions of corruption are on the increase.  

South Africa has to contend with several economic disadvantages, including:  

• Being a small open economy located far from lucrative markets. 

• Uncompetitive practices and weak regulatory capacity in relation to both the public and 

private sectors, resulting in a distorted price structure and barriers to entry. 

• The poor quality of network industries, which contributes to low productivity, and 

frequently high-priced services that do not sufficiently support diversification. 

• Poor quality and quantity of education output, at basic, vocational and higher levels.  

• Weak alignment between human settlements, economic opportunities, social services 

and transport, which raises stress and costs, and reduces productivity. 

Yet the economy also has many positive attributes that provide a foundation for stronger 

growth. These include the changing economic environment, particularly in sub-Saharan 

Africa. In addition to an expanding market, there are possibilities for greater integration 

informed by comparative advantages in various countries and regions of the continent. 

Domestically, resource cluster development can support beneficial utilisation of mineral and 

other natural endowments, and the emergence of a diversified economy that makes full use 

of its human resources.  

Employment trends 

By any measure, South Africa has extraordinarily high rates of unemployment. Just 

41 percent of adults work, including in informal economic activity. In other developing 
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countries generally, about 60 percent of adults work, and the ratio is higher in developed 

countries. The labour-force participation rate stands at 56.5 percent – well below the average 

of 65 percent in comparable countries.  

Gender differences in the domestic labour market are still pronounced, with unemployment 

rates lower among men, and absorption rates and labour-force participation rates higher for 

men than for women. As of September 2010 unemployment was 30 percent for African men, 

38.7 percent for African women, 4.0 percent for white men and 6.2 percent for white women. 

Why are South Africa’s rates of labour participation low? 

From 1970 to 2000, the economy simply grew too slowly to keep up with growth in the labour 

force. At the same time, South Africa’s export performance was poor, so falling domestic 

demand could not be offset by greater external demand.  

In this period, the country also experienced what is called skills-biased technological change, 

with firms requiring workers with ever-higher skill levels as productivity rose, technology 

developed and global competition became more pronounced. The proportion of workers with 

a university degree increased from just 1 percent in 1970 to about 18 percent in 1995. At the 

same time, the proportion of people working with less than a matric qualification declined 

from 7 million to 5 million. Apartheid education stunted the educational development of at 

least two generations of black people, making it much harder for them to get jobs, further 

contributing to low growth and low productivity.  

This problem was compounded by the fact that the two sectors that are most intensive in 

low-skilled employment, agriculture and mining, steadily shed jobs. Between 1970 and 1995, 

these sectors shed 1.4 million workers, or 46 percent of their worker force. This was not 

matched by a significant opening of opportunities for low- and semi-skilled workers in new 

industries. This trend continued after 1995, when these two sectors shed a further 30 percent 

of their workers. Even within these sectors, the composition of skills changed dramatically. 

The number of people with at least a matric qualification in mining increased from just 15 000 

in 1970 to 129 000 in 1995.  

South Africa has lost out on the recent commodity boom, which was the largest such 

development in half a century. Mining exports have not grown as fast as in countries such as 

Australia, Brazil or Chile, even though South Africa has greater mineral resources than most 

of them. Part of the reason has to do with the uncertainty that was caused by the mineral 

rights conversion process and poor government capacity to service the industry. 

Infrastructure constraints and mining companies’ own lack of foresight in predicting the boom 

also contributed to poor performance. At present, concerns about the mining licensing 

process and threats of nationalisation are obstructing higher investment and output.  

Several factors have undermined the growth of agriculture and agricultural jobs. These 

include higher levels of mechanisation, driven partly by a desire to compete internationally. 

The nature of policy for this sector and the response to it have also played a critical role. The 

necessary introduction of rights for resident farm workers, including security of tenure, has 

resulted in one of the most intense migration patterns in South Africa’s history. Close to a 

million people were uprooted from commercial farms between 1994 and 2003, destroying 

jobs and undermining household food security. The dissolution of agricultural (control) 

boards, withdrawal of subsidies and rapid change in the tariff regime resulted in the kind of 

shock that the sector could not adapt to quickly enough. The impact of uncertainties deriving 

from the land restitution process, and the poor regulation of land use management, are still 

being felt. This has been compounded by low levels of production on most of the resettled 
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and distributed land. All this raises critical questions about effectiveness of the state, 

including the phasing in and sequencing of policy. 

Recent employment trends 

Employment increased from 9.8 million jobs in 1995 to 13.2 million jobs in September 2007 

and declined to 12.8 million jobs in 2009. The period of rapid growth led to the creation of 

1.8 million net new jobs, almost entirely in retail, construction, the public services and lower-

level private services such as security. As a result, the share of working-age adults earning 

some kind of income climbed from 39.4 percent in September 2002 to 44.7 percent in the 

third quarter of 2008. 

Between 2003 and 2008 the number of jobs created began to outstrip growth in the labour 

force. The official unemployment rate2 – which peaked at 31.2 percent in March 2003 – fell to 

23 percent in 2007, despite the fact that the economic upturn had encouraged more people 

to look for work. As a result of the recession, the unemployment rate rose to just above 

25 percent in 2010.  

Two features marked employment patterns in the post-2001 period. First, some low-skill 

sectors such as construction, retail and the private security industry grew quickly. Second, a 

very large proportion of young people simply could not break into the labour market, despite 

the fact that they are more educated than older workers. In just a decade, the proportion of 

school leavers able to get a job fell from 50 percent to less than 30 percent.  

About two-thirds of all unemployed people are below the age of 35. About 65 percent of 

black youth are unemployed.  

The proportion of jobs in the services sector grew from 55 percent in 1970 to about 

70 percent by 2004. The growing proportion of services employment is a global phenomena, 

and certainly not unique to South Africa. It is mostly caused by the different rate of 

productivity growth between goods production and services. It also arises as the economy 

modernises and diversifies. However, it can also be caused by constraints on the expansion 

of goods production, as is the case in South Africa. This can be ascribed to low productivity 

in manufacturing, currency volatility as well as high fiscal deficits, low savings, high interest 

rates and greater international isolation during the last two decades of apartheid. The extent 

to which goods or services could spur growth rests considerably on policy choice. Although 

services have traditionally been seen as merely supportive of other activities, a growing 

proportion of global trade and investment is now found there. It is worth noting that services 

account for a growing proportion of South Africa’s exports.  

Social grants have played an important role in the decreasing income poverty since 2001. 

Yet inequality has not been reduced. Using an income poverty line of R322, absolute poverty 

declined by five percentage points, from 53% in 1995 to 48% in 2005. Most of this decline 

took place after 2000, during the period of higher economic growth and more rapid 

expansion in access to social grants. The Gini coefficient has gone up slightly, hovering 

around a high level of about 0.67 for much of the post-apartheid period. 

Growth in GDP per capita (which averaged less than 1 percent a year in period 1994 to 

2003), has averaged 2.4 percent since 2003 (3.7 percent between 2003 and 2008). For the 

poorest 10 percent of the population (using AMPS data-constant 2008 prices) monthly 

                                                        

2
 Official unemployment excludes those who have given up looking for work.  
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income increased from R783 to R1 041, while for the richest 10 percent of the population it 

increased from R71 055 per month to R97 899 for the period 1994 to 2009.  

The economy remains biased towards capital- and skills-intensive sectors. Low skilled 

people are losing jobs in sectors such as mining and agriculture. Because of the skills 

constraint, skilled workers’ salaries rise disproportionately and the income gap between 

skilled and unskilled workers widens.  

As a result, the richest 10 percent of households receive more than 40 percent of the 

national income, compared to just over 30 percent in most other upper-middle income 

countries. The average household income in the former Bantustans, which are home to 

30 percent of the population, is about one-third that in the metropolitan areas, and 

joblessness remains very high. 

Remuneration as a share of GDP has fallen by 4.7 percentage points in the period 1994 to 

2009 relative to the long-term average.  

Inequality is high for several reasons. First, large numbers of people have no income. 

Second, among working people, wage inequality is high, largely reflective of the distribution 

of skills and education. Skills shortages push up wages for skilled workers, while low levels 

of education and low productivity depresses wages in many sectors.  

The labour market 

The general conclusion that emerges based on a review of studies by the International 

Labour Organisation, the Organisation for Economic Cooperation and Development (OECD), 

and the International Monetary Fund is that South Africa’s labour laws are not the principal 

cause of high unemployment. According to most international surveys, these laws are not 

overly rigid relative to either developed or developing countries.  

Despite the positive overall assessment of the labour laws, two areas do make it difficult for 

new entrants to enter the labour market. The evidence suggests that high entry-level wages 

(high relative to the productivity of a new entrant) bias firms against taking on new entrants. 

Furthermore, collective bargaining appears to benefit larger employers, undermining the 

competitiveness of smaller firms.  

In OECD countries, a new entrant earns on average about 37 percent of the average wage. 

Firms pay a premium for experienced workers and experienced workers generally have 

much higher rates of productivity. In South Africa, the average starting salary is 60 percent of 

the average. Therefore, starting salaries in many firms are higher than the relative 

productivity of a new worker. This discourages firms taking on new young workers. 

 

Figure 5.4: Ratio of minimum wage to average wage of full time workers, selected 

countries 
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Source: OECD 

In this way, the country’s demographic trend contributes to high unemployment. South Africa, 

like other sub-Saharan African countries, has a relatively young population. According to the 

United Nations, the median age was 21 in 1950, 24 in 2005, and is expected to rise to 27 by 

2025.  

At the same time, because of the shortage of skills, professionals (especially outside of the 

public sector), receive high salaries. While the system of skills supply has transformed 

somewhat, the throughput rates (the proportion of those who enrol and graduate) have been 

low and racially skewed.  

The consequences of apartheid’s spatial legacy and settlement patterns complicate these 

matters. The country’s low-income population tends to be dispersed in relatively dense 

settlements that are far from areas of high economic activity. The high costs of transport and 

long commuting times prevent many low-income households from taking full advantage of 

large urban labour markets. This results in a loss of productivity and, in effect, a regressive 

tax on earnings for the poor. 

The country’s spatial arrangements are therefore partly responsible for low disposable 

incomes among employed workers. A large section of the labour force, by any standard, 

spends a big proportion of wages on transport. This also affects search costs for those 

looking for employment. Beyond the cities, an estimated 23 percent of the population is 

trapped in former “homelands”, where there are few if any economic opportunities, and which 

have very limited connections to economic centres.  

These economic factors, and social factors such as the performance of the education 

system, combine to give South Africa an inordinately high unemployment rate. Of particular 

concern is that the labour market is almost designed to limit new entrants.  

Some countries, such as China, have sought to deal with this stalemate (of broadening 

access to jobs and protection of labour standards) by reforming at the margins through 

instruments such as industrial development zones. South Africa’s attempts in this regard 

have not been successful. 

The social cost of long-term unemployment is staggering. In South Africa, if young people fail 

to get a job by the age of 24, they are almost never likely to get full-time formal employment. 
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As a consequence, about 60 percent of an entire generation could live their lives without ever 

holding a formal job.  

This time bomb is the greatest risk to social stability in South Africa.  

Regional trends and international trade 

Most of sub-Saharan Africa faces the challenges of high unemployment, severe poverty and 

inequality. This is even true of Botswana and Namibia, which are classified as middle-income 

countries. South Africa’s economic prospects are deeply tied to the region and the continent.  

South Africa is growing more slowly than many other countries in sub-Saharan Africa, 

although this is off a higher base. African growth has been strong over the past decade, and 

most economies have recovered quickly from the global downturn. Between 2004 and 2008, 

sub-Saharan Africa grew at an average rate of 6.5 percent per year. Growth slowed to 

2.1 percent in 2009, and recovered to 4.7 percent in 2010. By comparison, the world 

economy contracted by 0.5 percent, and advanced economies contracted by 2.5 percent. 

While much of the growth in Africa is fuelled by commodities, sectors such as agriculture, 

financial services, telecommunications and retail are also growing rapidly. Even if one were 

to exclude oil-exporting countries, Africa is still enjoying a broad-based economic expansion. 

Annual infrastructure investment increased from about $10 billion in 2000 to $45 billion in 

2008.  

Africa has been an important source of demand for South African manufactured products. 

However, the first-mover advantage seems to have been taken by China and increasingly 

India, as South Africa has been slow to provide development finance and to make 

infrastructure links. 

African economic integration has stalled on implementation. Poor infrastructure, non-tariff 

barriers and inefficient border crossings raise costs and limit the scope for more trade. The 

decision by the African Union to promote regional economic blocs as the foundation for 

economic integration has not borne much fruit because capacity constraints and national 

interest have hampered progress. Lately, the Southern African Development Community 

(SADC) has started to lag behind the other regions with regard to greater economic 

integration. As a consequence, not much progress has been made in taking advantage of 

comparative and competitive advantages, let alone in developing integrated approaches to 

other parts of the world.  

South Africa’s economy has opened up to international trade substantially since 1994, with 

both import and export levels growing at a rapid pace. The combined share of total external 

trade in relation to GDP increased from about 40 percent in 1993 to 66 percent in 2008. 

Since 2003, demand for imports has exceeded exports, resulting in a widening trade deficit.  

While the country’s export basket remains predominantly composed of mining and basic 

processed goods (43 percent), exports of advanced manufactures account for almost 

22 percent of total exports today (vehicles and machinery) compared with 7 percent in 1994. 

Agricultural exports have fallen as a share of total exports since 1994 from about 6 percent to 

4 percent. 

South Africa’s main trading partners are the European Union (EU) (32 percent of exports), 

the United States (10.4 percent), Japan (6.8 percent) and, increasingly, China. In fact, 

China’s share has risen from 1.7 percent in 1994 to nearly 11 percent in 2007. The SADC is 

a prime market for South African exports, though the large trade surplus that South Africa 
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has with its neighbours is a concern. Our export basket to our neighbouring states is 

generally value added, and includes manufacturing and mining services.  

Most of South Africa’s employment growth has been in the non-tradable sectors, which are 

skills intensive. The country’s non-resource export performance is weak both in terms of 

volume and the “sophistication” of exports, due mainly to challenges of prices and costs. In 

fact, South Africa’s real purchasing power of exports is currently at 1960 levels. (International 

Growth Advisory Panel, 2007). The real purchasing power of exports refers to the value of 

exports taking into account changes in the exchange rate. 

How does the country compare to other countries in this regard? Figure 5.6 illustrates this. 

While objective factors such as distance from global markets do have a role to play, account 

has to be taken of such constraints as the exchange rate, productivity, skills and 

infrastructure backlogs. The poor capacity of the private sector to take advantage of South 

Africa’s improving international relations has played an important role in this regard.  

 

Figure 5.6: Real purchasing power of exports, with 1960: 100 as the baseline 

 

 

 

 

 

 

 

 

 

 

Source International Growth Advisory Panel(2007) 

 

Conclusion  

South Africa’s primary economic challenges can be synthesised as follows:  
 

• High levels of poverty and inequality stem directly from the fact that too few people 
work. 

• Productivity is low relative to peer group countries.  
• Too few resources are invested in new production capacity and infrastructure, and 

existing infrastructure is inadequately maintained.  
 

To address these challenges, the country has to increase employment levels – particularly 

for unskilled and low-skilled workers – invest in infrastructure, and increase productivity.  

Identifying options and trade-offs 

In preparing a national development plan, South Africa needs to consider the choices that 

will have to be made. Socioeconomic progress does not lend itself to a perpetual and uniform 

rise in all indicators all at the same time. And given its finite set of resources, set amid urgent 

and competing demands, South Africa will have to make some tough choices that will involve 
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trade-offs. Achieving national consensus will depend on leadership from all social partners – 

government, business, trade unions and the community sector. As the country engages in 

broad-based public consultation on the commission’s diagnostic document, the issues 

highlighted below should be considered.  

Growth and redistribution. It is possible to pursue pro-growth poverty reduction and pro-

poor growth. Yet during a specific phase, choices may have to be made in allocating 

resources between measures that will increase growth and employment, and those that will 

expand welfare.  

Salary levels. Moderating pay increases for managers and workers may need to be 

considered.  

Empowerment. It may be prudent to emphasise specific objectives at certain times – for 

example, to support the goal of expanding manufacturing, including a stronger local supplier 

industry for the infrastructure programme; and facilitate the realisation of empowerment 

objectives in line with this imperative. 

Quality and access. At certain points, pursuit of general equity in basic services may need 

to be emphasised to ensure access; at others, consideration may need to be given to raising 

levels of quality. 

Price and access. If over the long term, prices charged for a service are below cost, a 

service is not sustainable.  

Industrial policy. South Africa will need to resolve two sets of tensions – the first between 

“picking winners” and an open architecture approach; the second between following 

comparative advantage or defying it by subsidising or protecting certain industries.  

Savings and consumption. South Africa will need to balance savings and consumption.  

Insiders versus outsiders. How does a society deal with the widening gap between those 

that already participate in the economy and those not active? This is the trade-off between 

existing firms and workers, and new firms and the unemployed.  

Growth and the natural resource base. How can South Africa develop its economy without 

degrading the environment; and what balances need to be struck in instances where the two 

objectives may come into conflict? 

Balances in macroeconomic indicators. The country will need to consider the trade-offs 

related to inflation as well as interest and exchange rates. It is virtually impossible 

consistently to have simultaneously stable prices, exchange and interest rates in a world 

where prices are set externally.  

Long-term rewards versus instant gratification. Both the public and private sectors will 

have to consider how resources are used, and the short- and long-term benefits thereof. This 

includes striking appropriate balances between current consumption (both in the public and 

private sectors) and long-term investments. 

In preparing a national development plan, South Africa will have to make tough choices 

along the lines of those highlighted above. These choices have to be informed by debate on 

economic strategies and a credible policy framework that promotes competition, entry and 

innovation. The management of key economic institutions will need to be arranged to support 

these objectives. The policy will have to promote meaningful collaboration between economic 
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sectors and between government, business, labour, universities and research institutes. 

Finally, the country will need to decide how it will assign sufficient capacity to meet these 

objectives.  
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