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The South African (SA) economy is struggling to grow. 
Economic growth between 2010 and 2019 is a measly 
1.6%. If projections are included, growth between 2010 
and 2020 will remain below 2% (Figure 1). The National 
Development Plan (NDP) aims to increase employment 
from	13	million	in	2010	to	24	million	by	2030,	however,	
gross domestic product (GDP) growth would have to 
average 5% in order to achieve the goals set out in 
the NDP. Feeble GDP growth has resulted in higher 
unemployment rates. 

Economists track the relationship between jobs 
and growth using Okun’s Law, which claims that 

higher economic growth leads to lower rates of 
unemployment. Economic growth is positive for job 
creation, but equally important for job creation is 
that economic growth must increase the productive 
capacity of sectors that have the potential to absorb 
labour at a large scale. 

Figure 2 illustrates a study by the IMF which looked 
at a group of countries to see whether growth does 
indeed create jobs. The study showed that in SA, 
Australia and Canada, a 1% increase in GDP was 
matched by an increase in employment of 0.6% or 
higher.

Figure 1

Source: StatsSA, Thabi Leoka
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Panel 1: Macroeconomic Constraints 

South Africa’s  
structural problem
When we talk about the unemployment rate, the term 
“structural	problems”	is	often	used	to	explain	why	SA	
struggles to reduce its level of unemployment. SA’s 
structural economic problems are rooted in apartheid, 
which systematically disadvantaged most of the 
population, ensuring that black people received sub-
par education. Twenty-four years into a democracy, the 
unemployment rate has doubled. SA’s unemployment 
rate currently stands at 27.5%, and if discouraged 
workers are included, the rate goes up to 37.3%. This is 
one of the highest rates of unemployment in the world.

I argue that the high unemployment and low 
growth rates are both the result of the shrinkage 
of	the	tradable	sectors	–	manufacturing,	mining	
and agriculture. The manufacturing sector has 
continued to decline both in terms of its contribution 
to economic growth and employment. The 
manufacturing sector accounted for about 20% of 
GDP 20 years ago, in 2001 the sector accounted for 
15% of GDP, and today the sector only accounts for 
about 13% of GDP. The mining sector accounted for 
about 12% of GDP in 2001 and about 8% in 2019 - a 
decline of 33%.  Factors contributing to this decline 
include increases in labour costs, higher electricity 
supply costs, high import costs and policy uncertainty.  

SA and Malaysia shared many common features 
during the1980s. Both countries have medium-sized 

economies with a history of deep racial cleavages 
in which an ethnic majority controls the politics, but 
economic power lies with an ethnic minority. 
Output per head and TFP (total factor productivity) 
were virtually identical and both countries had a 
similar	dependence	on	mining.	In	the	mid-80s,	SA	
had	a	larger	manufacturing	base	–	roughly	12%	of	its	
total labour force was employed in manufacturing, 
compared to less than 8% in Malaysia, but when 
SA was de-industrialising, Malaysia industrialised. 
Malaysia was able to pull an increasing share of its 
workforce into the manufacturing sector, the sector 
with the highest labour productivity in the economy, 
while in SA, the sector lost ground to the tertiary 
sector. The expansion of manufacturing in Malaysia 
promoted growth and equity - equity promoting 
because much of the gains from this process of 
structural change accrued to the workers themselves. 
Malaysia’s	trade	performance	improved	significantly,	
and over time its export basket became more 
sophisticated,	perhaps	due	to	beneficiation.

The tertiary sector has supported GDP over the years, 
increasing	its	contribution	to	GDP	to	20%	in	Q419,	
making it the largest sector in the SA economy. This 
structural change is the key driver of unemployment, 
in my view, as the tradable sectors are intensive in low 
skilled labour compared to the services sector. The 
relative shrinkage of manufacturing, together with the 
economy-wide skill upgrading, has entailed a collapse 
in demand for relatively unskilled workers. According 
to the Department of Higher Education, the “Not in 

Figure 2

Source: International Monetary Fund (IMF)
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employment, education and training” (NEETS), who 
are	between	the	ages	of	16	and	64	(15	million	persons),	
account	for	40.3%	of	the	working	age	population.	We	
need to concentrate on this group of people and 
absorb them into the tradable sector. 

The tradable sectors (manufacturing, mining and 
agriculture) remain the most low-skilled, intensive 
part	of	the	economy	by	far.	In	2004,	more	than	70%	
of workers employed in tradable industries were 
classified	as	“low	and	unskilled”	workers,	in	comparison	
with 25% in the non-tradable sectors.

Recommendations
›  The sectors that are driving the SA economy 

are the same sectors that drive the United 
Kingdom (UK) economy, however, the UK has an 
unemployment	rate	of	4.1%	and	a	highly	skilled	
population. For too long, SA has focused on 
directing investment into the tertiary sector. 
Of the millions of SA students that start tertiary 
education, only 30% obtain a degree or a diploma. 
Many of these students will be absorbed into the 
non-tradable sector, which requires high skills, but 
is also low labour absorbing. We need to rethink 
the education system so that basic education 
enables learners to understand business, maths, 
accounting and other skills that are required to 
assist in starting and running a business. The few 
that do obtain a diploma or a degree are quickly 
absorbed into the labour market, becoming a class 
of their own, which ultimately contributes towards 
the widening inequality gap. 

›  We need to adopt an export-oriented strategy that 
increases	the	relative	profitability	of	producing	
tradables for world markets that will generate 
economic growth by pulling labour into productive 
activities. Since tradables are relatively low-skilled 
in SA compared to service activities, which have 
been	the	major	beneficiary	of	recent	patterns	of	
structural change, such a strategy will entail shared 
growth rather than trickle-down growth. The cures 
for low growth and high unemployment are largely 
one and the same.

›  In	Malaysia,	the	government	played	an	important	
role in promoting the manufacturing sector.

›  The socio-economic costs of unemployment are 
at least threefold. Firstly, the unemployed South 
Africans of today represent lost economic output. 
Secondly, workers who are unemployed today 
are not acquiring the experience and skills that 
will contribute to their productivity in the future. 
This foregone future growth will be costly. Thirdly, 

unemployment leads to social ills that accompany 
a loss of hope. These social ills include crime, 
disengagement and a lack of investment in one’s 
future well-being.

›  I	argue	that	higher	levels	of	growth	and	
employment	creation	require	a	different	pattern	
of	structural	change	–	an	expansion	of	low	skill-
intensive manufactures at the expense of skill-
intensive non-tradables. Skills, or the lack thereof, 
should no longer be viewed as a serious constraint 
on future growth.

› 		In	reviewing	the	literature	on	policies	and	growth,	
industrial policy and investment policy have a 
more positive impact on job creation than trade 
liberalisation,	labour	flexibility	and	monetary	and	
fiscal	policy.		

›  A two-pronged approach is recommended with 
continued support to domestic aggregate demand 
and the adoption of policies and reforms that 
can boost aggregate supply. Without supportive 
demand policies, supply measures could have little 
impact in the short run. If companies do not see 
improved sales prospects, they will not increase 
capacity. This is why it is important to ensure that 
the demand is there to sustain supply. The range of 
supply measures varies from removing bottlenecks 
in the power sector to reforms in the labour and 
product markets.

›  Lastly, SA requires a reform in education. Basic 
education requires a desperate overhaul. The 
South African Democratic Teacher’s Union (SADTU) 
is mainly to blame for SA’s need to import teachers 
from Commonwealth countries rather than training 
local teachers. In Switzerland, only 30% of the 
population has a university degree with 70% of 
the population going through an apprenticeship 
system. Switzerland is a world leader in education, 
innovation and equity. A brilliant basic education 
equips the Swiss with adequate education that 
allows them to work without having to attend 
university.

›  SA universities need to introduce a basic degree 
at undergraduate level. This model is used in the 
UK and the United States. Students who want to 
specialise can do so in postgraduate studies. A 
basic degree is composed of multiple subjects, e.g. 
music, geography, maths, economics, history, etc. 
Students with a general degree are then equipped 
to	work	anywhere	from	banks	to	accounting	firms,	
infrastructure, etc. This would then allow employers 
to choose from a wider range of graduates in 
contrast to the current model where BCom 
students	are	confined	to	commerce	and	sociology	
students	are	struggling	to	find	work.


