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SEVEN

South Africa
Demographic, Employment, and Wage Trends

Haroon Bhorat, Karmen Naidoo, Morné Oosthuizen, 

and Kavisha Pillay

A fter negative and slow growth in 
the late 1980s and early 1990s, 

South Africa’s triumphant transition to a demo cratic and more inclusive 
society in 1994 saw the economy once again begin to grow steadily. This 
renewed growth was supported by strong macroeconomic management 
and effective institutions. Since then, the South African economy has 
grown at an annual real average of 3.19  percent. Accompanying this 
growth per for mance are signifi cant welfare gains seen in the rise of 
access to social ser vices, housing, and basic infrastructure, as well as a 
moderate reduction in extreme poverty (Bhorat and  others 2015b). One 
of the  factors preventing greater development and welfare improve-
ments is that economic growth has come with considerable variation.

In the fi ve years immediately  after democracy, growth averaged 
2.76  percent, rising to 3.17  percent in the following fi ve years ( table 7-1). 
The period of fastest economic growth was between 2004 and 2008, 
where real GDP expanded at an annualized average rate of almost 
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5  percent. This period of relatively fast growth was then abruptly inter-
rupted by the global fi nancial crisis, which caused the South African 
economy to enter a brief recession in 2009.

National output subsequently  rose to just over 3  percent in 2010, but 
has since weakened. Over the last fi ve years, therefore, GDP per capita 
has grown at an annual average of merely 0.56  percent. This weakening 
of the South African economy can ultimately be attributed to a combina-
tion of  factors, including slow global growth, industrial disputes, elec-
tricity shortages and concomitant price hikes, a lack of international 
competitiveness in manufacturing, and declining gold, platinum, and 
coal prices since 2012.

A brief analy sis of the sectoral composition at two points in time 
shows that four sectors are expanding relatively faster than overall GDP: 
transport, storage, and communication; fi nancial and business ser vices; 
construction; and  wholesale and retail trade.1 Transport, storage, and 
communication is now one and a half times the size it was in 1994, 
fi nancial and business ser vices have expanded by 42   percent over the 
period, and construction by 47  percent. The remaining fi ve sectors have 
all declined in their share of GDP.

The most marked change is that of the mining sector. From consti-
tuting up to 15.5   percent of GDP in 2014, it is now almost half that 
proportion, at 8.5  percent. In addition, agriculture and manufacturing 
have also declined considerably in their shares of GDP, by 22  percent 
and 10  percent, respectively. While the country has effectively transi-
tioned away from its earlier reliance on the mining sector, mining 

 TABLE 7-1.  Real GDP and GDP per Capita Annual Average Growth 
Rates, South Africa

 Percent

1994–98 1999–2003 2004–08 2009–13

GDP 2.76 3.17 4.92 1.91
(1.40) (0.73) (0.84) (2.03)

GDP per capita 0.50 1.09 3.55 0.56
(1.43) (0.78) (0.83) (2.00)

Source: World Bank, World Development Indicators (WDI) (2015); authors’ calculations.
Note: Standard deviations shown in  parenthesis.
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remains an impor tant contributor to economic activity. Most impor tant, 
the sector generates more than half of the country’s foreign exchange 
revenue and its fi rms account for a quarter of the national stock ex-
change market capitalization (Chamber of Mines 2015). Thus, exports 
are heavi ly concentrated in natu ral resources, where gold and other 
mining products make up 44  percent of exports, a proportion similar 
to that of manufacturing (Industrial Development Corporation 2013).

Based on the sectoral composition of GDP, then, it is evident that 
South Africa has become a service- driven economy since 1994. The 
share of output contributed by  wholesale and retail trade, transport, 
and communication— and most visibly— fi nancial and business ser vices, 
shows increases over the fi rst two de cades of democracy in South Africa. 
The economy, it is fair to argue, has slipstreamed onto an economic 
development trajectory that is increasingly intensive in the provision of 
ser vices. What is most starkly evident in this deepening output from ser-
vices, however, is the stagnation in manufacturing. Hence, we fi nd that 
the manufacturing sector’s share of GDP has declined marginally since 
1994 in South Africa. Since trade became more liberalized in the early 
1990s, South Africa’s manufacturing sector has failed to compete in 
global manufacturing export markets. Increased import competition and 
the level and volatility of the real exchange rate have been shown to be 
impor tant  drivers of South Africa’s manufacturing decline (Rodrik 2006). 
No country to date has managed to transition out of a  middle- income 
to a high- income country status without the dynamism of a vibrant, 
 labor- intensive manufacturing industry. In the lexicon of post- apartheid 
South Africa, however, this notion of  labor- intensive manufacturing as a 
driver of growth and jobs in the country is strikingly absent.

South Africa is classifi ed as an upper middle-income country, with 
real GDP per capita currently at US$5,916, up from US$4,652 in 2000. 
The uneven and, at times, sluggish growth in average income levels, 
however, has meant a moderate decline in poverty, from 40  percent of 
the population in 1995, to 26  percent in 2013, using the World Bank’s 
$2- a- day poverty line. With a current population of almost 53 million, 
this equates to about 13.7 million  people living in poverty in South Af-
rica. At perhaps the more appropriate national poverty line, the poverty 
headcount ratio has increased from 31   percent in 1995 to a current 
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level of 53.8   percent.2 This headcount ratio is calculated using the 
upper bound level of a newly rebased national poverty line, but even at 
the national lower bound headcount poverty rate of 37  percent, poverty 
has undoubtedly remained high.

Thus, while extreme poverty has declined, the trends on the national 
poverty line are more worrying. South Africa’s inability to translate growth 
into reducing poverty is not surprising given the extremely unequal na-
ture of the society. With a Gini coeffi cient of 0.59, the exceptionally high 
level of income in equality is arguably the most impor tant  factor hin-
dering the poverty reducing power of economic growth.3 The exclusivity 
of South Africa’s growth path is further emphasized by an unemployment 
rate of 25  percent, and one that has averaged 23.7  percent over the last two 
de cades, with its lowest level at 17  percent in 1995.4 South Africa is clearly 
in a  labor market crisis, which in a low growth environment serves only 
to reinforce further the unsustainably high level of income in equality.

Therefore, despite the optimistic outlook for the South African 
economy as the country transitioned to democracy in 1994, economic 
growth over the last two de cades has been moderate. In addition, while 
the comprehensive social welfare system has succeeded in reducing 
inequalities in access to public ser vices and housing, poverty has re-
mained stagnant and in equality has remained exceptionally high— 
underpinned by one of the world’s consistently highest unemployment 
rates. Given this all too brief background to the economy’s growth rec-
ord and the structure of this growth trajectory, the remainder of this 
paper focuses on demographic and  labor market trends during the pe-
riod to understand better some of the  factor market under pinnings of 
South Africa’s economic per for mance.

ESTIMATING SOUTH AFRICA’S DEMOGRAPHIC DIVIDEND

The South African  labor market has under gone considerable changes 
since the end of apartheid and the elimination of vari ous statutory restric-
tions on  labor market access and participation. The key feature of the 
latter half of the 1990s and the early 2000s was the rapid growth in the 
size of the  labor force, driven by increasing  labor force participation 
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rates— rather than a rapidly growing working- age population— particularly 
among rural African  women (Casale and Posel 2002). For the 1995 to 
2002 period, for example, growth in the working- age population aver-
aged 2.1  percent per annum, which was less than half the rate of growth 
of the  labor force (irrespective of the unemployment defi nition utilized) 
(Bhorat and Oosthuizen 2006, p. 145). As a result, although employment 
growth was able to keep pace with growth in the working- age population 
and, largely, with economic growth, it was unable to keep up with the 
growth in the  labor force. Unemployment, thus, moved rapidly higher, 
both in absolute terms and as a proportion of the  labor force.

This disconnect between employment growth and  labor force 
growth points to the importance of understanding the longer- term chal-
lenges and opportunities associated with demographic change. Projec-
tions from the United Nations Population statistics suggest that the 
share of the working- age population (WAP) in the total population in 
South Africa  will remain between 65  percent and 67  percent  until the 
year 2030. Given slowing population growth rates, this means that the 
working- age population is expected to increase gradually, from the cur-
rent 34.2 million to 36.5 million by 2030. South Africa is, therefore, quite 
some way along its demographic transition. In fact, the median age in 
South Africa has risen from eigh teen years to twenty- fi ve years over the 
last three de cades, and is estimated to rise to thirty- one over the next 
three de cades as the population continues to age (Oosthuizen 2014).

According to the National Transfer Accounts (NTA) framework, the 
shift from a high- fertility, high- mortality equilibrium to a low- fertility, 
low- mortality equilibrium— referred to as the demographic transition—
is associated with two potential dividends that can contribute  toward 
longer term economic growth and development (Mason and Lee 2007; 
NTA 2013). The fi rst demographic dividend is triggered by falling fer-
tility rates, having been preceded by falling mortality rates, particularly 
among  children. This pro cess helps to boost economic growth through 
lowering the extent of de pen dency on working- age adults.

Typically, de pen dency is mea sured in terms of de pen dency ratios, 
namely the ratio of eco nom ically inactive cohorts to eco nom ically 
active cohorts (for example, the total de pen dency ratio is the ratio of 
 children  under the age of fi fteen and adults aged sixty- fi ve years and 
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older to the working- age population). This one– zero switch between de-
pendence and nondependence, though, is not realistic, and is avoided 
within the NTA framework by calculating the support ratio. The support 
ratio mea sures the number of effective workers (a country’s population- 
weighted per capita  labor income profi le) relative to the number of 
effective consumers (the population- weighted per capita consumption 
profi le). A rise in the support ratio implies a relative increase in the num-
ber of effective workers and, therefore, a lower level of dependence.

Declining fertility leads to a reduction in the ratio of dependent 
 children relative to nondependent (that is, earning) adults and is the 
under lying driver of the demographic dividend— defi ned as the rate of 
change of the support ratio—as it drives the support ratio higher. This 
raised support ratio implies an increase in the number of effective 
workers relative to effective consumers and, thus, income per effective 
consumer rises, ceteris paribus. This, in turn, implies higher stan-
dards of living and an improved scope for  human capital investment. 
Upon this foundation, then, a second demographic dividend, achieved 
through capital deepening, can be realized if the benefi ts of the fi rst 
dividend are invested in  human, physical, and fi nancial capital.

For South Africa, the average fertility rate has already declined sig-
nifi cantly, from 6.4 births per  woman in the 1950s to 2.4 births in 2005–
10 (United Nations 2012). However, the high level of unemployment 
and the resulting low  labor income— particularly for young workers— 
has signifi cantly constrained the economy’s ability to reap the potential 
benefi ts of this demographic dividend. In addition to demographic 
change, both  labor income and consumption are impor tant  factors in-
fl uencing the rate of change of the support ratio and, therefore, the 
magnitude of the demographic  dividend.

Figure 7-1 shows that  labor income begins to rise at a  later age and 
is markedly lower among young  people in South Africa than in a range 
of other developed and developed countries. The interquartile ranges 
(IQR) of normalized  labor income and consumption profi les across a 
variety of other countries are plotted in the graph using NTA data.5 In 
addition, per capita  labor income is shown to fall signifi cantly and more 
steeply for older working- age adults in South Africa compared to the 
group of thirty- three other  countries.
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South Africa’s consumption pattern also differs signifi cantly from 
other countries. Consumption for  children and young adults in South 
Africa is positioned within the fi rst quartile of the IQR of the other 
countries, but rises to the top quartile for  those between the ages of 
thirty and sixty years. For older individuals in South Africa, consump-
tion declines quite strongly compared to other countries, where el derly 
consumption remains relatively stable. This decline in consumption 
among older cohorts in South Africa points to under lying weaknesses 
in the private and public institutions that should allocate resources to 
ensure that consumption among the el derly is maintained at a level 
that is comparable to that among prime working- age cohorts (Oosthui-
zen 2014). Fi nally, evaluating income and consumption together, South 

FIGURE 7-1.  Per Capita  Labor Income, Consumption and Lifecycle 
Defi cit, 2005

Source: Oosthuizen (2014) using National Transfer Accounts (2013) data.
Note: Values are expressed as ratios to average per capita  labor income at age 30–49. For a list of NTA 

member countries, see www . ntaccounts . org.
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Africa’s lifecycle surplus period lasts thirty years, between the ages of 
thirty and fi fty- nine years, which is broadly typical of NTA countries, al-
beit slightly delayed.

Estimates of the fi rst demographic dividend for South Africa 
show that the country has passed through at least half of the period 
in which the fi rst demographic dividend is expected to be positive, and 
is now in the stage during which the magnitude of the dividend is fall-
ing. The magnitude of South Africa’s demographic dividend is in line 
with other  middle- income countries. Over the 2005–10 period, the an-
nual growth in the support ratio ranged between 0.15–0.40   percent, 
compared to an average of 0.40   percent for a group of twelve other 
upper middle-income countries for which  there are NTA estimates 
(Mason and Lee 2012, as quoted in Oosthuizen 2014).

The continuing weaknesses within the South African  labor market 
and the historical prob lems in the public provision of quality education 
to the broader population remain as two of the most signifi cant challenges 
to realizing some benefi t of the fi nal phase of the positive demographic 
dividend over the next thirty years. While the low level of employment 
and  labor income of young South Africans is critical to address, a 
greater positive impact on the demographic dividend would be achieved 
if South Africa’s consumption profi le  were similar to that of the median 
NTA country. As fi gure 7-1 suggests, this would imply lowering the level 
of consumption of prime age adults relative to peak  labor income to 
levels that are in line with international trends, while raising per capita 
consumption among the el derly. Under lying this fi nding is South 
 Africa’s relatively advanced point within the demographic transition. 
The youn gest cohorts within the working- age population are expected 
to stabilize in size and begin to contract, while older working- age 
cohorts— which would comprise a relatively large proportion of effec-
tive consumers, given their high per capita consumption— are ex-
pected to grow rapidly. This suggests that weak sharing mechanisms 
within South African society may have a negative impact on per capita 
income growth over time (Oosthuizen 2014). In some sense, this pro-
vides support for the argument that in equality can act as a brake on 
economic growth.
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STRUCTURE OF THE  LABOR MARKET AND 

GROWTH– EMPLOYMENT INTERACTIONS

The South African  labor market has received considerable analytical 
and research attention over the past fi fteen years and, as a result,  there 
are a large number of  labor market reviews covering the post- apartheid 
era (see, for example, Burger and Woolard 2005; Bhorat and Oosthui-
zen 2006; Branson 2006; Oosthuizen 2006; Yu 2008). Instead of a 
detailed review of the post- apartheid  labor market, this paper seeks to 
explore the par tic u lar trends relating to skills- biased  labor demand, as 
well as to highlight two new, more recent post- apartheid  labor market 
trends. The latter is displayed in the rise, fi rst, of temporary employ-
ment ser vices as a form of alternative employment and, second, in the 
sharp increase in the level of public sector employment.

The number of the employed in South Africa is currently just  under 15 
million individuals, rising from 12.4 million in 2004. This increase of 2.6 
million over the last de cade is equivalent to an average annualized growth 
rate of 2.3  percent, with the most rapid growth occurring between 2004 
and 2008, when the economy was growing at its fastest rate. Employment, 
thus, peaked at 14 million workers in the fi nal quarter of 2008. The effects 
of the global economic recession, however,  were felt heavi ly in South 
Africa, where the fi rst three quarters of 2009 saw an estimated 900,000 jobs 
lost, and by the end of 2010, the number of employed equaled 13.2 million 
(Oosthuizen 2011). Employment creation has since remained weak.

The slow pace of job creation in South Africa over the last de cade 
has meant the number of unemployed individuals has increased 
from 4.2 million in 2004 to a current level of 4.9 million by the nar-
row defi nition—an unemployment rate increase from 13   percent to 
24  percent. Since 1994, the number of unemployed has doubled. When 
using an expanded defi nition of unemployment, the current unemploy-
ment fi gure stands at 8.1 million, a 35  percent unemployment rate.6 The 
economic challenges then become clear:  labor intensive sectors have 
failed to grow at a rapid enough pace to absorb the rising levels of  labor 
force participation and the growing working- age population over time.

 Simple elasticities of employment to GDP growth are provided in 
 table 7-2. The estimates indicate that over the entire twenty- year period, 
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employment increased on average by 0.64  percent for  every 1  percent in 
GDP growth. The employment intensity of growth was clearly higher in 
the fi rst de cade  after democracy than the second. Against other compa-
rable economies, South Africa’s  simple output elasticity of total employ-
ment is by no means an outlier (Bhorat 2012). Following this,  there is no 
immediate evidence  here that South Africa’s economy has a weak  labor 
absorptive capacity (Bhorat 2012).

Furthermore, relative to a small subset of countries, Bhorat (2008) 
shows that South Africa’s  simple elasticity is relatively high. For exam-
ple, fast growing economies (such as India and Malaysia) experienced a 
more moderate employment response to the high growth during the 
2001–05 period; South Africa’s estimate then was 0.60, while Malaysia 
and India  were 0.47 and 0.25, respectively (Bhorat 2008). Of course, 
within South Africa’s high unemployment environment, consumption 
levels are likely to be less than optimal and  there may be lower incen-
tive for investment, which would work together to dampen economic 
growth. The wide- scale provision of social grants would partly serve to 
offset  these effects. Clearly,  there is a nontrivial two- way relationship 
between growth and employment. Arguably, though, any development 
plan for South Africa needs to place economic growth at its core, with 
a focus on growth in  labor- intensive sectors, for the benefi ts of growth 
and employment creation to be more equitably distributed.

Uneven Sectoral Shifts in Employment

 Table 7-3 shows that the South African economy has created about 2.5 
million jobs over the 2001–12 period, with signifi cant job losses in the 
primary sector. It is evident in the sectoral breakdown that the over-

 TABLE 7-2.  Employment– Growth Elasticities, South Africa, 1994–2013

Employment 
(thousands)

Real GDP 
(US$ millions)

Employment-growth elasticities

1994–2004 2004–13 1994–2013

1994 9,847 173,021.42 0.71 0.64 0.64
2004 12,342 234,667.86 . . .  . . .  . . .  
2013 14,983 313,465.97 . . .  . . .  . . .  

Source: DataFirst PALMS (1994, 2004); StatsSA Quarterly  Labour Force Survey (QLFS) 
(2013); World Bank WDI (2015); authors’  calculations.
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whelming majority of jobs in the other two sectors (84   percent) have 
emanated from the tertiary sector. This is completely consistent, of 
course, with our output share analy sis above.

Two additional sectoral shifts are crucial to note. First, job destruc-
tion in the primary sectors is very clear. Specifi cally, agriculture and 
mining together lost almost 72,000 jobs. One  factor contributing to de-
clines in agricultural employment over this period was the introduction 
of a minimum wage in March 2003 (Bhorat and  others 2012). The poor 
per for mance of the mining sector can be attributed to a range of  factors, 

 TABLE 7-3.  Employment Shifts by Industry, South Africa, 2001–12

 Percent share in total employment

Growth (2001–12)
Employment 

shares

Share of 
change 

(ΔEi/ΔE)b

Absolute
Relativea 

(%ΔEi/%ΔE) 2001 2012 (2001–12)

Primary −719,232 –2.6 0.15 0.07 −0.28
 Agriculture −514,468 –2.7 0.1 0.04 −0.2
 Mining −204,764 –2.2 0.05 0.02 −0.08
Secondary 537,376 1.0 0.2 0.21 0.21
 Manufacturing 112,149 0.3 0.14 0.12 0.04
 Utilities 10,774 0.5 0.008 0.008 0.004
 Construction 414,453 2.5 0.05 0.07 0.16
Tertiary 2,720,821 1.6 0.63 0.71 1.08
 Trade 513,572 0.9 0.21 0.21 0.2
 Transport 288,364 2.1 0.04 0.06 0.11
 Financial 782,108 2.8 0.09 0.13 0.31
 CSPSc 1,041,524 2.1 0.17 0.22 0.42
 Private  house holds 95,253 0.4 0.09 0.08 0.04

Total 2,497,763 1 1 1 1

Source: Bhorat and  others (2014) using PALMS dataset (2012).
a. The ratio of the percentage change for each respective subsector and industry to the total 

overall  percent change in employment over the period (relative sectoral employment growth).
b. The ratio of the percentage change in the share of employment to the overall change in 

employment over the period (share of change in employment). This mea sure shows, within each 
broad sector, where the sources of employment growth are. For example, employment in the 
tertiary sector is 1.08 times (or 108  percent of) the level of employment in 2001, which is the sum 
of the changes for all the industries within this subsector. CSPS, then, is the greatest contributor 
to employment growth in the tertiary sector.

c. CSPS (community, social, and personal ser vices) is predominantly public sector  employment.
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including a strongly appreciating Rand in the mid-2000s, infrastruc-
tural constraints (such as rail transport), energy constraints, and the 
application of new mining laws in South Africa (Organ ization of Eco-
nomic Cooperation and Development [OECD] 2008). The recent 
widespread strike action in the mining sector in 2010 and 2011 exacer-
bated the prob lems.

Second, consistent with the lack of dynamism in manufacturing, 
employment levels in the sector have stagnated. Hence, it is instruc-
tive that the South African manufacturing sector has generated just 
over 110,000 jobs over an eleven- year period, yielding a relative em-
ployment growth rate of only 0.3  percent per annum. In contrast, the 
relative employment growth rates of the transport, fi nance, and com-
munity, social, and personal (CSP) ser vices sectors all exceed 2  percent 
per annum. Employment and growth generators in the South African 
economy since 2001 have been disproportionately located in the ser-
vices sectors.

In terms of the share of this change in employment since 2001, the 
last column in  table 7-3 provides a key insight into the scale of this eco-
nomic and employment shift. In par tic u lar, then, we see that the CSP 
sector and the fi nancial and business ser vices accounted for 73  percent 
of the total employment shift in this period. As a result, the fi nancial 
sector now accounts for 13.5  percent of employment, from 10  percent a 
de cade ago. The CSP result suggests, in the fi rst instance, that one of 
the biggest  drivers of job creation since 2004 has been the expansion 
of employment in the public sector, which makes up the majority of 
community, social, and personal ser vices. Hence, from contributing 
17  percent of employment in 2001, the broader industry now accounts for 
22.5  percent of employment, once again making it the largest industry 
by employment. Furthermore, public sector employment is the main 
driver of employment growth in the tertiary sector. This rising trend in 
public sector employment is an impor tant focus of this paper, and is 
discussed in more detail  later.

In essence, we observe impor tant and new characteristics relative 
to the early post- apartheid years: job destruction in the primary sectors, 
a manufacturing sector that has been in effec tive as a generator of 
large- scale jobs, and a tertiary sector that has stepped in to fi ll this vac-
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uum. Employment has, thus, disproportionately emanated from the 
tradable and nontradable ser vices sectors. We turn next to a relatively 
new phenomenon characterizing job creation in South Africa, the rise 
of temporary employment ser vices.

Rise of Temporary Employment Ser vices

In terms of the second largest sectoral contributor to the overall em-
ployment change, the fi nancial and business ser vices industry result is 
slightly more complex, given that this sector is not often a large genera-
tor of jobs. Disaggregating the sources of employment in the fi nancial 
sector reveals an in ter est ing pattern: employment growth in fi nancial 
ser vices is about growth in the business ser vice colloquially known as 
“ labor brokering” or, as it is known globally, temporary employment ser-
vices (TES) provision. This statistical hidden identity of the TES sector 
arises  because the  labor force survey data does not list TES as a separate 
sector, but  houses it within the fi nancial and business ser vices sector, 
classifying it as the subsector Business Ser vices Not Elsewhere Classi-
fi ed (NEC). TES employment essentially involves the practice of com-
panies providing, as a third- party employer, workers across vari ous oc-
cupations (such as cleaning, accounting, secretarial, security ser vices, 
and so on) to formal sector fi rms. The latter, then, do not directly hire 
 these workers. TES employment as a percentage of the fi nancial indus-
try employment increased rapidly in the post- apartheid period in South 
Africa from 26.64  percent in 1995 to 47.36  percent in 2014. As a propor-
tion of total employment, while remaining quite small, TES employ-
ment has nearly tripled, by increasing from 2.22  percent to 6.44  percent 
over the same period.7

To understand where employment is actually concentrated within 
the Business Activities Not Elsewhere Classifi ed (NEC) sector for the 
period 1999 to 2014, our analy sis shows that Protective Ser vices Work-
ers Not Elsewhere Classifi ed8 accounted for the relatively largest share 
of the employed, at between 43  percent and 47  percent.9 The second 
largest share, at 15  percent, was accounted for by commercial helpers 
and cleaners (as opposed to residential cleaners), highlighting the 
 increased use of contract cleaners over this time. By 2014, 6  percent of 
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 those employed in this subsector  were categorized as farmhands and 
laborers, compared to an almost negligible category in 1999 (only 131 
employed as farmhands and laborers). While this employment category 
remains relatively small, Bhorat and Mayet (2012) point out that the 
rapid growth in this type of employment classifi cation is refl ective of 
increased  labor broker recruitment in this area of work.

 There are two pos si ble explanations  here. One is that  these results 
suggest that the rapid expansion of employment related to protective 
and crime- prevention ser vices is a response to South Africa’s high 
crime rate. At another level,  these results provide some power ful evi-
dence of the rise of  labor- brokering agencies that have for some time 
been an impor tant topic of public debate in the country. In this debate, 
it is the burden of South Africa’s regulatory environment that is often 
thought to be a central  factor in the rise of TES employment. This form 
of employment, while not always offering lower direct costs of employ-
ment, often allow fi rms to circumvent the indirect costs of employment 
thought to reside in the economy’s  labor regulatory environment (Bhorat 
and van der Westhuizen 2013).

To assess  whether South Africa’s scores on a set of normalized em-
ployment protection legislation mea sures are indicative of an over- 
regulated or rigid  labor market, Bhorat and  others (2015a) use the 2013 
World Bank’s  Doing Business survey to provide a comparison of South 
Africa’s mea sures of  labor regulation against other regions of the world. 
As  table 7-4 indicates, low- income and high- income OECD countries 
exhibit the highest average scores of  labor market rigidity, nonwage 
 labor costs, and fi ring costs. Countries that lie between  these two extreme 
income categories exhibit two distinct patterns. First,  there is declining 
rigidity and fi ring costs as income level rises; and second, nonwage  labor 
costs rise with income level, as is expected.

South Africa’s rankings for the fi ring costs and nonwage  labor 
costs indices are both below its income category (upper  middle- income) 
means, and the global means. While South Africa’s diffi culty of fi ring 
and rigidity of hours indices are above the respective income category 
and global means, it is the diffi culty of hiring index that stands out as 
remarkably high. Therefore, as Bhorat and  others (2015a) highlight, 
South Africa’s  labor legislation framework maintains a relatively fl exible 
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 labor market in terms of hiring and fi ring costs; however, the legislated 
procedural requirements on hiring workers introduces a degree of regu-
latory infl exibility. Benjamin and  others (2010) argue, however, that the 
World Bank’s  Doing Business survey does not mea sure the ineffi ciency 
of the  labor courts system, which potentially adds a very high cost to 
the fi ring of workers. Thus, it is arguably  these degrees of infl exibility 
that fi rms can overcome through employing workers through  labor bro-
kers or temporary employment ser vice providers.

 Human Capital and Skills- Biased  Labor Demand

The rising shares of tertiary sector employment have implications for 
the under lying occupational shifts as they relate to skills levels. This 
section looks more closely at South Africa’s educational profi le and 
the economy’s skills- biased growth trajectory to better understand the 
under lying implications for the  labor market.

Weaknesses in South Africa’s Educational System
One of the fundamentally destructive legacies of the apartheid govern-
ment’s reign was a highly unequal schooling system and a tertiary sys-
tem that was not accessible to  those with poor levels of schooling. While 
 there have been enormous strides in the last twenty years to increase 
access to schooling, the poor quality of schooling in South Africa re-
mains a critical challenge.

Enrollment in primary school in South Africa has reached almost 
100   percent, supported by a no- fee policy for  children from poor 
 house holds, fulfi lling the constitutionally enshrined right to basic edu-
cation for all  children. This is, no doubt, a positive development over 
time; however, the average quality of the schooling provided to all 
 these  children remains weak. Comparing the grade 6 standardized 
mathe matics and reading scores from SACMEQ III (Southern and 
Eastern Africa Consortium for Monitoring Educational Quality) for a 
number of African countries, South Africa’s average for both subjects 
fall below many other countries, such as Tanzania, Swaziland,  Kenya, 
Botswana, and Zimbabwe, as well as below the African mean scores 
(Presidency 2014).10 In addition, using TIMSS (2011) data for grade 8 
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students, we can compare the results of standardized mathe matics and 
science tests. The results show that South Africa does not compare fa-
vorably to comparator countries such as Turkey, Thailand, Botswana, 
and Chile, and is actually one of the worst performing countries. More 
than 50  percent of grade 8 pupils in South Africa score below 400 for 
mathe matics— the low international benchmark score— and a mere 
6  percent score above 550 (the high international benchmark score).11 
South African pupils perform equally poorly on the standardized sci-
ence test.

As such, South Africa’s education system is comprised of a very 
high primary school enrollment rate, a very low dropout rate before 
grade 6, and low- level learning for  those who do complete grade 6 
(Spaull and Taylor 2015). High levels of between- school in equality in 
learning outcomes have also shown to be strongly dependent on the 
socioeconomic differentials, where clearly the South African schooling 
system— and poorer schools, in particular— has not been able to over-
come inherited socioeconomic disadvantages (van der Berg 2006). 
Thus, for  every 100 pupils who start school in South Africa, fi fty make 
it to grade 12 (fi nal year of high school), forty  will pass, and only twelve 
 will qualify for university (Spaull 2013).  There is considerable educa-
tion research to suggest that learning defi cits are acquired early on, dur-
ing primary school, and grow each year  until they become insurmount-
able, leading to failure (and thus grade repetition), and eventual dropout 
during grades 10 to 12. Research using two waves of the National In-
come Dynamics Survey panel data confi rms the notion that grade 
repetition— a signal of learning defi cits—is a key determinant of school 
dropout even  after controlling for school quality and socioeconomic 
status (Branson and  others 2013). Given the signifi cantly positive re-
turns to higher education in the South African  labor market, it is not 
surprising that the extremely high levels of income in equality have 
persisted.

Clearly, the South African government has found it diffi cult to 
infl uence the quality of education over time, which is evident in the nu-
merous changes to the national curriculum. The outcomes- based cur-
riculum was introduced in 2005 and, due to implementation prob lems, 
was replaced by vari ous revisions between 2011 and 2014 (Presidency 
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2014). Some of the impor tant supply- side challenges to educational 
outcomes over the last two de cades have been related to the delivery of 
basic school materials (particularly textbooks), as well as the lack of es-
tablishing minimum standards for school infrastructure and teacher 
quality.

The country’s education crisis has had impor tant implications 
for the levels of  human capital available in the workforce.  There has 
been notable improvement. The proportions of  those in the workforce 
with no education, incomplete primary school education, or completed 
primary education as their highest educational attainment, have all de-
clined substantially since 1994.12 However, the current educational pro-
fi le of the employed shows that only 20  percent have post- secondary edu-
cation and 32  percent have a high school completion. Of the remaining 
half of the workforce, 70  percent have an incomplete secondary educa-
tion as their highest level of education. The South Africa workforce is, at 
best, a semi- skilled workforce.

More worrying, then, is that one- third of the unemployed also have 
a complete high school qualifi cation, a proportion that has risen from 
17.5  percent in 1994.  These are individuals who, though having a basic 
level of education, do not possess the skills in demand in the workplace 
or are other wise ill prepared for the work force. A further 48  percent of 
unemployed are  those who have dropped out of high school, most likely 
due to accumulated learning defi cits as a result of being educated in 
poorly resourced schools, with poor teacher quality and an inability to 
provide remedial classes to  those pupils who most need it. The returns 
to  these lower levels of education in the South African  labor market 
remain low, which has wide- reaching consequences for  future genera-
tions of  these unemployed individuals. This, in turn,  will likely serve to 
perpetuate high levels of in equality as  these individuals are excluded 
from the benefi ts of economic and employment growth, and perhaps 
also from accessing opportunities for self- employment.

Skills- Biased  Labor Demand
 Table 7-5 explores the interaction between occupational skills and sec-
toral changes for the 2001–12 period. A few key observations emerge. 
First, the primary sector lost more than half a million medium- skilled 

This content downloaded from 
�������������149.10.125.20 on Sun, 20 Mar 2022 15:11:27 UTC������������� 

All use subject to https://about.jstor.org/terms



 South Africa 247

jobs and  175,000 unskilled jobs over the period, with no signifi cant 
change in the number of high- skilled jobs. Over the period,  there was 
positive output growth in both agriculture and mining, which suggests, 
then, that an increase in the capital intensity of production resulted in 
the reduction of medium- skilled and unskilled  labor.

 TABLE 7-5.  Changes in Skills Shares by Sector, South Africa, 2001–12

 Percent  unless other wise specifi ed

Within sector shares Change over 2001–12

2001 2004 2007 2010 2012  Percent

Number of 
 jobs in 

category

Primary

High skilled 2.9 5.4 4.8 7.2 7.6 4.8 27,602
Medium 
 skilled

54.5 52.5 53.1 35.2 36.8 –17.7  –571,229*

Unskilled 42.6 42.1 42.1 57.6 55.5 12.9  –175,392*
Total 100 100 100 100 100  –719,232*

Secondary

High skilled 14.2 15.3 16.6 19 18.1 3.9  188,518*
Medium 
 skilled

69.8 64.7 63.6 64.2 61.5 –8.3 136,140

Unskilled 16 19.9 19.8 16.8 20.4 4.4 214,002*
Total 100 100 100 100 100 537,376*

Tertiary

High skilled 27.4 27.1 31.8 28.3 29.3 1.9 931,498*
Medium 
 skilled

41.8 41.5 39.8 42.6 42.6 0.8 1,214,349*

Unskilled 30.8 31.4 28.4 29.1 28.1 –2.7 576,288*
Total 100 100 100 100 100   2,720,821*

Source: Bhorat and  others (2014) based on StatsSA LFS (2001–07) and PALMS (DataFirst 
2014) data.

The primary sector includes agriculture and mining; the secondary sector includes manufactur-
ing, utilities, and construction; and the tertiary sector includes trade, transport, fi nancial ser vices, 
community ser vices, and private  house holds.

High- skilled workers include man ag ers and professionals; medium- skilled workers include clerks, 
ser vice and sales workers, skilled agricultural and fi shery workers, craft and trade workers, and 
operators and assemblers; and unskilled workers include elementary workers and domestic workers.

* denotes a signifi cant change at the 5  percent level based on a  simple t- test in STATA.
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Second, the secondary sector saw an increase of about half a million 
jobs over the period, predominantly in high- skilled and unskilled em-
ployment. Therefore, while the proportion of unskilled workers in the 
sector  rose signifi cantly, it remains low at 20   percent of employment. 
Medium- skilled workers continue to make up the large majority of em-
ployment in the secondary sector. Growth in employment was driven 
primarily by the construction sector, which was boosted by investment 
in infrastructure for the 2010 Football World Cup.

Fi nally, then, it is clear that the tertiary sector was the largest creator 
of jobs between 2001 and 2012, growing by 2.7 million workers. While 
employment grew signifi cantly across the skills spectrum, more than 
70  percent of the increase in jobs was associated with high-  and medium- 
skilled employment. As a result, both the proportions of high- skilled and 
medium- skilled workers in the sector  rose, while the proportion of 
unskilled workers marginally declined. By 2012, high- skilled workers 
accounted for just  under 30   percent of tertiary sector workers, while 
medium- skilled and unskilled workers accounted for 42.6  percent— adding 
up to approximately three- quarters of the sector’s workforce. Interestingly, 
the major occupational group within the TES subsector is ser vice and 
sales workers— medium- skilled employees— which account for slightly 
less than half of overall TES employment. Therefore, TES employment 
growth has also been an impor tant contributor to the shifting skills shares 
seen in the  table.

Overall, both the secondary and tertiary sectors witnessed a rise in 
the proportion of high- skilled employment, along with a rise in the 
proportion of medium- skilled employment in the tertiary sector. At the 
same time, the primary and tertiary sectors saw declining proportions 
of unskilled  labor. It has earlier been shown that employment losses 
between 1994 and 2003  were likely due to skills- biased technological 
changes, though trade liberalization accounts for some of the change 
(Bhorat and Hodge 1999; Bhorat 2001; Dunne and Edwards 2006; 
Bhorat and  others 2014). This trend seems to have continued over the 
last de cade. In the context of a growing economy, it would suggest that 
fi rms are investing in capital and skills, causing the shift away from 
unskilled  labor. The results show that while unskilled employment 
 rose in both secondary and tertiary sectors, the proportion of unskilled 
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workers  rose only in the secondary sector. Both the primary and sec-
ondary sectors of the economy witnessed dramatically declining pro-
portions of medium- skilled workers.

To have employment disproportionately favoring the skilled is a 
huge long- run concern for an economy like South Africa’s, which has 
an excess supply of  labor that is greater than most other emerging mar-
kets in the world as well as serious challenges in improving access to 
and quality of secondary and higher education. It is clear that the trad-
able sectors have  adopted production techniques that are increasingly 
capital- intensive. Essentially, the mismatch between  labor demand and 
 labor supply goes to the heart of what is wrong with the structure of 
South Africa’s growth pattern.

ROLE OF THE PUBLIC SECTOR IN EMPLOYMENT

While the growth in TES employment is novel and involves regulatory 
avoidance, the rise of public sector employment has a much greater 
potential import for the  future trajectory of the economy’s employment 
path. This is the focus of the rest of the chapter.  Table 7-6 shows that 
the total number of public sector employment has increased from 2.16 
million in 2008 to 2.69 million at the end of 2014—an increase of more 
than half a million jobs in a six- year period. We further disaggregate 
public sector employment  here into government (national, provincial, 
and local) and state- owned enterprises (SOEs). Public sector employment 
is largely dominated by national, provincial, and local government, which 
has accounted for about 88  percent of public sector employment over 
the period.

Therefore, from constituting 14.5   percent of total employment at 
the beginning of 2008, the share of public sector employment has risen 
to 17.5  percent by the end of 2014— which is 1.2 times the 2008 share. 
The data also makes it clear that the growth in public sector employment 
is driven by employment in national, provincial, and local government 
structures, as opposed to employment in state- owned enterprises. The 
latter has maintained a stable share in overall employment since 2008. 
Evident in  table  7-6, the fastest period of public sector employment 
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growth was during 2009, immediately following the global fi nancial 
crises, during which South Africa experienced signifi cant job losses. 
This suggests that the state possibly acted as an unintended creator 
of jobs during a period of extreme  labor market distress. Public sec-
tor employment growth was also high in 2012,  after which employment 
stabilized.

For the more than half a million jobs created in the public sector 
over the 2008–14 period, fi gure 7-2 plots the contribution of each oc-
cupation  toward this change. Many of the occupations that are large 
contributors to public sector job growth fall  under the category of 
elementary occupations (unskilled workers): sweepers and related la-
borers, farmhands and laborers, helpers and cleaners, construction and 
maintenance laborers, and garbage collectors. The other major con-
tributors to public sector jobs creation are primarily within the ser vice 
and related workers category (medium- skilled workers): police and traf-
fi c offi cers, institution-  and home- based care workers, other protective 
ser vices, prison guards, technikon teacher training, cooks, and child- 
care workers.13 Apart from jobs in  these two broad occupations, higher 
skilled jobs such as primary and secondary school teachers, fi nance and 
administrative man ag ers, and legislators have also contributed to public 
sector job  growth.

From this brief analy sis, it would seem that the government’s Ex-
panded Public Works Program (EPWP) is an impor tant driver of 

 TABLE 7-6.  Employment in the Public Sector, 2008–14, South Africa

Year Governmenta SOEs Total

Year- to- year 
change in share 
of public sector 

total employment

Share in 
employment 

index

2008 Q4 1,903,027 254,920 2,157,947 n.a. 1.00
2009 Q4 1,912,965 265,561 2,178,526 6.79 1.07
2010 Q4 1,960,613 292,007 2,252,620 3.92 1.11
2011 Q4 2,104,959 281,393 2,386,352 2.72 1.14
2012 Q4 2,215,565 318,064 2,533,629 4.81 1.20
2013 Q4 2,328,769 319,749 2,648,518 0.00 1.20
2014 Q4 2,365,131 322,960 2,688,091 0.46 1.21

Source: StatsSA QLFS (2008–2014), authors’ calculations.
a. “Government” comprises national, provincial, and local  governments.
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public sector job creation. The EPWP was launched in 2004, and 
focuses on providing income relief through creating jobs for the un-
employed and unskilled that involve socially useful activities. The 
EPWP creates jobs through government- funded infrastructure proj-
ects, through its nonprofi t or ga ni za tion and community work pro-
gram, as well as through its public environment and culture programs. 
As such, much of the public sector job growth shown in fi gure 7-2 re-
lates to the construction industry, the protection and safety sector, 
public sanitation, and personal care industries. Apart from EPWP, 
this data provides some evidence of the South African government’s 
attempts to address the education crisis through increasing the number 

FIGURE 7-2.  Share of Change in Public Sector Jobs by Detailed Occupation, 
2008 Q1–2014 Q4

Source: StatsSA QLFS 2008Q1, StatsSA QLFS 2014Q4, authors’ calculations.
Note:  These occupations are the largest 42 public sector occupations, making up 80  percent of total 

employment in the public sector in 2014, and 97  percent of the change in the number of public sector 
jobs over the 2008–14  period.
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of primary and secondary school teachers within the public schooling 
 system.

 Table 7-7 clearly shows that  there are signifi cant differences between 
the average profi le of employees in the public and private sectors, across 
all the demographic indicators and occupational categories, and for both 
time periods. The average age of public sector workers is forty- one years 
old, compared to thirty- eight in the private sector. Public sector workers 
have a signifi cantly higher average educational level in both time peri-
ods, with this average rising faster in the public sector than the private. 
Females have greater repre sen ta tion in the public sector, making up 
52  percent of the respective workforce, compared to 44  percent in the 
private sector. From making up 72  percent and 66  percent of public and 
private sector employees in 2008, respectively, Africans now make up 
77  percent of public sector employment, with  little change in this pro-
portion in the private sector.  There have been no changes in the propor-
tion of Indian and Coloured14 workers in  either sector, and white work-
ers make up a smaller proportion of workers in both sectors now than 
they did in 2008. The public sector has clearly been able to transform its 
 labor force at a faster pace than the private sector, given the higher 
proportion of both  women and African workers in the sector— groups 
that have faced historical discrimination in the South African  labor 
market.

In terms of the skills profi le of each sector, the data shows that the 
public sector is more skills- intensive. Almost 45   percent of all public 
sector employees fall into the top three occupational categories, com-
pared to 26  percent of workers in the private sector. Both sectors, how-
ever, have a similar proportion of unskilled (elementary) workers, which 
indicates that private sector workers are concentrated in the medium- 
skilled occupations. Interestingly, the proportion of the two most skills- 
intensive occupations have not changed in the public sector between 
2008 and 2013, but the proportion of professionals in the private sector 
has increased by 25  percent— consistent with the skills- biased  labor de-
mand shifts discussed earlier. As shown in fi gure 7-2, growth in public 
sector jobs was driven by the medium- skilled occupation of ser vice 
workers, as well as in elementary occupations, where  these shares grew 
by 31  percent and 23  percent, respectively. Again, this may point to the 
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 TABLE 7-7.  Mean Characteristics of Public and Private Sector Workers, 2008 
and 2013,a South Africa

2008 2013 csp> 2008–13

Ratio of means
(public / private)

Ratio of means
(public / private)

 Percent Δ 
Public

 Percent Δ 
Private

Demographics
Age 1.10* 1.07* 0.51 2.63
Male 0.84* 0.86* –2.04 –3.45
Race
 African 1.09* 1.15* 6.94 1.52
 Colored 0.91 0.91* 0 0
 Indian/Asian 0.50* 0.50* 0 0
 White 0.83* 0.65* –26.67 –5.56
Years of school 1.07* 1.10* 4.12 1.04
Marriedb 1.15* 1.09* –4.92 0
Unionc 2.27* 3.18* 2.34 –26.91

Occupation:
  Legislators, se nior

  offi cials, and 
man ag ers

0.60* 0.60* 0 0

 Professionals 1.83* 1.57* 0 25
  Technical and

  associate 
professionals

4.13* 3.00* –18.18 10.48

 Clerks 1.25* 1.25* 0 0
  Ser vice, shop, and

 market workers
1.18* 1.31* 30.77 18.18

  Craft and related
 trades workers

0.36* 0.33* –20 –14.29

  Plant and machine
  operators, and 

assemblers

0.30* 0.30* 0 0

  Elementary
 occupation

0.76 0.94* 23.08 0

Source: StatsSA QLFS (2008, Quarter 4), StatsSA LMDS (2013), authors’ calculations.
a. Public sector includes all levels of government and state- owned enterprises (SOEs). Non- public 

sector excludes  those working in agriculture or the informal sector.
b. Married includes individuals who are married or have partners and live together.
c. Union data is from the 2007 QLFS: Q4.
* Indicates that the mean for the public and private sectors for each characteristic is signifi cantly 

dif fer ent at a 5  percent signifi cance  level.
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state being able to absorb excess unskilled and medium- skilled  labor at 
times of economic and  labor market distress.

Therefore, public sector workers are more educated, older, more 
skilled, and mostly African in comparison with the formal private sec-
tor. Furthermore, the data shows that the public sector is more gender 
equitable than the private sector.

Bargaining Power and the Wage Premium

Another feature of the public sector  labor market is the relatively higher 
rates of  unionization, which is often associated with a wage premium. 
Bhorat and  others (2015a) show that the proportion of the public sector’s 
formal workforce who are  union members—or the public sector’s  union 
density— rose from 55   percent in 1997 (834,000 workers) to almost 
70  percent in 2013 (1.4 million workers). The private sector  union den-
sity displays the opposite overall trend, declining from 36   percent in 
1997 (1.8 million workers) to 24  percent in 2013 (1.9 million workers), 
while the absolute number of private sector  unionized workers has re-
mained fairly constant.

Interestingly, as employment in the public sector has risen, so has 
membership of public sector trade  unions, to the extent that they now 
dominate  union membership in South Africa. Not only, then, do we 
witness a rise in public sector employment, but this data also makes it 
clear that this employment rise has been commensurate with the rise of 
public sector trade  unions in South Africa.

Power ful  labor  unions are often associated with creating a wage 
premium for their members, given their ability to mobilize industrial 
action and negotiate in  favor of their members during times of wage 
negotiations.  There is extensive lit er a ture on the  union wage gap in 
South Africa, but slightly fewer studies on the bargaining council pre-
mium.15 Taking account of this, Bhorat and  others (2012) use the 2005 
South African  Labor Force Survey data to investigate the  union and 
bargaining council wage premiums and correct for the endogeneity of 
 union status through a two- stage se lection model, controlling for fi rm- 
level and job characteristics. In their most richly specifi ed estimation,16 it 
is found that  union members outside of the bargaining council system 
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earned a premium of 7.04  percent and  those members of private and pub-
lic bargaining councils not belonging to  unions earned an 8.97  percent 
and 10.5  percent premium over nonunion workers outside of the bargain-
ing council system, respectively.17 The total estimated premium to  union 
workers within the public bargaining council stands at 22  percent.18 
Therefore,  there is evidence that belonging to  either  unions or bargaining 
councils is associated with statistically signifi cant wage premiums, and, 
furthermore, that  unions may negotiate at the plant level for additional 
gains for their members within the bargaining council system.

When comparing wage levels between the public and private sec-
tors, the data shows that both median and mean wages of the public 
sector are signifi cantly higher than that of the private sector (which is 
confi rmed by  simple t- tests). The real monthly wage of an average pub-
lic sector employee is R11,668 (US$1,209) compared to R7,822 (US$811) 
for an average private sector worker.19

Disaggregating the wage distributions by  unionization reveals a 
slightly dif fer ent picture (fi gure 7-3). For nonunionized workers, the av-
erage real monthly wage in the private sector is statistically signifi cantly 
larger than that of the public sector, by a margin of R952 (US$99). While 
small, this suggests that the public sector premium is negative, or at 
the least dis appears, for workers who do not belong to a  union. There-
fore, this provides some initial evidence that the public sector premium 
may be very closely tied to a public sector  union membership  premium.

Our analy sis confi rms that the 30  percent of public sector workers 
who are not  union members are, on average, distinctly (and statisti-
cally) dif fer ent from  those who are  unionized on a number of charac-
teristics. Unionized public sector workers are slightly older, more likely 
to be male, and have a higher average level of education than non-
unionized public sector employees. African employees make up almost 
80  percent of nonunion public sector employees, and Coloured workers 
a further 10  percent. Most impor tant, though, nonunionized public 
sector workers are concentrated in elementary occupations (30  percent), 
ser vice and sales occupations (16  percent), and technical and associate 
professional occupations (16  percent). While it remains uncertain, the 
nonunionized workers in the fi rst two occupational groups are likely to 
be  those employed  under the EPWP.
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256 Bhorat, Naidoo, Oosthuizen, and Pillay 

Ultimately though,  these wage distributions suggest that, at least 
in terms of earnings, a dual  labor market may, indeed, be prevalent in 
the South African  labor market. Previous models of segmentation in 
the South African  labor market have commonly referred to the distinc-
tion between the employed and the unemployed, or more recently, the 
formal and informal sector (Hofmeyr 1998; Bhorat and Leibbrandt 
1999; Fields 2000; Devey and  others 2006; Valodia 2007) as the key 
identifying markers of this segmentation. We suggest a nuance to South 
Africa’s segmented  labor market  here. In par tic u lar, and on the initial 
evidence of  these bimodal wage distributions, it would appear that the 
distinction between public and private sector, in terms of earnings and 

FIGURE 7-3.  Wage Distributions for Public and Private (Non- Public) 
Formal Sector Employees, by Union Status, 2013

Source: StatsSA LMDS (2013), authors’ graph.
Note: Non- public sector excludes agriculture and the informal sector. A two- sample Kolmogorov- 

Smirnov test of the equality of distributions confi rms that the distributions of  unionized workers’ wages 
by sector are signifi cantly dif fer ent from each other, as are the distributions of wages for non- unionized 
workers by each sector. Within the public sector, the wage distributions of  unionized workers are signifi cantly 
dif fer ent from nonunionized workers, and similarly for the private  sector.
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employment, would seem to be a new form of segmentation that has 
evolved in the South African  labor market.

An Econometric Estimation
To investigate the public sector wage premium more rigorously, we esti-
mate a two- stage Heckman employment model correcting for se lection 
into the  labor market. In this re spect, then, the standard earnings func-
tion of the following form is  run:

yi =∝+β1Xi +δPSi + μUi +η(PSi ×Ui)+ γ TESi + ε i
Equation (1)

where yi represents each individual’s, i, log monthly real earnings, Xi is 
a vector of individual characteristics, PSi indicates  whether an individ-
ual is employed in the public sector or not, Ui indicates  whether an in-
dividual is a  union member or not, TESi is a dummy variable for  whether 
the individual is employed in the TES sector or not, and εi is a normally 
distributed error term. δ shows the wage premium for public sector work-
ers who do not belong to a  union, and coeffi cient μ provides the wage 
premium for  union members who are not employed in the public or TES 
sectors. The sum of coeffi cients (δ + η) yields the conditional estimate for 
the public sector premium of  unionized workers. In our richest estimation, 
we split the public sector dummy variable into two separate dummies for 
government employment and SOE  employment:

yi =∝+β1Xi +δGovi +τSOEi + μUi + z(Govi ×Ui)
+ y(SOEi ×Ui)+ γ TESi + ε i

Equation (2)

The results of the OLS earnings function are shown in  table 7-8. In 
specifi cations 1 and 3, we model the public sector as a  whole, while in 2 
and 4, we disaggregate it into government employment and SOE employ-
ment. Specifi cation 3 is differentiated from specifi cation 1 by interacting 
the public sector dummy with the  union dummy, and similarly for speci-
fi cation 4, government and SOE are interacted with the  union dummy.

In the fi rst two specifi cations, which merely control for  union 
membership, we fi nd no signifi cant wage premium for workers in the 
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public sector. The  union membership premium, however, is large 
and signifi cant at 37  percent.20 Given our earlier analy sis, however, it 
seems likely that the interaction between  union membership and public 
sector employment would reveal a more in ter est ing picture. The results 
of the interacted specifi cations show that, for nonunionized members, 

 TABLE 7-8.  Estimated Earnings Function, Corrected for Se lection Bias,c,f 
South Africa, 2013

Log of real 
monthly wagesa

Specifi cations

(1) (2) (3) (4)

Government level
Public sector d 0.0109  . . .  −0.205***  . . .  

(0.0162)  . . .  (0.0223)  . . .  
Government e  . . .  0.0194  . . .  −0.233***

 . . .  (0.0165)  . . .  (0.0230)
SOE  . . .  −0.0392  . . .  −0.0287

 . . .  (0.0393)  . . .  (0.0619)
Interaction with  union
Public*Union  . . .   . . .  0.393***  . . .  

 . . .   . . .  (0.0285)  . . .  
Government*Union  . . .   . . .   . . .  0.444***

 . . .   . . .   . . .  (0.0294)
SOE*Union  . . .   . . .   . . .  0.0558

 . . .   . . .   . . .  (0.0785)
Union 0.318*** 0.317*** 0.207*** 0.207***

(0.0139) (0.0139) (0.0162) (0.0162)
TES –0.108*** −0.108*** −0.111*** −0.110***

(0.0209) (0.0209) (0.0209) (0.0209)
Lambda −0.180*** −0.179*** −0.165*** −0.162***

(0.0353) (0.0354) (0.0352) (0.0352)
Observationsb 52,475 52,475 52,475 52,475
R- squared 0.402 0.402 0.406 0.406

Source: StatsSA LMDS (2013), authors’ calculations.
a. Dependent variable is log of real monthly wages.
b. We exclude the agricultural sector and informal workers. Therefore, we only considered 

 those employed in the formal non- agricultural sectors, who are within the 15–65 age category.
c. We include the following controls: gender, age, race, education splines, province dummies, 

 whether the person lives in an urban or rural location, occupation dummies, and fi rm size.
d. The public sector is made up of both government and state- owned enterprises (SOEs), 

which are interrogated separately in specifi cations (2) and (4).
e. “Government” is comprised of national, provincial, and local governments.
f. Robust standard errors in parentheses.
*** p < 0.01, ** p < 0.05, *  p < 0.1.

This content downloaded from 
�������������149.10.125.20 on Sun, 20 Mar 2022 15:11:27 UTC������������� 

All use subject to https://about.jstor.org/terms



 South Africa 259

 there is a wage penalty for working in the public sector, relative to the 
private sector, of 18.5  percent. In addition,  there is also a wage penalty as-
sociated with TES employment for nonunionized workers. For  unionized 
workers, however, the public sector wage premium is 20.7  percent.21 In 
par tic u lar, for government workers, the wage premium within the group 
of workers belonging to a  union is 23.5  percent, whereas  there is no sig-
nifi cant wage premium for employees of SOEs.

Therefore,  these initial results show that, when also controlling for 
TES employment,  there is no public sector wage premium. However, 
as a member of a  union, the premium is signifi cant and large. This 
result is certainly novel. Earlier estimates of the public sector wage pre-
mium are provided by Woolard (2002), who fi nds a premium of 
18  percent for public sector workers. Her results also show that the pre-
mium is higher for  women (21  percent) than for men, and particularly 
for African  women, who  were associated with a 36  percent premium. 
While  these results control for  union membership,  there is no interac-
tion of  union membership with public sector employment.

Given the rising membership of public sector  unions already shown, 
together with the growing po liti cal infl uence of  these  unions,  these re-
sults possibly allude to the role played by  unions in driving higher returns 
for their members in the post-2000 period. This pattern of wage returns 
potentially suggests segmentation between  unionized public sector work-
ers versus all other formal, nonagricultural workers.

A more nuanced analy sis of the public sector wage premium can be 
performed using quantile regressions, presented in  table 7-9. This analy sis 
is conducted to investigate  whether the results shown in  table  7-8 are 
purely mean effects (for example, driven only by a few specifi c occupations 
that, then, infl uence the mean wage premium), or  whether the premium 
exists across the income distribution. Recall that quantile regressions refer 
to the generalized case of the least absolute deviations estimator. While 
through ordinary least squared estimation, as per the above estimations, 
we derive a sample mean by minimizing the sum of squared residuals, the 
sample median can be derived through minimizing the sum of absolute 
residuals (Koenker and Bassett 1978; Koenker and Hallock 2001).

We estimate the returns to government and SOE employment using 
interacted variables, presented in  table 7-9. The coeffi cients of interest 
are plotted in fi gure 7-4. The results show that for South African workers 
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who do not belong to a  union,  there are signifi cant wage penalties 
associated with government employment, across the wage distribution. 
This penalty is highest at the 25th percentile and decreases  toward the 
highest wage levels. The wage returns for nonunionized workers to SOE 
employment has a dif fer ent pattern.  There are small wage penalties below 
the median wage; however, this becomes positive and high at the 75th 
percentile.

For  unionized workers in the  labor market,  there are high and posi-
tive returns to government employment relative to  those  unionized 
workers in the non- TES private sector. The median wage premium is 
37  percent, which declines to 15  percent at the 90th percentile. Union-
ized employees at SOEs only experience positive wage premiums in 
the top quartile of the distribution, relative to non- TES private sector 
 unionized workers in this same  quartile.

FIGURE 7-4.  Estimated Public Sector Wage Premia across the Wage 
Distribution, 2013

Source: StatsSA LMDS (2013), authors’ calculations.
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In summary, our results do not show any signifi cant average public 
sector premium using the latest data available. Instead, we fi nd average 
wage penalties to government employment at lower wage levels, and 
positive wage premiums at higher levels, while controlling for  union 
membership that is associated with positive wage premiums across the 
distribution. When isolating  unionized workers, we fi nd that  there are 
signifi cantly large wage premiums associated with government employ-
ment relative to  unionized workers in non- TES private sectors.

Therefore, we fi nd that a key new facet of the South African  labor 
market is an estimated wage wedge between  unionized public sector 
workers and other formal nonagricultural workers in the  labor market. 
In one conception, we could argue that the post-2000 period has gener-
ated a new  labor elite in the  labor market, namely the  unionized public 
sector employee.

FINAL REFLECTIONS ON THE CURRENT MARKET TRENDS

South Africa’s economic growth over the past two de cades has been 
driven primarily by the ser vices sector; namely the fi nancial and busi-
ness ser vices sector, construction, and to some extent  wholesale and 
retail trade. Employment growth has been driven by ser vices sectors 
and, in par tic u lar, higher- skilled occupations. This is against a back-
drop of stark  human capital defi cits that are a result of elevated rates of 
high- school dropouts and low levels of learning for  those who do com-
plete high school. In combination,  these two  factors are arguably cen-
tral to the per sis tently high levels of unemployment and in equality.

The growth of the TES sector was shown to be a relatively new 
 labor market trend. Part of the growth in ser vices employment has been 
the rise in  labor brokers that source workers for the TES sector. On the 
surface, it seems to be related to South Africa’s stringent  labor market 
regulations, however, this needs deeper investigation.

This chapter has also shown that an impor tant trend in the South 
African  labor market has been the rising share of workers in the public 
sector, and in government in par tic u lar. Job creation in government 
over the last six years is concentrated in unskilled and medium- skilled 
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occupations, and the data suggests that it may be linked to a government- 
led program to create jobs for the unemployed and the unskilled in 
activities relating to infrastructure building, public safety, and other 
community- based public ser vice jobs.

Overall, though, we see higher average wages in the public sector 
relative to the private sector. Estimations of the wage premiums for pub-
lic sector workers show that much of the difference in public– private 
wages has to do with  union membership. For  unionized workers in the 
South African  labor market, employment in government is associated 
with signifi cantly higher returns than private sector employment. We 
show, then, a key new form of segmentation in the South African  labor 
market, namely between the higher earning  unionized public sector 
worker and the rest of the  labor market.

Ordinarily such segmentation would be of general curiosity and 
academic interest. However, coupled with a sclerotic economy that is 
unable to generate large numbers of jobs in the private sector (most 
notably in manufacturing), or where its fi rms are actively engaged in 
avoiding direct employment, this result is particularly worrying. A long- 
run employment trajectory built on the public sector requires critical 
reassessment as part of a broader revitalizing of the economy’s growth 
and development strategy.

NOTES

1. Data from the South African Reserve Bank (2015).
2. The South African National Poverty Line is mea sured at the 

lower bound at US$3.50 a day and at the upper bound at US$5.43 a day 
(StatsSA 2015).  These poverty lines  were recently rebased by StatsSA so 
that they are refl ective of a current average basket of food and nonfood 
consumption items. The 2011 poverty headcount rate at the lower bound 
is 37  percent.

3.  There is a rich lit er a ture on the linkages between growth, poverty, and 
in equality, which includes Kanbur (2005); Kanbur and Squire (1999); Kak-
wani (1993); Datt and Ravallion (1992); Ravallion (1997, 2001). While this is 
an impor tant area in the macroeconomics of growth and development, it is 
not the focus of this chapter.
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4. World Development Indicators (World Bank 2015), using national 
estimates.

5. The IQR is the spread between the upper and lower quartiles of in-
come and consumption for all the NTA countries, at each age.

6. This defi nition includes  those who are unemployed and willing to 
work but have stopped searching for jobs, commonly referred to as discour-
aged workers.

7.  These are calculated using data from StatsSA October House hold 
Survey (OHS) 1996–99; StatsSA LFS September 2001–07; StatsSA QLFS 
Quarter 4 2008–13; and StatsSA QLFS Quarter 1 2014.

8. The category specifi cally includes security guards, security patrolmen, 
security patrolwomen, bodyguards, coastguards, beach guards, lifeguards, 
beach patrolmen, beach patrolwomen, traffi c wardens, game wardens, bird 
sanctuary wardens, wildlife wardens, taxi- guards, and traffi c coordinators.

9. StatsSA OHS 1999; StatsSA QLFS Quarter 1, 2014.
10. SACMEQ III was undertaken from 2005 to 2010, targeted all pupils 

in grade 6 level (at the fi rst week of the eighth month of the school year) who 
 were attending registered mainstream primary school. The desired target 
population defi nition for the proj ect was based on a grade- based description 
and not age- based description of pupils.

11. According to the TIMMS methodology, four points in the overall 
subject scales are identifi ed as international benchmarks: 400 is the low in-
ternational benchmark, 475 is the intermediate international benchmark, 
550 is the high international benchmark, and 625 is the advanced inter-
national benchmark.

12. Data analy sis is based on StatsSA LFS (1994 and 2004) and StatsSA 
QLFS (2013), but is not shown  here.

13. This relates to skill level 5 out of nine national skill level categories, 
where 9 is the least skilled category. See notes to  table 7-5 for an explanation 
of how occupations map into skill levels.

14. Racial analy sis in this chapter uses the country’s four main race 
groups as defi ned by South African authorities and in the lit er a ture on South 
African society: African, Coloured (mixed- race), Indian, and white.

15. “Bargaining councils can be established by one or more registered 
trade  unions and by one or more registered employer organ izations for a 
specifi c sector and area. Worker interests are, therefore, represented at bar-
gaining councils by the relevant trade  unions. Participation by  unions and 
employer organ izations in the system is voluntary, and the issues to be ne-
gotiated are left to the discretion of the parties. Wage formation within the 
bargaining council system is, thus, a voluntary exercise ongoing annually 
between employer organ izations and employees (represented by trade 
 unions). In many cases,  these councils have a long history of regularized 
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bargaining and engagement around worker issues” (Bhorat and  others 2012, 
p. 402).

16. Including dummy variables for  union status, private and public bargain-
ing council status, type of work, fi rm characteristics, and nonwage benefi ts.

17. With signifi cance at the 5  percent level.
18. This research suggests that institutional wage premiums in South 

Africa may be smaller than previously estimated, with most of the previous 
studies reporting a premium in excess of 20  percent— possibly overstated by 
not accounting for bargaining council coverage (Butcher and Rouse 2001; 
Armstrong and Steenkamp 2008; Miliea and  others 2013).

19. All Rand fi gures are converted to US$, using an average 2013 ex-
change rate of ZAR/US$: 9.65.

20. Calculated as e0.317−1.
21. Calculated as exp(−0.205+0.393)−1. The remaining wage premiums are 

calculated similarly.
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