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PREFACE

PREFACE

W  
e have been warning for some time that unless 

the country’s poor begin to feel the economy has 

something in it for them, national reconciliation is 

likely to unravel. This year especially we have seen 

that the politics of promises and patience are yesterday’s mode 

in the townships. Expressions of social discontent are escalating 

and public demonstrations against social misery are on the rise. 

The disputes that have divided the ruling alliance reflect in 

part the fact that influential elements within the alliance are 

arguing increasingly publicly that the interests of the poor and of 

workers are at odds with those of the ruling elite. In fact, a new 

generation of challenges to transformation (and arising from it) 

is coming forth. Issues are emerging around the separation of 

powers. There are increasing popular demands concerning the 

accountability of officials. The formal economy, meanwhile, is 

struggling to come to grips with transformation and empowerment 

processes. Labour is defending its gains and its stake in the 

system. Rising activism from citizens and youth on the fringes of 

the economy is challenging government and the private sector to 

make good on the social and economic rights guaranteed in the 

South African Constitution. 

The astonishing achievement of macroeconomic stability is a 

given – real gains in service delivery and the rapidly rising roll-out 

of grants only whet the appetite of the poor. The recent turmoil 

in local government demonstrates a growing public impatience 

about delivery, especially of housing, and perceived corruption. 

The education system so far has failed to provide the majority of 

learners and graduates with marketable skills, and even basic 

reading and reckoning. 

Inevitably, a new order will spawn new discontents and new 

possibilities. It is important that the turmoil of the past year be 

engaged with by government, business, labour and civil society to 

expand and fine-tune the social consensus on public priorities. 

The Institute’s 2005 Transformation Audit focuses, presciently, 

on Conflict and Governance, providing a robust diagnosis of 

central problems and policies. Its focus, constructively and 

analytically, is on both justice and reconciliation.

Susan Brown and Alta Fölscher, together with researcher 

Friederike Bubenzer, Zandile Gubeni and Mbongeni Manqele, 

have done a dynamic job in conceptualising and carrying out this 

project. We also warmly appreciate the committed and essential 

work of all the contributing authors. Servaas van der Berg and 

Ingrid Woolard were creatively precise when it came to calculation 

of the scorecards, and Laurie Rose-Innes again played a stalwart 

editorial role. 

We acknowledge the generous financial support for the 2005 

Transformation Audit. This was provided by the Conflict and 

Governance Facility (CAGE, a partnership project of the European 

Union and National Treasury) and Investec Asset Management. 

We are most grateful to both. Policy Co-ordination and Advisory 

Services in the Presidency provided input, information and 

encouragement.

Charles Villa-Vicencio

Executive Director

Institute for Justice and Reconciliation
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INTRODUCTION:
GROWTH IS NOT ENOUGH

Susan Brown and Alta Fölscher

Transformation, at its core, targets human develop-
ment. South African policy thinkers are striving 
to reconcile the strategic demands of  the inter-
ventionist developmental state, and of  black eco-

nomic empowerment, with those of  broad-based human 
development. This demands effective institutions able to 
support individuals’ capabilities of  building their lives by 
making available increased individual choices. 

There is a broad national consensus on South Africa’s 
long-term economic goal: a country growing sustainably 
both in prosperity and towards equity. The IJR’s Transfor-
mation Audit aims to provide a reasoned and systematic 
annual update on progress towards this goal, an analysis 
of  constraints on further progress, and a review of  policy 
interventions to overcome such constraints.

The roadblock to effective transformation in South Africa 
is poverty. This is perpetuated by non-functioning local 
and national institutions, and by high unemployment, 
compounded by skewed growth, which is constrained by 
the skills mismatch bequeathed by inadequate education 
and skills provision, and by inadequate investment. These 
dynamic interlinkages explain the structure and core con-
cept of  the Transformation Audit. Economic Transformation 
Audit 2005: Conflict and Governance is the second in this 
annual series that focuses broadly on issues relating to 
economic justice. Rather than treating the economy, the 
labour market, education, poverty and inequality as sepa-
rate entities, we set out to provide an interdisciplinary and 
holistic national analysis. The TA seeks to draw a bigger 
picture, which factors in the relationships not only between 
these ‘sectoral’ issues but also with other dilemmas that 

arise from their joint effects, such as weak institutions 
and poor governance, low capacity for service delivery and 
enterprise, and counterproductive regulation.

The method of  the Audit is to apply high-calibre political 
and statistical analysis to various statistical data sets and 
their anecdotal interpretations, in order to explain and 
quantify economic transformation. It aims to challenge 
existing rhetorical wisdom by providing an articulate 
analysis to engage various players (government and its 
main social partners, labour and big business, as well as 
technical experts supporting decision-making) in a renewed 
national dialogue. 

Transformation in our society will only result if  the 
economy grows and provides the resources to fund in-
creasing inclusiveness and productive redistribution. But 
the ongoing dilemma of  accelerating growth and continued 
poverty reminds us that even if  we have an economy that is 
expanding, there are further hurdles to clear if  increased 
wealth is to lead to a transforming society in which human 
choice and development provide the fuel for a dynamic 
democracy. With over 50 per cent of  our population trapped 
in poverty, growth is forever less than it could be. Moreover, 
stability remains threatened. Scarcity of  resources pro-
motes conflict, and those concerned with reconciliation in 
South Africa can testify that when interests contend in this 
country, given its history, factions (whether defensive and 
offensive) formulate their interests in racial terms. Behind 
these contentions, we see class inequality growing within 
all population groups, and, in the course of  the past 
year, the increasingly explicit challenge from labour, from 
social movements, and from the ruling party’s rank and 
file to beneficiaries of  black economic empowerment and 
disproportionate or corrupt enrichment. 

The core question remains the same: how to grow the 
economy while making it more inclusive and at the same 
time reducing poverty. In theory, full economic efficiency 
is important. In practice, it is rendered hard to achieve pre-
cisely because of  the human factor, which is more easily 
accounted for in a human development approach, discussed 
in more detail below. Poverty, let us remember, is most 
comprehensively defined as absence of  choice, primarily 

Transformation in our society will 
only result if the economy grows 
and provides the resources to 
fund increasing inclusiveness and 
productive redistribution
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because of  lack of  command over economic resources. 
In Chapter 1, contributors review the progress of  key 

policies designed to broaden the base of  the economy via 
small enterprise, black empowerment and increased invest-
ment. Chapter 2 engages with the worrying absence of  
employment growth in a growing economy, and considers 
the industrial policy failure represented in a case study of  
the Western Cape garment industry, and the skilling failure 
that dogs youth employment. 

The freedom of  individuals to build their lives and to 
engage economically is also negated when shelter, personal 
security and access to basic services like energy, water, 
waste disposal, health and education are not in place. In 
South Africa, such inadequacies commonly result from 
inadequately functioning institutions, rather than un-
availability of  resources. The Minister of  Finance recently 
mooted a critical governance shift of  authority for delivery 
of  some key services between spheres of  government. Social 
grant administration is already scheduled to move from 
provincial control to a fund administered by the national 
department. Education and health are the two major 
services administered by the provinces, both of  which are 
subject to criticism about quality and management as well 
as their capacity to spend their capital budgets, according 
to the Provincial Budgets and Expenditure Review. This may 
be a warning shot. 

Chapter 3 provides alarming evidence of  the schooling 
system’s inability to inculcate essential reading and 
reckoning skills in the first years of  school, condemning 
some 80 per cent of  learners to the dilemma of  catch up 
or drop out. 

Most dramatically in the course of  2004–2005, country-
wide conflict and widespread citizen protests at non-delivery 
by local governments – often led by activists from the 
1980s and 1990s – has precipitated our most visible crisis 
of  governance since 1994. That social conflict is not worse 
is attributable to the fact that the number of  people on 
grants now nears 10 million. To the prescient remark 
that unemployment near 50 per cent would see people 
rioting in the streets, one can only note that this is indeed 
the case.

After all, 136 of  284 local governments are classified by 
the Department of  Provincial and Local Government 
(DPLG) as being in crisis and requiring expert corrective 
intervention. When one examines the depth and breadth 
of  poverty in South Africa and the backlogs in basic 
municipal service provision, the surprising feature is that 
open conflict is not more widespread, the authors of  

Chapter 4 note in a case study of  municipal leaders who 
have so far managed the constantly simmering threat of  
uprisings in their districts. It becomes clear that adminis-
trative and technical capacity are not all that it will take to 
get popularly accepted management in place. Political open-
ness and constant efforts to communicate with constituents, 
rather than promises and denials, seem essential too. 

Each year, the Audit provides scorecards that give an 
overview of  changes in key indicators in our selected trans-
formation areas of  macroeconomic and labour market 
performance, human resources development, poverty and 
inequality. The scorecard design this year includes some  
changes: in some cases a better indicator has been selected 
and in others better data sources were identified. Overall, 
the design of  the scorecards has changed to reflect progress 
since the early 1990s and since last year. Full details of  the 
concept and the methodology are available on the Trans-
formation Audit website, www.transformationaudit.org.za.
 
DEVELOPMENT MODELS 

Often proponents of  development via economic growth 
and stability are seen to be technocrats at odds with those 
who take human rights and human development as a 
departure point. This is not surprising: the language of  
constraints and trade-offs does not fit with rhetorical 
ease into notions of  indivisible rights, and is difficult to 
harmonise with equity objectives. However, this perceived 
conflict is largely false. Overall, development (and growth) 
outcomes benefit from the analytical perspectives of  both 
approaches. Socio-economic rights such those entrenched 
in the South African Constitution assume an economy 
growing rapidly enough to support the costs and institu-
tions of  redistribution sustainably, without falling into 
politically disastrous debt.

The ‘developmental state’ concept has gained much 
attention in the national debate over the course of  the past 
year. The concept, put forward largely by ANC cadres based 
within government, inter alia, in a paper at the ANC’s 
National General Council, implies high-end interventions, 
via state-owned or state-managed bodies, designed to drive 
a steeply rising growth trajectory. Largely absent from 
serious discussion so far is the awareness that human 
development is intrinsic to a successful development strat-
egy – and human development is dependent on amplifying 
freedoms. Those committed to centralised control may 
see such principles as soft-hearted and soft-headed, rather 
than essential for political stability during and after policy 
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implementation. Narrow deployment of  the developmental 
state concept is somewhat old-fashioned and instrumen-
talist, though both theory and practice have moved beyond 
its early definitions. 

The work of  Amartya Sen and later thinkers point out 
that development is predicated on the independence of  
individuals who are free to participate politically and eco-
nomically. This is essential to long-term stability. A 2003 
paper by John Gay, based on survey data from more than 
21 000 randomly selected adults in 12 African countries, 
strongly supports this connection (Gay in Fölscher 2004). 
Gay analysed the relationship between responses to sets 
of  independent variables describing respondents’ level of  
freedom (in line with the five categories of  freedom identi-
fied by Sen) with their responses to the dependent variables 
relating to attitudes to democracy. The analysis showed 
that citizens who are economically well-off, politically active, 
socially well-connected, who have access to information 

and are personally secure are less likely to seek alternatives 
to democracy than those who are economically insecure, 
politically uninvolved, socially isolated, uninformed and 
personally insecure. More specifically, the latter group is 
statistically much more likely ‘to prefer a non-democratic 
government; to prefer the former, often non-democratic, 
regime; to look favourably on military government; to 
approve a one-party state; to accept strongman presidential 
rule, be unwilling to defend a threatened democracy; and 
to question the authority of  the constitution’, to name a 
few of  the tested dependent variables (Gay in Fölscher 2004). 
These findings are highly significant for any discussion of  
development and democracy: each is essential to the long-
term stability of  the other. 

However, political and civil liberties, although necessary, 
are not sufficient conditions for substantive human free-
dom. Substantive freedom also includes ‘functioning and 
capabilities to function, the range of  things that a person 
could do and be in her life’ (Sen in Fölscher 2004). Sen 
defines poverty as the lack of  freedom of  choice, and 

development as the expansion of  human capabilities to 
exercise choice (to be substantively free). ‘From this point 
of  view, development is about removing the obstacles to 
the things that a person can do in life, such as illiteracy, 
ill health, lack of  access to resources, or lack of  civil and 
political freedoms.’ (Fukuda-Par in Fölscher 2004) 

The benefit of  also deploying an economic approach 
to such development lies in the understanding it brings 
to maximising economic efficiency and minimising debt 
when governments make greater efforts to protect the 
poor. Conversely, the benefit of  a human rights approach to 
development lies in the strategic political quality it brings 
to decision-making. In fact, in recent development practice 
there is evidence of  these two approaches converging, a 
shift that culminates in very similar ideas about the type 
of  institutional practices that will result in the politically 
stable allocation of  scarce resources. In the last two dec-
ades, the value of  sound institutions for economic growth 
has moved to the forefront of  practice. This emphasises 
sound institutions of  public financial management and 
governance, including the recognition that participation 
by citizens in resource allocation is necessary.

CHAPTER 1: ECONOMICALLY INCLUSIVE POLICIES 

It is important to recognise that redistributive policies 
serve at least two purposes, as Johathan Jansen notes in 
Chapter 3 – the broader purpose of  social justice, in which 
fairness and redress is demonstrably evident in the provi-
sion of  resources on matters such as capital expenditure 
and other material provisions, and the narrower purpose 
of  targeted performance, in which individuals gain via the 
effectiveness of  the programme. In short, it is necessary 
that redress be seen to be undertaken, but without positive 
economic impact on the circumstances of  target groups, 
empowerment is not served.

South Africans already take for granted the astonishing 
achievement of  macroeconomic stability in the past decade. 
The key focus of  concern now is policy interventions that 
aim to increase black participation in a growing economy, 
and to extend its impact as broadly as possible across South 
Africa’s classes and regions. Several microeconomic poli-
cies are directly targeted at this, and Chapter 1 provides an 
analysis and review of  small enterprise in South Africa, an 
update on the BEE Codes of  Good Practice, and a discussion 
on government policies on investment. 

Starting with an overview of  economic developments 
and policy issues raised in the past year, the central study 

In short, it is necessary that redress 
be seen to be undertaken, but with-
out positive economic impact on 
the circumstances of target groups, 
empowerment is not served
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in the chapter provides a detailed consideration of  the 
small enterprise sector, drawing on several data sets to 
provide a new and clear picture of  the shape this sector has 
taken and the impediments policy has faced in stimulating 
small enterprise. 

Support for small, medium and micro enterprises (SMMEs) 
is often seen as a straightforward means of  broadening the 
economic base to include more black entrepreneurs, and to 
provide a step up from the informal sector. A number of  
hopeful assumptions and conventional wisdoms surround 
the potential role of  the SMME sector in South African 
development and black empowerment. Two of  these com-
bine here: since nearly 40 per cent of  enterprises are micro 
or small, with a substantial proportion of  them black and 
informal sector, the addition of  finance and some skills-
support will enable these emerging entrepreneurs to enter 
the formal sector and to massively deepen and broaden 
the enterprise and employment base of  the country. Sadly, 
most of  these are survivalist operations, not willingly 
embarked on by entrepreneurs, but run most often by 
women as a means of  subsistence, in default of  other 
options. Like all small enterprises, they are subject to a high 
rate of  failure, and very seldom provide paid employment 
to others. In fact, we see the main SMME growth among 
the historically privileged and educated; their start-ups are 
more likely to last, and they are more likely to employ 
people. This is not to say that SMMEs should not be a focus 
of  policy, but that a more informed view about what will 
make them work is required. 

John Orford and Eric Wood’s meticulously assembled 
data is merciless to conventional wisdom. The SMME sector 
has never been strong in South Africa, and it will not 
become so while policy is focused solely on providing 
start-ups with support. Rather, the focus must broaden 
to the question of  providing an enabling environment, 
lightening the burden of  compliance that defines the 
formal (or legal) sector, so that the protection it offers 
emerging entrepreneurs is not offset by onerous and 
expensive obligations. It is estimated that the basic cost 
of  compliance with regulations is R100 000 a year for a 
formal business. For a large corporation, this is a relatively 
small percentage of  turnover. For a small business it is 
prohibitive, even without the daunting complexity of  regis-
trations and the tax regime.

It is essential that we grow the national economy and 
do not allow the moral vision of  redistribution to entice 
us towards poverty via a process that shifts ownership of  
assets, but not the way they are held and deployed, or 

worse, removes them from productive use altogether. 
Experience has shown a humanly inevitable trend in the 
politics of  redistribution – a threat of  the process being 
captured by an interest group or groups, those with access 
to capital, networks and political backing. The challenge, 
and it is an African challenge, is to learn to enact redistri-
bution within the metaphor of  the farmer, and not of  
the hunter. The hunter kills, disembowels and gorges 
repeatedly, until the surviving herd is spooked and departs, 
leaving the hunters to starve, resentfully. The farmer calcu-
lates the offtake, fertilizes the fields in advance, plans for 
drought, and year by year develops the yield of  her farm, 
taking as much as possible without running it down.

Jenny Cargill speaks from a position of  commitment to 
BEE and experience in negotiating such deals. She deplores 
the fact that BEE, while conceived as broad-based, has 
become largely identified with shifts in corporate owner-
ship. It is positive that the corporate sector, as the high 
ground and productive powerhouse of  the economy, be seen 
to be transforming and opening up to black ownership and 
control. However, this should not come at open-ended, 
unsustainable cost to transforming companies, or in such a 
way as to act as a disincentive.

It is by now common cause that South Africa needs to 
raise its growth trajectory another few notches to provide 
impetus to job creation and poverty reduction. This, as 
is conceded by all, will require much higher levels of  invest-
ment. Hilary Joffe sets out the challenges that await, 
particularly in the public sector, to transform financial 
resources efficiently into new productive assets in the 
economy. Cargill, however, sounds an additional alarm: 
the drive to realise BEE primarily through share transfers is 
tying up capital assets – as much as R450 billion – which 
could otherwise have been invested towards the creation of  
new infrastructure, new enterprises and, ultimately, new 
job opportunities. This is a good example of  the difficulty of  
balancing growth and redistribution imperatives, and the 
importance of  getting the balance right. It is not sufficient 
that a policy – such as government’s aim to drive up capital 
investment in the public sector – is right in isolation: the 
net effect of  all policies should be positive.

CHAPTER 2: EMPLOYMENT AND GLOBALISATION 

This holds in other policy arenas as well, and very conten-
tiously so in the labour market. The review by Rulof  Burger 
of  labour market developments in the past year shows that 
the labour market is stagnant, which is worrying in the 
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face of  the record economic growth shown recently. In 
fact, formal employment dropped slightly, while informal 
employment, the great majority of  which is survivalist, 
grew. The Labour Force Survey provides evidence that both 
the earnings from informal jobs and the quality of  employ-
ment is dropping. The informal sector is unfortunately 
not a seedbed for enterprise, but an ever tougher struggle 
for survival. 

However, within the aggregate of  a stagnant labour 
market are a number of  revealing distinctions: the number 
of  employed white men increased, while the number of  
employed black men stayed roughly steady. The loss was 
in women’s employment; in particular, the number of  
domestic workers declined.

Mills Soko’s case study of  the Western Cape clothing 
industry focuses specifically on an instance where several 
controversial policies intersect; trade and tariff  policy, cur-
rency management and microeconomic industrial policies. 
In order for microeconomic industrial policy to succeed, 

we need to understand how individual industries operate, 
and what the short-term and the long-term factors are; 
not only the rise of  China and global competition, but 
the long decline of  investment and management quality in 
the garment industry, perhaps because of  the impending 
demise of  the Multi-fibre Agreement, but also because of  
complacency. Despite this, and despite the remaining high 
level of  tariff  protection of  40 per cent, organised labour 
has called for increased tariffs. 

The case study illuminates a situation where, in policy 
terms, there is only a hard choice: between short-term gain 
and long-term pain, or short-term pain for longer-term 
gain. The new world trade regime is part of  our future, and 
the days of  the old Nationalist Party protectionist strategy 
are gone with the dodo. The garment industry is suffering 
from industrial policy neglect over the past decade, which 
has left it ill-equipped to compete in a world growing 
ever more competitive. Hiding behind tariff  barriers and 
a pegged currency atrophies the edge needed to survive.

Labour rigidity has seen South African industry and 

employers becoming employment averse, primarily because 
they fear unpredictable state interventions in the labour 
market and because labour is regarded as being too expen-
sive for its level of  productivity. In the case of  the garment 
industry, management is also shown by Soko to have been 
investment averse. 

It is in this context that Cecil Mlatsheni asks the positive 
question: What are the characteristics of  those black 
youths who do succeed in becoming employed? The first 
answer is years of  study; there is an inverse relationship 
between unemployment and years of  study, as one would 
expect. He points, though, to an interesting factor – experi-
ence of  the world of  work. Youths who have experience 
of  working during their school years seem to have an 
advantage. However, this could relate to socio-economic 
status; suburban residents are more likely to obtain 
after-school or vacation jobs than those in townships, if  
only because there are relatively fewer potential employers 
in townships. In an excellent review of  the youth labour 
market and different categories of  demand, Mlatsheni 
points out that no degree of  extra training can make much 
difference where the labour market is failing to grow. 

CHAPTER 3: THE KEY TO A SCHOOLING STRATEGY

Servaas van der Berg’s study focuses diagnostically on 
the early schooling years. His study in the 2004 Trans-
formation Audit was one of  several clearly establishing 
that matriculation results have not improved in the past 
ten years. Despite massive reallocation of  resources, the 
performance of  South African schools continues to follow 
the pattern of  the apartheid hierarchy, with former white 
and Indian schools at the top, and African schools, the 
vast majority, generally performing as poorly as they did 
under apartheid. Increasingly, it is becoming evident that 
early school reading and mathematics results correlate 
with matriculation outputs. The present system is, for the 
majority, the opposite of  transformative, and the root of  
the problem is the first few years of  school. 

Van der Berg analyses the SACMEQ II findings relating to 
South African Grade 6 learners’ performance, compared 
with those in other African countries, in terms of  reading 
and mathematics, backed by intensive surveys of  the learn-
ers, their teachers and their principals. Though South 
Africa is by far the richest of  the African countries surveyed, 
with massively the most expenditure on education, the 
majority of  South African Grade 6 learners nonetheless 
performed worse than their peers from most other coun-

Despite massive reallocation of 
resources, the performance of South 
African schools continues to follow 
the pattern of the apartheid hierarchy
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tries in reading and mathematics. We are outperformed by 
Swaziland, Mozambique, Botswana and Tanzania, among 
most others. 

However, the top quintile of  South African learners 
(those from the top 20 per cent of  schools) performed 
towards the top of  the range. Socio-economic status made 
a difference, but only if  one was affluent enough attend 
those top schools. The remaining 80 per cent of  learners 
who attend the former Bantu Education schools, whether 
from poor or middle-income backgrounds, did not differ as 
much as one would expect; the better-off  seemed to be 
dragged back from attainment by their schools. Far from 
being transformational and opening up opportunities 
to learners, these schools hold them back. Equalisation of  
resources and of  teacher-pupil ratios in the past decade 
have not changed this. Most importantly, policy is just 
beginning to focus on the critical early years, and the 
calibre of  learning offered then. Early childhood learning 
is becoming a strategic policy issue: rescuing primary 
education is essential to making the school system work 
for all.

The education scorecard shows small, positive move-
ments, but under scrutiny the data show a system that is 
barely marking time, even relative to the attainments of  
the early 1990s. The Minister of  Education has raised 
two sets of  issues in the past year, which are generating 
controversy among widely diverse interest groups. First 
has been the series of  provisions concerning governing 
bodies of  former Model-C schools and language regula-
tions, perceived to be, and motivated by the Minister as, 
measures against holdout white schools. At the same time, 
she has raised the issues of  school management, profes-
sionalism of  teachers and principals in the majority of  
schools, and the burning issue of  the quality of  education 
delivered, with the prospect of  school level ‘review and 
development’, which is likely to alarm education unions.

As Jonathan Jansen notes, critical ingredients are teach-
ers, textbooks and time: teachers who have a thorough 
grasp of  their subjects; textbooks that can carry both 
incompetent teachers and uncertain learners; and time 
spent in class learning, which is generally lower among 
black, rural, large and understaffed schools. Getting the 
three together in one place is a matter of  management – 
another rare resource in the bulk of  the school system. The 
South African skills distortion, tragic for individuals and 
an impediment to economic growth, hence a penalty for 
the majority, starts here. The focus on further education, 
technical and post-school training is important, but, by 

this level, interventions are ameliorative, and often too late 
to be transformative. 

CHAPTER 4: MANAGING LOCAL CONFLICT

The 2004 Transformation Audit provided a benchmark 
study of  poverty and inequality by Leibbrand et al., which 
showed poverty, strongly linked to unemployment, increas-
ing in the years between the censuses of  1996 and 2001. 
Alta Fölscher reviews data since then for indications of  
trends in poverty. Increased access to social services is 
notable, but so are the inroads of  HIV/AIDS. If  you are 
female, unskilled, unemployed, poor and African and live 
in KwaZulu-Natal or Mpumalanga, your likelihood of  
an AIDS-related death increases many times. HIV/AIDS 
affects individuals and families who are already disadvan-
taged the most. 

Municipal government in South Africa, according to one 
mayor: ‘is akin to refuelling a Boeing in mid-air while doing 
maintenance work and changing the flight programme. It 
needs a frightful amount of  co-ordination and technocratic 
skills, not to speak of  the political acumen to effect trade-
offs and deal with the contestation about who gets what, 
when and how to among nearly one million massively 
needy people.’

Local government is where the sharpest institutional 
conflicts about poverty, entitlement and governance play 
out. Party-political fiefdoms have created ineffectual and 
often corrupt administrations, unpopular for their engage-
ment in enrichment, ignoring of  constituents, and failure 
to deliver on promised services, notably housing. However, 
there are instances of  municipalities finding ways to 
contain conflict while putting development essentials in 
place. The case study by Martin Nicol and Zenobia Africa 
has chosen reasonably successful mayors in tough areas – 
Buffalo City in the Eastern Cape and Ugu in KwaZulu-Natal 
– to speak to the skills of  governance. The acumen and 
nature of  governance in environments of  high poverty and 
unemployment makes a considerable difference to how 
effectively conflict can be managed in a situation of  tension 
and scarce resources.

In their extraordinary account of  local governments 
managing conflict, Nicol and Africa stress that each 
district and local municipality is different in history and 
character: one-size-fits-all solutions will probably not work, 
though the standardisation of  local government structures 
introduced over the past five years is to be welcomed, once 
attained and supported by sufficiently skilled officials. 
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Resources are critical, but the politics of  their allocation 
defines the character and prospects of  many local govern-
ments. Politics of  information and access are also key to 
governance, as is the effort to standardise local govern-
ment systems and put in place checks and balances.

DEVELOPMENT AND THE SOUTH AFRICAN PATH

South African debate still has a tradition of  romanticising 
high-growth Asian models. They are indeed remarkable 
in the expenditure on and relentless promotion of  quality 
education. At the same time, this has been accompanied 
by high degrees of  social regulation, starting with the 
destruction or control of  labour movements, and, in the 
case of  China, the use of  unpaid prison labour and harsh 
social engineering mechanisms, including highly control-
led labour migration, to maintain competitive penetration 
of  international markets. The Malaysian model, too, lent 
itself  to profiteers, unproductive speculation and cronyism 
at the expense of  inclusive growth – a marginal second 
economy is a persisting factor there too. 

South Africa has a Constitution that entrenches human 
rights and equality before the law, as well as social rights, 
however expensive these may be. Our model may be unique, 
and it certainly includes space for contestation, but we 
cannot find a way to our optimum growth path without 
working within our democratically chosen framework.

What have we learnt, above and beyond the narrow 
policy specifics, in investigating our main transformation 
themes? 

Firstly, a review of  the complex compliance burden and 
cost on enterprises and employers is urgent. As Orford 
and Wood point out, the regulatory burden deters poten-
tial small investors and informal sector operators from 
contemplating the jump to the formal sector, with its 
additional protections, but forbidding taxes, laws and 
regulations. It is urgent that the regulatory web that 
intimidates small businesses be reviewed with the aim of  
simplification and an enabling environment.

One combined negative effect of  regulation is the cumu-
lative cost that its many requirements place on capacity 
in the economy, in financial and human resources terms. 
We see in the discussions both of  BEE and the small enter-
prise sector the difficulties engendered by policy responses 
characterised by high levels of  legalistic elaboration, of  
potentially counterproductive reliance on regulatory road-
maps (as opposed to, say, targets) to ensure progress 
towards transformation. In some sense, such regulation is 

inevitable: as a society we have still to develop trust in one 
another’s good faith, as well as sophistication in regulating 
and putting in place incentives for transformation. 

Secondly, a working human resources development 
sector is the sine qua non of  accelerated economic develop-
ment. We need not only to reform the school sector in such 
a way as to address poor performance, but also to find more 
effective ways of  growing the skills of  the workforce, 
whether unemployed or employed.

Thirdly, management capacity is an issue in all the 
main studies this year. Managerial incapacity at all levels 
manifests in discussions of  the SMME sector, of  BEE, of  the 
downward slide of  the garment industry, of  failed manage-
ment on national, provincial and schools level, and as 
the element that decides whether overstretched local 
governments stand or fall. It is also the element that will 
determine whether and how fast the investment drive 
translates into economic growth. 

Fourthly, much is happening to transform society at the 
more affluent point of  the population pyramid, but very 
little movement can be observed at the base – bar the kind 
of  limited transformation that results from grant cash 
transfers and the possibility of  better service by the state. 
And right at the bottom of  the pile are impoverished black 
women. It is a familiar trend in South Africa: those already 
worse off  are hit hardest by adversity, or make the least or 
most hesitant progress, as the 2005 Provincial Budgets and 
Expenditure Review shows, and as was clearly illustrated 
in the 2004 Transformation Audit findings on worsening 
inequality. 

It is important to remember, however, how far South 
African policy is ahead of  the rest of  the continent. With 
the exception of  Namibia, no other country has old age 
pensions, let alone the range of  grants we have developed. 
Social development, housing, education and empowerment 
policies are often exemplary in their approach: it is a South 
African truism that the devil is in the implementation. 
While we acknowledge our achievements, we must also 
candidly admit that it is increasingly part of  popular public 
perception that policy is made and implementation man-
aged from behind closed doors, often on the basis of  internal 
party politics, involving political connections, favouritism 
and power trade-offs. This is partly why real debates and 
contention are arising in the ruling party; but the outcome 
of  this tug of  war is uncertain. In the short term, the 
character of  economic transformation would seem to be 
hostage to political transformation. 



xvi Economic Transformation Audit 2005 xviiEconomic Transformation Audit 2005 ACRONYMS

ACRONYMS

AGOA African Growth and Opportunity Act

ANC African National Congress

APF Anti-Privatisation Forum

ARV antiretroviral

ATC Agreement on Textiles and Clothing

BEE black economic empowerment

BEPA Bureau for Economic Policy and Analysis

BMR Bureau for Market Research

CBO community-based organisation

CIPRO Companies and Intellectual Property

 Registration Office

Clotex Clothing and Textiles Service Centre

Cosatu Congress of South African Trade Unions

DA Democratic Alliance

DBSA Development Bank of Southern Africa

DEDT Department of Economic Development 

 and Tourism

DOE Department of Education

DPLG Department of Provincial and Local 

 Government

DTI Department of Trade and Industry

FET further education and training

FSC Financial Sector Charter

GAMAP Generally Accepted Municipal Accounting   

 Practices

GATT General Agreement on Tariffs and Trade

GCIS Government Communication and Information 

 System

GDP gross domestic product

GEAR Growth, Employment and Redistribution

GEM Global Entrepreneurship Monitor

GVA gross value added

IDP Integrated Development Plan

IFP Inkatha Freedom Party

IGF intergovernmental forum

ISI import-substitution industrialisation

ISRDP Integrated Sustainable Rural Development 

 Programme 

Mayco Mayoral Committee

MEC Member of the Executive Committee

MFA Multi-fibre Agreement

MFA Municipal Finance Act

NEC National Executive Council

Nedlac National Economic Development and

 Labour Council

NGC National General Council

NGO non-governmental organisation

NTC National Technical Certificate

OECD Organisation for Economic Co-operation   

 and Development

SACMEQ Southern African Consortium for Monitoring   

 Educational Quality

SACP South African Communist Party

SBP Small Business Project

SES socio-economic status

SETA Sector Education and Training Authority

SMME small, medium and micro enterprise

TLC Transitional Local Council

TRC Transitional Rural Council

Unesco United Nations Educational, Scientific and 

 Cultural Organisation

WTO World Trade Organisation
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Chapter 1
ECONOMIC GROWTH AND DEVELOPMENT

CHAPTER OVERVIEW Given macroeconomic stability, the challenge now is to increase the rate of economic 
growth and to broaden the base of the formal economy. This chapter looks at three key 
microeconomic strategies intended to promote growth and broaden the base of the 
economy – the small, medium and micro enterprise promotion policy; black economic 
empowerment’s codes of good practice; and the present policy drive focused on 
making up serious backlogs of public and private investment. Each is meant to 
stimulate or maintain growth, and to widen economic inclusiveness. Is this the case?

The study on SMMEs in South Africa by John Orford and Eric Wood flashes an orange 
light. South African levels of entrepreneurship are low relative to international levels. 
At the same time, while there are expectations that small and medium businesses 
should be drivers of empowerment and employment, Africans, women, lower income 
groups, the less educated and rural dwellers are less likely to be involved in entre-
preneurial activity; when they are, it is usually at survivalist levels in enterprises 
that seldom grow or employ anyone, and which have high rates of collapse. Hitherto, 
government interventions to kick-start growth in the sector have been unsuccessful. 
This policy failure is related to over-focusing on helping start-ups to cope with a 
difficult environment, rather than ensuring that the overall environment is enabling.

Jenny Cargill considers the new BEE codes and finds that far from solving vexed policy 
questions around sustainability, enrichment, cronyism and lack of productivity, in 
some cases the codes could increase such risk. This does not detract from the need 
for BEE as a deliberate drive to broaden the base of the economy, but should compel 
further debate and refinement of policy.

Hilary Joffe approves recent moves by government to drive up fixed capital formation 
in the economy. Policy is shifting to an investment-led, ‘supply-side’ approach to 
growth. In other words, for long-term sustainable growth, government is not relying on 
the kind of consumer boom that has been a major factor driving growth in recent years. 
Private sector investment needs to be matched by the public sector, a laggard so far.
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Economic performance scorecard

Transformation goal A stable, broad-based economy, growing at a rate that creates wealth, 
given population growth

Desired outcome Indicator Status 1990–1994 Status 2004 Status 2005
Direction 
of change

Growth
Real GDP 
per capita1

R20 127 
(Ave. 1992–1994)

R21 897 
(2003)

R22 392
(2004) é

Stability CPI inflation rate1 9.3%
(1994)

5.7%
(2003)

3.1%
(2004) é

Ability to access 
markets

Real exports1 R170 602 million
(Ave. 1992–1994)

R260 498 million
(2003)

R268 129 million
(2004) é

Broadened base
Managers and 
professionals who 
are African2

216 772
(1995)

350 296
(2003)

359 438
(2004)

 
é

Investment
Real aggregate 
investment1

R102 784 
(Ave. 1992–1994)

R172 518 
(2003)

R190 097 
(2004) é

1. Source: <www.reservebank.co.za> accessed 15 August 2005
2. Sources: Statistics South Africa, October Household Survey 1995; Labour Force Survey, September 2003; Labour Force Survey, September 2004
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INTERPRETATION GUIDE

Desired direction of change

Measurement

Score early 
1990s (=100)

Status 2004

Status 2005

The Economic Performance Scorecard and Star 
provide a snapshot impression of changes in the 
key indicators of economic growth, stability, 
competitiveness and a broadened base. All 
scores show an improvement over the early 
1990s baseline, as well as over the scores for 
2004. However, per capita growth is still slow, 
as is the broadening of the economic base. 
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Year review by Susan Brown

Small business in South Africa 
by John Orford and Eric Wood

Briefing on BEE Codes by Jenny Cargill

Briefing on investment by Hilary Joffe
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In the past year, South Africa has seen the most acri-
monious debates and disputes about economic policy 
since the Growth, Employment and Redistribution 
(GEAR) policy was introduced in 1996. In public 

perception, unemployment, poverty and inadequate service 
delivery are the flashpoint issues. Because economic per-
formance is reported to be continually improving, those 
who see no benefit in it for themselves assume that the 
benefits are being hijacked by some other group or interest 
– this might be defined racially, in terms of  class, or as a 
political elite. Expectations have never been as strong, or as 
angry. Visible gains in wealth among the enriched, whether 
in business or bureaucracy, are not translating into mass 
employment, although those within the urban formal eco-
nomy generally seem to be increasingly upwardly mobile.

There is consensus that the level of  growth still needs to 
increase but, more importantly, that the way growth takes 
place must be more inclusive. Industrial growth and more 
quality jobs are the policy recipe for accelerated growth. 
Government would argue that this is what it intends in its 
embrace of  the strategy of  the ‘developmental state’ – inter-
vention to broaden the base of  the formal economy and 
participation in it. However, bureaucracy, uncoordinated 
over-regulation and corruption are intrinsic to many of  
the ponderous, legalistic mechanisms of  intervention used 
to date. In fairness, it must be noted that many sectors – 
telecommunications, banking, retail, steel, chemicals and 
paper – are dominated by monopolies or a few large opera-
tors. These wield market control, collusion or simply econo-
mies of  scale effectively to marginalise small operators and 
limit their prospects of  expansion, in addition to burdening 
economic growth prospects in general. Counterproductive, 
clunky government intervention strategies together with 
the prevalence of  oligopolies are not promising for an 
empowerment strategy that envisages a dynamic role for 
small, medium and micro enterprises (SMMEs) or, indeed, 
for broad-based shifts in corporate ownership and stimula-
tory investment.

Labour and the left see the ‘developmental state’ concept 
as a technocratic and exclusionary managerial model 
designed, among other things, to roll back the hard-won 
rights gained by labour and to enrich a new capitalist elite 
at the expense of  the marginalised masses. State thinkers 
would rejoin that organised labour is a labour aristocracy, 
defending and inflating the pay and conditions of  its declin-
ing membership and, thereby, excluding the marginalised 
masses of  the second economy, who are unable to get a 
foothold in the formal economy because the bar is set so 
high by labour regulation. Of  course, additional elabora-
tions on issues of  political contention ramp up the tension, 
and genuine anger at local government neglect and 
corruption spill over into this brew. 

Economic trends are promising, and the stormy political 
climate is related to them. Economic performance is main-
taining the upward trend that resumed after 1999. Gross 
domestic product (GDP) has expanded quarter on quarter 
without interruption for nearly six years, rising at a rate 
of  3.5 per cent per year. The significance of  this growth 
for national well-being becomes clear when viewed in per 
capita terms: between 1999 and 2004, GDP per person 
grew at an average of  1.6 per cent per year, more than three 
times that of  the 0.5 per cent for an equivalent period before 
1999 (and significantly more encouraging than the –1.7 per 
cent growth in per capita GDP between 1990 and 1994). 

Growth since 1999 has been driven by domestic con-
sumption and investment, fuelled by rising consumer and 
business confidence and buoyed by lowering interest rates. 
Continuing its upward trend of  2004, real household 
expenditure rose by an annualised 6.4 per cent in the first 
quarter of  2005, powered by nominal wage increases in 
excess of  consumer price inflation in 2004 and early 2005, 
higher employment levels and higher public social security 
spending. Although household debt increased significantly 
by the end of  2004 (to its highest level against disposable 
income in more than six years), it is still moderate by 
international standards. Lower interest rates (and wage 
increases higher than inflation) also contributed to 
affordability, with repayment costs at a more stable ratio 
to disposable household income levels.

Faster growth in Reserve Bank loans and a 22 per cent 
rise in advances to the private sector between mid-2003 
and mid-2004 (compared to 9 per cent the previous year) 
reflect rising business confidence, increased demand for 
short-term financing of  business activity and higher capital 
investment, as companies take advantage of  lower interest 
rates and the strong rand.

review 
ECONOMIC POLICY: GROWTH GENERATES 
FLASHPOINTS

Susan Brown
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General government consumption expenditure growth 
has been speeding up over the last two years, as has invest-
ment in public economic and social infrastructure. Over the 
past five years, fiscal policy emphasis shifted from deficit 
reduction to enabling growth and social development, as 
lower general government debt and improved credit ratings 
freed up funds for spending. Exceptionally strong tax 
collection (partly on the back of  higher than expected 
GDP growth) resulted in a national government deficit of  
only 1.5 per cent of  GDP in 2004/5, approximately half  
the amount originally budgeted. At the end of  the 2004/5 
fiscal year, the total government loan debt as a ratio of  GDP 
came to only 36 per cent, down from almost 50 per cent 
roughly ten years ago.

Accelerated economic expansion has been driven not 
only by strengthened internal demand. Exports and export 
earnings, which were stagnant in 2003 after the dramatic 
strengthening of  the rand, rebounded in 2004 in response 
to an accelerating world economy and rising commodity 
prices, also contributing to overall economic expansion. 
The commodity price surge, in turn, has been driven by  
imports by China, which have benefited the platinum, coal 
and gold mining industries.

The continued strength of  the rand, however, could 
affect export growth negatively, especially since the world 
economy will grow at a slower pace towards the end of  
2005 as higher oil prices bite. The rand has strengthened 
dramatically after its collapse in December 2001, and we 
have seen this year that – even in the face of  lowered 
interest rates – it refuses to weaken to a point where South 
African manufacturers are assisted in exporting globally 
and, thereby, accessing economies of  scale, which are 
particularly necessary given our high input and inter-
mediate costs. 

Inflation rates have come down to within the 3–6 per 
cent band that policy demands, allowing interest rates to 
drop, but mid-year producer inflation data is already start-
ing to show the impact of  the dramatic rise in oil prices. 
In August this year, prices were more than double their 
levels of  a year and a half  ago. While geopolitical factors 
contribute to the current trend of  oil price increases, they 
also reflect long-term supply and demand factors, such as 
the slowing rate of  discovery of  new oil fields, increased 
production costs at older fields and rising global demand, 
especially as China’s shadow spreads on the world stage. 

All sectors of  the economy are experiencing positive 
growth, though this consistency is threatened by oil price 
prospects. Meanwhile, the services sector has recently 

shown the strongest performance, growing for 18 months 
to date on the back of  strong domestic expenditure. With 
global demand rising, overall mining output also expanded 
strongly, although gold output continued its long-term 
decline. Brisk construction industry growth reflects the 
strong demand for residential and non-residential build-
ings, and the commencement of  some infrastructural 
development projects. Domestic demand supported manu-
facturing output, which grew strongly during 2004; 
however, slower growth in domestic expenditure in the first 
half  of  2005 showed up in lost momentum in this sector, 
increasing the pressure on businesses to improve their 
international competitiveness.

The sustained year-on-year economic growth is not 
reflected in sustained year-on-year employment growth: for 
the past decade, employers have prioritised more predictable 
capital investment. Overall, up to 2004, the economy has 
shown improvements in its capacity to absorb labour. More 
recently, however, some slowdown in job creation may 
be reflected in both the Labour Force Survey results (see 
scorecard) and in enterprise-surveyed employment. While 
the decline in employment (of  approximately 60 000 jobs, 
excluding small-scale farmers) between the September 
2003 and September 2004 surveys may not be statistically 
significant, enterprise-surveyed employment, after showing 
sustained increases for the five quarters up to September 
2004, did not keep up growth either in the last quarter of  
2004 and the first quarter of  2005. This is particularly 
worrying, and may merit considered policy attention if  the 
ongoing surveys indicate a trend, given that the economy 
grew at an accelerated pace in these quarters and given 
the importance of  job creation for distributing the per 
capita gains in production and for broadening the base of  
the economy.

Macroeconomic stability, now achieved, is a necessary 
condition but not sufficient for either sustained growth or 
social stability. The key present economic policy task is 
putting in place an enabling environment to fuel private 
sector expansion and employment through a full package 
of  policies, rather than trying to fix separate problems 
piecemeal via erratic centralised planning. 

What is involved in an enabling environment? A condu-
cive regulatory environment, countering the monopolies 
that shackle emerging enterprise; a tax system that is less 
hostile and intimidating to small operators; freeing up 
the telecommunications environment; and providing key 
economic infrastructure such as a good and safe rail 
network (freight and passenger, countrywide and in urban 
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areas). A current focus of  effort is restoring and managing 
the infrastructure to enable trade to flow via rail and ports; 
the skies should be next, reducing the high rates encouraged 
by protected routes. Dovetailing microeconomic policies, 
including a strategically coherent set of  industrial and 
trade policies, are required. A concerted and well-managed 
reform of  education, from earliest schooling to the straight-
ening out of  the present tertiary confusion, is also essential.

Strategic sequencing is key: the present urban and rural 
development nodes strategy, for example, would have 
dramatically increased chances of  success were it to operate 
in an enabling environment. It is well understood that 
interventions that are attractive to and enabling of  
investment are essential – ones that would simplify futile 
bureaucracy are the best place to start.

Before embarking on the bloodletting involved in trying 
to roll back parts of  the industrial bargaining system, 
government can, and should, unilaterally focus attention 
on cutting the estimated R100 000 cost per business of  
administering compliance with regulations and legislation 
(see Orford below) – an outrageous impediment to small 
business and a disincentive to entrepreneurs and, particu-
larly, to empowerment. Why should emergent operators 
want to move out of  the informal sector into such a hostile 
and costly environment? Reportedly, some 45 legislative 
and regulatory obligations require commercial operators to 
interface with no less than nine departments. The items 
that make up this burden require a rapid and stringent 
review, and the regulations that repel economic participation 
and activity should be repealed. 

In similar vein, black economic empowerment (BEE) is 
developing its own bureaucracy and arcane gobbledygook. 
The BEE undertaking, the popular justification of  which 
(already somewhat eroded as enrichment and corruption 
become confused) is to increase accessibility of  ownership, 
finance, employment opportunity and skills, is attracting 
both public and private sector bureaucrats. Likewise, 
the skilling bureaucracy, notably the Sector Education 
and Training Authorities and the National Qualifications 
Framework, need intensified diagnostic review to pinpoint 
the roots of  their many failures. 

Private sector monopolies and oligopolies, as well as the 
public sector burdens on economic growth like Telkom, 
must face stringent assessment of  governance driven by 
the threat of  restructuring. Public or private sector vested 
interests and their bureaucratic and labour equivalents 
should face less indulgence where they override broader 
public economic interests.
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Improving growth and reducing poverty depends criti-
cally on unleashing entrepreneurial potential among 
private individuals. This requires laying the foundations 
for the private sector and building entrepreneurship. In 

South Africa the private sector already plays a predominant 
role in terms of  economic output and employment creation. 
However, entrepreneurial activity is low compared to both 
developed and developing countries. At the same time, and 
critically given the expectations placed on small and medium 
businesses as drivers of  empowerment and employment, 
Africans, women, lower income groups, the less educated 
and inhabitants of  rural areas are less likely, on account of  
historical factors, than their counterparts in other popula-
tion groupings to undertake entrepreneurial activity and to 
be successful entrepreneurs. 

Africans disproportionately make up the informal sector 
(unregistered enterprises) in South Africa. The role of  this 
sector should not be underestimated. It employs nearly a 
quarter of  the workforce. However, the informal sector is 
unlikely to be a source of  innovation or employment 
growth, since most enterprises are low-income entities 
employing only the entrepreneur. To achieve significant 
growth in employment, growth in small, medium and large 

enterprises is needed. This suggests that policies that pro-
mote small and medium-sized enterprises are as important 
as, if  not more important than, interventions designed 
to promote a graduation from the informal sector to the 
formal sector. 

Of  course, this does not mean that policy should not 
support graduation from the informal to the formal sector. 
However, it should happen through eliminating the barriers 
that exist due to excessive regulation and the absence of  
effectively functioning markets rather than costly interven-
tions by the state to support these enterprises. It appears far 
more likely that the government and the country will see 
a ‘return on their investment’ from general interventions 
designed to ‘make markets work’ rather than specific 
interventions designed to support particular industries and 
firms. Key interventions are investing in the skills and 
knowledge needed for entrepreneurship, ensuring that the 
regulatory environment is conducive to entrepreneurship, 
and developing financial markets capable of  servicing all 
South Africans. 

THE SCALE OF THE SMALL BUSINESS SECTOR

The private sector in South Africa consists of  2.7 million 
enterprises. Most of  these enterprises – 2.5 million – are 
either informal or micro (employing fewer than five people). 
Only 12 000 are medium or large enterprises. 

Including the owners, these 2.7 million enterprises 
offer employment to 9.3 million people. Approximately 
three quarters of  these are employed in micro and small 
enterprises. Excluding owners, however, micro enterprises 
employ only about 300 000 people. While medium to large 
enterprises employ 2.4 of  the 9.3 million people employed, 

Table 1.1.1: Overview of the private sector in South Africa

Micro/informal Very small Small Medium Large Total

Size of business (number of employees) 0–4 5–19 20–49 50–199 200+

Number of enterprises (’000)

   Formal 212 170 32 7 5 426

   Informal 2 300 2 300

   Total 2 512 170 32 7 5 2 726

Employees and owners (’000) 2 741 2 568 1 539 2 417 9 265

Employees excluding owners (’000) 229 2 398 1 507 2 415 6 549

Gross value added 10% 28% 62% 100%

Sources: Stats SA, SESE (2002) for informal enterprises; DTI (n.d.) for formal enterprises; Stats SA, LFS (2004) for number of employees; DTI (n.d.) for gross value added 
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they add 62 per cent of  gross value added (GVA) by the 
private sector to the economy.

The scale of  the small business sector can be considered 
from three perspectives: how many entrepreneurs or small 
business operators there are; how many small businesses 
there are; and what the contribution of  small businesses is 
to the economy. 

The number of entrepreneurs in South Africa
According to the March 2004 LFS, the labour force was 
12 million. Of  these, approximately 2 million were self-
employed, running a business of  some kind or involved in 
subsistence agriculture; this represents about 6.7 per cent 
of  the 30.4 million people aged 15–65 and 17 per cent of  
the total labour force. This estimate of  the number of  people 
who are self-employed is similar to that provided by the 
Global Entrepreneurship Monitor (GEM) survey. According 
to GEM, approximately 2 million people were involved in 
owning and managing enterprises in July 2004. This is 
slightly but not significantly lower than the LFS estimate. 

Despite the significant number of  informal enterprises that 
exist in South Africa, official enterprise surveys conducted 
by Stats SA do not include informal businesses. Therefore, 
in 2001 Stats SA conducted a survey of  non-VAT registered 
businesses (the SESE) to gauge the scale, importance and 
characteristics of  the ‘informal’ economy. Survey results 
indicated that approximately 2.3 million people were 
running or operating non-VAT registered businesses in 
March 2001.

 
The number of enterprises in South Africa
Individuals can own more than one enterprise and a single 
enterprise can have multiple owners. Consequently, the 
number of  entrepreneurs need not necessarily coincide with 
the number of  enterprises. The LFS does not provide an 
estimate of  the number of  enterprises, nor does the SESE. 
The GEM study is able to control for multiple ownership 
(although not for individuals owning multiple enterprises). 
GEM estimates that the 2 million entrepreneurs recorded in 
the 2004 GEM survey owned about 1.2 million enterprises. 
Given the discrepancy between the GEM estimate of  the 
number of  entrepreneurs (2 million) and the SESE estimate 
of  the number of  informal entrepreneurs (2.3 million), and 
the fact that some GEM entrepreneurs may own more than 
one enterprise, the GEM estimate could be regarded as a 
lower bound for the number of  enterprises in South Africa.

The Companies and Intellectual Property Registration 
Office (CIPRO) provides an estimate of  the number of  

registered businesses in South Africa. This is based on 
companies or corporations registered with CIPRO. According 
to CIPRO (in DTI n.d.) there were 1.3 million companies 
and corporations registered in 2004. Of  these enterprises, 
71 per cent were close corporations, 27 per cent were private 
companies and 1 per cent each were public companies, 
incorporated professionals and not-for-profit companies. 
However, registration with CIPRO does not imply that a 
company is actively trading. Many companies cease to trade 
but remain registered or never begin trading. According 
to estimates provided by Stats SA, based on tax returns 
only 33 per cent of  the entities registered with CIPRO 
are actively trading. This suggests that in 2004 there 
were approximately 410 000 enterprises registered with 
CIPRO that were economically active. However, the CIPRO 
measure of  the number of  businesses is also imperfect since 
it excludes non-registered businesses (at least 2.3 million 
according to the SESE survey), sole proprietors and partner-
ships with unlimited liability. According to the Department 
of  Trade and Industry (DTI), between one third and a 
half  of  all small businesses are not registered with CIPRO 
(DTI n.d: 39). 

In its estimates, the DTI assumes that there are between 
129 000 and 257 000 partnerships and sole proprietor-
ships. Based on evidence from a recent survey conducted 
by the Bureau for Market Research (BMR) for Ntsika and 
the Bureau for Economic Policy and Analysis (BEPA), the 
lower of  these two estimates appears more reasonable 
(Janse van Rensburg 2004). According to this survey, 
which included 1 003 firms in KwaZulu-Natal, the Free 
State and Gauteng, sole proprietorships and partnerships 

Table 1.1.2: Estimated number of 
 businesses in South Africa

Kind of 
enterprise Assumption Low 

estimate 
High 

estimate

Active 
corporations 
and companies 

Stats SA 
estimates correct

429 000 429 000

Sole proprietor-
ships and 
partnerships

30–60% of 
active firms

129 000 257 000

Non-VAT 
registered 
businesses

50–75% of 
2.5 million 

1 250 000 1 875 000

Total 1 807 000 2 561 000

Source: DTI (n.d.) 
Note: The low estimate total is slightly out due to rounding
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represented the equivalent of  32 per cent of  the total 
number of  close corporations and companies. The DTI 
also assumes that the actual number of  non-registered 
businesses is 2.5 million, compared with the 2.3 million 
estimated by the SESE. Of  these, they assume that between 
50 per cent and 75 per cent are actively trading. Based on 
these assumptions, there are between 1.8 and 2.5 million 
actively trading small businesses in South Africa, although 
it seems likely that the lower estimate may be more accurate 
given the finding of  the BEPA-Ntsika-BMR survey that the 
number of  sole proprietorships and partnerships equal 
about 32 per cent of  all close corporations and companies. 

Table 1.1.3 shows the distribution by size of  economically 
active businesses registered with CIPRO. The majority 
(88 per cent) of  all businesses are either micro (49 per cent) 
or very small (39 per cent). Small businesses comprise a 
further 8 per cent of  registered businesses, with only 3 per 
cent being medium or large (2 per cent and 1 per cent, 
respectively). The CIPRO data exclude informal businesses, 
sole proprietors and partnerships; consequently, it is likely 
that the proportion of  all businesses that are micro and 
very small is even higher than suggested by Table 1.1.3.

As shown in Table 1.1.4, the most important sectors 
for formal businesses are financial and business services 
(44 per cent), trade (23 per cent) and manufacturing 
(12 per cent). This is in contrast to informal businesses, 
where trade dominates overwhelmingly (70 per cent).

The economic contribution of small businesses
The economic contribution of  small businesses can be 
measured in terms of  employment and value added. 
According to the September 2004 LFS, the total labour 
force was 11.6 million people in 2004. This includes 
domestic workers and those employed in the public sector, 
including national, provincial and local government and 
government agencies. Adjusting for these, the labour 
force employed in enterprises is approximately 9.3 million. 
Table 1.1.5 shows employment by size of  enterprise and as 
a percentage of  the labour force employed in enterprises 
(excluding the public sector and domestic workers). Micro 
enterprises (0–4 employees) employ approximately 30 per 
cent of  the total (adjusted) labour force, or about 2.7 million 
people. Very small businesses (5–19 employees) employ 
28 per cent of  the total (adjusted) labour force, or 2.6 
million people. Small businesses (20–49 employees) employ 
17 per cent of  the total (adjusted) labour force, or 1.5 
million people. Finally, medium and large businesses 
(more than 49 employees) employ 26 per cent of  the total 

Table 1.1.4: Sectoral distribution of businesses

Sector Percentage 
formal

Percentage 
informal

Agriculture 4% 2%

Manufacturing 12% 9%

Construction 6% 3%

Trade 23% 70%

Transport, storage and communication 3% 3%

Financial and business services 44% 7%

Community, social and 
personal services

7% 6%

Other 1% 1%

Sources: DTI (n.d: 43); Integrated Business Register (in DTI n.d.) 
for formal businesses; Stats SA, SESE (2002) for informal businesses

Table 1.1.3:  Distribution of businesses 
 by size of business

Size of enterprise

Economically 
active businesses 

registered 
with CIPRO

Percentage of 
all businesses

Micro

Very small

Small

Medium

Large

Unknown

Total

212 161

170 338

32 397

6 748

4 596

2 300

428 540

49.0%

39.0%

8.0%

2.0%

1.0%

0.5%

100%

Source: DTI (n.d.: 41)

Table 1.1.5: Total employment by enterprise size

Employment
Employment
(% labour 

force)

Cumulative
(% labour 

force)

Micro 
(0–4 employees)

2 741 000 30% 30%

Very small
(5–19 employees)

2 568 000 28% 57%

Small (20–49
employees)

1 539 000 17% 74%

 Medium and large
(50+ employees)

2 417 000 26% 100%

Total 9 265 000 100%

Source: Stats SA, LFS (2004)
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(adjusted) labour force, or 2.4 million people. Collectively, 
the contribution of  micro, very small and small enterprises 
– 74 per cent of  total employment, excluding government 
employees and domestic labour – is extremely important.

There are no formal estimates provided by Stats SA on the 
contribution of  small businesses to gross domestic product 
(GDP). However, the DTI has used an approach developed 
by Iraj Abedian for a 2001 report to the Policy Board 
for Financial Services and Regulation. This approach is 
detailed and updated in the 2003 Annual review of  small 
business in South Africa (DTI n.d.). According to the DTI 
estimates, micro and survivalist businesses contribute 
approximately 10 per cent of  gross value added (GVA); 
very small and small businesses, approximately 30 per cent 
of  GVA; and medium and large businesses, approximately 
60 per cent of  GVA (see Table 1.1.6).

The informal sector
The informal sector is an important part of  the small 
business sector; if  not in contribution to GVA, then in terms 

of  the small incomes it provides for the millions who 
participate in it. According to the SESE (2002), the primary 
source of  information on the informal sector, there are 
approximately 2.3 million people in South Africa running 
at least one non-VAT registered business for themselves or 
with partners. A small proportion have some kind of  license 
for their business but the majority (93 per cent) have no 
license and are, therefore, strictly informal businesses. 

Fifty-eight per cent of  these businesses are based in urban 
areas. The majority of  informal enterprise owners are 
Africans. Africans constitute 76 per cent of  the total 
population, but 89 per cent of  the people running informal 
enterprises. The majority of  informal enterprise owners 
are women, with 56 per cent of  African enterprise owners 
being women and 61 per cent of  all informal enterprise 
owners being women. (See Table 1.1.7)

Informal businesses are generally low-income survival-
oriented businesses. Sixty-nine percent of  all informal 
enterprises are trading operations. The average turnover of  
informal businesses is R1 146 per month. Urban businesses 
have a higher turnover (R1 522) than non-urban businesses 
(R631), and trading businesses have lower than average 
turnover (R885). 

In addition to relatively low turnover, informal businesses 
do not contribute significantly to employment over and 
above the owner. Only 15 per cent of  the 2.3 million 
informal enterprises actually employ someone apart from 
the owner. This 15 per cent of  businesses employ approxi-
mately 734 000 people; however, only 471 000 of  these 
employees are paid. On average, an informal enterprise 
employs 0.3 people. Average employment of  paid employees 
in enterprises employing workers is 1.3 people per business. 
The average monthly wage per employee is low (R480), and 
very few (less than 10 per cent) of  enterprises provide 
benefits of  any kind. Construction, transport and agriculture 
are the sectors with the highest proportion of  enterprises 
providing employment. While informal enterprises are a 
significant source of  income for between 2 million and 3 
million people (2.3 million enterprise owners and about 
500 000 paid workers), the majority are low-income trading 
enterprises, which do not generate employment except for 
the enterprise owner.

ENTREPRENEURSHIP

South Africa fares poorly when compared to other coun-
tries in the world in terms of  entrepreneurial performance. 
The GEM Total Entrepreneurial Activity (TEA) index, which 

Table 1.1.6:  Gross value added by 
 enterprise size, 2003

Survivalist 
and micro

Very small 
and small

Medium 
and large

Gross value 
added  – 1

13% 31% 56%

   Cumulative 13% 44% 100%

Gross value 
added – 2

10% 28% 62%

   Cumulative 10% 38% 100%

Source: DTI (n.d: 49)
Note: Small businesses’ contribution to GDP is divided into two components: 
total compensation of employees and the gross operating surplus. GVA 1 allocated 
compensation to employees to different types of enterprises according to their share 
in total employment. Operating surplus was allocated according to assumptions about 
profitability using the following weights: survivalist 0.0; micro 0.05; very small 0.05; 
small 0.20; medium 0.20; large 0.50. GVA 2 uses the same methodology but the 
weights used in allocating operating surplus were: survivalist 0.0; micro 0.00; 
very small 0.05; small 0.15; medium 0.20; large 0.60.

Table 1.1.7:  Non-VAT registered businesses 
 by gender and population group

African Coloured Indian White Total

Female 56% 2% 1% 2% 61%

Male 33% 2% 1% 3% 39%

Total 89% 4% 2% 4% 100%

Source: Stats SA, SESE (2002)
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measures the percentage of  18 to 64-year-olds who are 
involved in either starting or managing a business that they 
own (and which is under three and a half  years old), shows 
that South Africa has a relatively low rate of  entrepreneurial 
activity. While developing countries have higher than 
average rates of  entrepreneurial activity, South Africa has a 
below average rate, slightly lower even than the developed 
country average (see Table 1.1.8). 

Figure 1.1.1 shows the relationship between national per 
capita income and total entrepreneurial activity. Entrepre-
neurial activity is highest amongst the poorest countries. 
Entrepreneurial activity rates decline as per capita income 
increases to about US$30 000. However, above US$30 000 
there is evidence that entrepreneurial activity appears to 
rise. South Africa, unlike the other developing countries 
included in the dataset, has much lower than expected 

entrepreneurial activity rates given its level of  per capita 
income. 

Motivation for entrepreneurial activity
The GEM data show that, on average, firms started on 
account of  an entrepreneur pursuing an opportunity 
provide more employment than firms started because of  
economic necessity. Employment levels can be used as a 
proxy indicator for potential of  the enterprise: other things 
being equal, firms with higher employment would be 
expected to generate higher revenues and profits for the 
owner and higher social and economic value added for the 
country. 

Figure 1.1.2 shows average employment per category of  
firm (start-up, new firm, established firm) depending on the 
motivation of  the entrepreneur (necessity or opportunity). 
The two clearest features of  the data are the much higher 
average employment per firm in opportunity firms, regard-
less of  the stage of  development of  the firm, but especially at 
the established-firm level. Secondly, for opportunity firms, 
there is a clear increase in employment per firm as the firm 
moves from start-up to new firm to established firm. The 
average number of  employees per opportunity firm almost 
doubles from start-up to new firm and again from new firm 
to established firm. Therefore, a higher concentration of  
start-up or necessity firms suggests a lower potential for 
economic contribution from total entrepreneurial activity. 

Table 1.1.8:  Total entrepreneurial activity index, 
 2003 and 2004

Highest Lowest Developing Developed South 
Africa

2003 29.3% 1.6% 17.4% 6.5% 4.3%

2004 40.3% 1.5% 21.3% 6.4% 5.4%

Source: GEM Adult Population Surveys, 2003 and 2004
Note: (1) The index reflects percentages of adults starting or running a new business. 
(2) Developing countries included Argentina, Brazil, Chile, Ecuador, Jordan, Peru, 
South Africa, Uganda and Venezuela.

Figure 1.1.1: National economic development and entrepreneurial activity
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Table 1.1.9 presents entrepreneurial activity rates for a 
range of  demographic variables: gender, population group, 
age, location, education, working status and household 
income. Each of  these is dealt with below.

Gender and entrepreneurial activity
Male entrepreneurial activity rates are higher than female 
entrepreneurial activity rates. However, the GEM data do 
not suggest that these differences are significant. There is 
some evidence from the data, however, that the difference 
between male and female entrepreneurial activity rates is 
greater amongst established firms and opportunity firms. 
This provides some evidence that female entrepreneurial 
activity tends to be concentrated amongst start-up and 
necessity-based enterprises of  lower potential. This view 
is supported by evidence from SESE (2002) that African 
females are the largest group of  people running informal 
enterprises.

Population group and entrepreneurial activity 
Africans have the lowest entrepreneurial activity rates. In 
addition, African entrepreneurial activity is more likely to 
be motivated by necessity and is negatively associated with 
the stage of  development of  the firm. 

While African activity rates are the lowest, the rate for 
whites is the highest according to the GEM data. These 
findings are consistent with the surveys conducted in 2001, 

2002 and 2003. They are also consistent with the findings 
of  the LFS. White start-up rates are 1.2 times higher than 
African start-up rates, but white new-firm and established-
firm rates are 2.9 and 4.7 times higher, respectively, than 
African new-firm and established-firm rates. Importantly, 
opportunity is a far more significant driver of  white entre-
preneurial activity than is the case for Africans. (The same 
is true for coloureds and Indians, but to a lesser extent.) 
It is clear, therefore, that African entrepreneurial activity is 
more likely to be motivated by necessity. This is consistent 
with much higher unemployment and poverty amongst 
Africans compared to whites. 

In addition, African entrepreneurial activity is less likely 
to survive the early stages of  firm development. As a result, 
there is an increasing difference between African and white 
entrepreneurial activity rates in new firms and established 
firms. A proxy measure for the start-up survival rate is 
the ratio of  new firms to start-ups. For Africans this ratio 
is 2.8, compared to just 1.2 for whites. 

These findings are indicative of  the historical advantage 
that has accrued to whites, and suggest that African entre-
preneurs are lacking in either skills or access to business 
opportunities, which are more likely to result in the survival 
of  their businesses. Overall, African entrepreneurial activity 
is concentrated in lower-potential start-up and necessity-
based economic activity. These findings are clearly supported 
by the SESE (2002), which found that Africans operated 
89 per cent of  informal enterprises. 

Age and entrepreneurial activity
The pattern between age and entrepreneurial activity is 
consistent with that shown in many other countries 
included in the GEM study. For start-up and new firms, 
entrepreneurial activity rates rise sharply from the age 
group 18–24 and peak in either the 25–34 or 35–44 age 
group before declining again. Established firms show an 
expected increase, with rates peaking in the 35–64 age 
group. Interestingly, the pattern between age and necessity-
based and opportunity-based entrepreneurship is different. 
Necessity-based entrepreneurship appears to drive the 
higher rates of  entrepreneurial activity in the 25–34 age 
group. Opportunity rates do not show the same sharp climb 
as age increases to 25–34, nor do they decline as age 
increases over 44 years. This is consistent with the fact that 
unemployment rates are highest amongst 15 to 24-year-olds 
and decline steadily with age. Presumably, higher unem-
ployment rates are driving necessity-based entrepreneurial 
activity amongst young people, particularly young Africans. 

Figure 1.1.2: Average employment per firm for 
enterprises motivated by necessity and opportunity 

Source: GEM Adult Population Surveys, 2001–2004

Start-ups New firms Established
firms

All firms

1.7

0.6

3.2

2.3

5.8

1.3

5.3

1.7

0

1

2

3

4

5

6

7

Category of firm

A
v
e
ra

g
e
 e

m
p

lo
y
m

e
n
t 

p
e
r 

fi
rm

Opportunity

Necessity



ECONOMIC GROWTH AND DEVELOPMENT14 Economic Transformation Audit 2005 ECONOMIC GROWTH AND DEVELOPMENT 15Economic Transformation Audit 2005

 Table 1.1.9: Total entrepreneurial activity rates by economic development, 2004

 All firms Firm by stage of development Firm by motivation Sample size

 Start-up New Established Necessity Opportunity

All 6.9 3.9 1.6 1.4 2.4 2.8 2 717

Gender

Male 7.5 4.2 1.6 1.7 2.5 3.0 1 350

Female 6.5 3.5 1.8 1.2 2.3 2.6 1 367

Population group

African 6.0 3.7 1.3 1.0 2.5 2.2 2 193

Coloured 7.1 5.5 1.6 0.0 2.4 3.9 127

Indian 8.9 5.3 1.8 1.8 3.6 3.6 57

White 12.9 4.4 3.8 4.7 1.5 6.2 340

Age

18–24 4.0 3.3 0.6 0.1 1.3 2.2 674

25–34 8.7 4.0 3.8 0.9 3.9 3.4 768

35–44 9.0 5.0 1.4 2.6 3.3 2.9 577

45–54 5.8 3.7 0.0 2.1 1.4 2.1 427

55–64 7.0 2.6 1.8 2.6 0.7 3.0 271

Highest level of education achieved

Some secondary 4.8 3.1 0.9 0.8 2.3 1.5 1 750

Completed secondary 9.1 4.9 2.4 1.8 3.1 3.9 735

Post-secondary 16.4 6.9 4.3 5.2 1.3 9.1 231

Location

Rural 3.3 1.5 1.3 0.5 2.0 0.7 991

Small town 7.2 4.7 0.9 1.6 2.3 3.3 642

Metro 10.8 6.0 2.4 2.4 3.0 4.7 1 083

Employment status

Working full or part time 13.4 5.9 3.9 3.6 3.8 5.3 919

Not working 3.9 3.1 0.5 0.3 1.9 1.5 1 297

Retired or student 3.0 2.4 0.2 0.4 1.2 1.6 501

Household income status

Lowest 33.3 percentile 5.5 3.6 1.3 0.6 2.7 1.9 2 026

Middle 33.3 percentile 9.7 4.4 1.7 3.6 1.0 4.4 413

Highest 33.3 percentile 14.3 5.7 4.3 4.3 2.5 6.8 279

Source: GEM Adult Population Survey, 2004
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Education and entrepreneurial activity
Higher levels of  education are associated with higher levels 
of  owner-managed enterprise activity. All-firm entrepre-
neurial activity rates are 3.4 times higher amongst people 
with post-secondary education compared to people without 
Grade 12, and 1.8 times higher compared to people with 
Grade 12. Similarly, all-firm entrepreneurial activity rates 
are 1.8 times higher amongst those with Grade 12 compared 
to those without Grade 12. The effect of  education appears 
strongest amongst established firms and opportunity-
motivated firms, and is absent amongst necessity-motivated 
firms. As one would expect, therefore, education is asso-
ciated with increased probability of  new and established 
firm activity rates and opportunity rates. Necessity-based 
entrepreneurship is negatively associated with increasing 
education beyond Grade 12. Therefore, increasing the 
proportion of  people who complete secondary education, at 
least, is likely to result in increased levels of  opportunity-
based entrepreneurial activity and possibly in increased 
survival rates of  start-ups and new firms. 

Location and entrepreneurial activity
Where a person is located in relation to markets is an 
extremely significant factor regarding the probability of  
their being involved in entrepreneurial activity. All-firm 
entrepreneurial activity rates are 3.3 times higher amongst 
adults living in metropolitan areas compared to adults 
in rural areas, and 1.5 times higher than amongst people 
living in small towns. Likewise, people living in small towns 
are 2.2 times more likely to be involved in owner-managing 
any kind of  enterprise compared to those living in rural 
areas. The effect of  location is particularly apparent in 
established firms and opportunity firms. The evidence 
supports the view that necessity is a more important driver 
of  entrepreneurial activity in rural areas and opportunity 
a more important driver in small towns and particularly 
in metropolitan areas. Rural entrepreneurial activity is, 
therefore, far more likely to be dominated by lower-potential 
necessity-based activity than is the case in large urban 
concentrations, which provide markets, suppliers and 
support services. 

Employment status and entrepreneurial activity
Whether a respondent is working part time or full time, is 
retired or a student, or unemployed or not working is an 
important factor associated with entrepreneurial activity. 
All-firm entrepreneurial activity rates are 4.5 times higher 
for those working compared to those who are retired or 

studying, and 3.4 times higher compared to those not 
working or unemployed. This difference is particularly 
apparent within new firms and established firms. Although 
the difference is slightly more marked amongst opportunity 
enterprise activity, it is also apparent amongst necessity-
based enterprise activity. Employment is likely to increase a 
person’s probability of  becoming involved in entrepreneurial 
activity in a number of  ways: it can provide a person with 
the necessary skills, knowledge and experience to start a 
business; it can increase their access to potential oppor-
tunities; and it can increase their ability to mobilise the 
resources needed to start a business. However, these data 
need to be treated with some caution since entrepreneurs 
may be unlikely to describe themselves as unemployed. 

Household income and entrepreneurial activity
Entrepreneurial activity rates increase with household 
income, particularly opportunity-enterprise activity. Re-
spondents with household incomes in the top 33.3 percen-
tile are 2.6 times more likely than those in the bottom 33.3 
percentile to be owner-managers of  any kind of  enterprise, 
and 1.5 times more likely than those in the middle 33.3 
percentile to be owner-managers of  any kind of  enterprise. 
Similarly, those in the middle 33.3 percentile are 1.8 times 
more likely than those in the bottom 33.3 percentile to be 
involved in any kind of  enterprise activity. This relationship 
is strongest in new firms and established firms. The relation-
ship is driven by opportunity-enterprise activity and is 
absent in necessity-based enterprise activity. Higher house-
hold income, therefore, is positively associated with higher 
levels of  opportunity-enterprise activity and with higher 
rates of  new-firm and established-firm activity. Personal 
savings and loans from family are the most important 
sources of  finance for entrepreneurs, so this finding is not 
surprising. Higher household income could be expected 
to increase the funds available for starting and sustaining 
a business, and this appears to be supported by the data.

South Africa’s entrepreneurs
Orford et al. (2004, 2003) show that, controlling for factors 
such as education and location, differences in entrepre-
neurial activity rates between population groups are 
significantly reduced. This suggests that the higher 
entrepreneurial activity rates amongst whites compared to 
Africans are primarily due to historical advantages that 
whites have had by virtue of  privileged access to quality 
education, their concentration in urban areas and their 
higher household income. Compared to whites, Africans 
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have a younger age profile, are less likely to have access to 
good quality education, are much more likely to be living 
in rural areas or small towns, are much more likely not to 
be working and are much more likely to come from poor 
households. The interplay of  these factors is the primary 
cause of  lower entrepreneurial activity rates amongst 
Africans and, to a lesser extent, coloureds and Indians, 
compared to whites. 

MAKING MARKETS WORK: 
PROMOTING ENTREPRENEURIAL ACTIVITY

Government support to small businesses
The government has devoted considerable resources to 
supporting small business. At a national level, the three 
key agencies have been the DTI, the Ntsika Enterprise 
Promotion Agency (now part of  the Small Enterprise 
Development Agency) and Khula Enterprise Finance. The 
DTI has created a number of  incentive and other support 
programmes for small and medium enterprises. These 
include programmes such as the Innovation Fund, the 
Support Programme for Industrial Innovation, the Partner-
ship in Industrial Innovation, and the Competitiveness 
Fund. Many of  these programmes have benefited small 
and medium formal businesses, including white-owned 
businesses. 

Ntsika and Khula were established as wholesale agencies 
operating through a network of  retail implementing 
agencies. Their intention was to benefit emerging black 
businesses, including but not limited to micro and very small 
businesses. Ntsika was established to address perceived 
market failures in the provision of  business development 
services to medium, small and micro enterprises. It operated 
through a network of  retail service providers including the 
Local Business Service Centres, the Tender Advice Centres 
network and the Manufacturing Advice Centres. Khula 
was established to address perceived market failing in the 
provision of  finance to start-ups and small businesses. It 
offers various loan schemes through retail intermediaries, 
including banks, and runs an entrepreneur mentorship 
scheme. The DTI also provides a number of  incentives 
directly. 

Lack of  adequate data on the impact of  government 
programmes makes it difficult to provide an objective 
assessment of  how effective government support to small 
businesses has been. However, it is possible to use survey 
evidence to assess the reach and perception of  government 
support to small businesses. Most independent survey 

evidence suggests that government support to small 
businesses has limited reach (Berry et al. 2002; Foxcroft 
et al. 2002). 

The most comprehensive survey of  small business opinion 
about government support is provided by the 2004 SME 
Survey, which asked over 2 000 small businesses about 
government support to small business (see Goldstuck 2004; 
Table 1.1.10). Awareness and use of  government pro-
grammes was extremely limited. With the exception of  the 
Sector Education and Training Authorities (SETAs) and the 
Competitiveness Fund, less than 10 per cent of  businesses 
surveyed had used any of  the government programmes. 
Less than 2 per cent of  businesses had used government’s 
flagship programmes like Ntsika and Khula. Small busi-
nesses were also highly sceptical about the value of  govern-
ment support. Sixty-three per cent of  businesses thought 
general government incentives had a negative impact, and 
54 per cent thought government support structures had a 
negative impact. Opinion of  government support did not 
improve amongst those businesses actually using it.

The failure of  government support to small businesses 
should not come as a surprise. Most reviews of  inter-
national experience find that such interventions are char-
acterised by limited outreach, sustainability and impact 
(Ferrand, Gibson & Scott 2004). Similarly, in South Africa 

Table 1.1.10: Small business awareness 
 and use of government support

Government initiative
Businesses 
aware of 

programme

Businesses 
that have used 

programme

Sector Education 
and Training Authorities

61% 32%

Industrial Development 
Corporation

45% 7%

Competitiveness Fund 32% 11%

Ntsika 13% 1%

Export incentives 12% 2%

Manufacturing Advisory Centres 11% 1%

Khula 9% 1%

Business Referral 
and Information Network

9% 1%

Umsobomvu 4% 1%

Source: Goldstuck (2004)
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most reviews of  government support to small businesses 
have found that they suffer from lack of  awareness (out-
reach); uneven distribution (concentration in urban areas); 
high user-costs for searching for services and limited infor-
mation on how to access services; cumbersome administra-
tive procedures, which lead to user fatigue; lack of  sustain-
ability due to high costs and limited capacity; and failure 
to use people with appropriate experience in delivering 
programmes (see Berry et al. 2002).

A new approach to supporting business 
development services
The government has responded to the failure of  its small 
business support programmes by continued institutional 
reforms. The latest is the merger of  Ntsika and the Manu-
facturing Advisory Centres into a new organisation called 
the Small Enterprise Development Agency. However, such 
institutional reforms are unlikely to bring significant change 
unless they are accompanied by a sea change in the way 
that support is delivered. International best practice now 
recognises the limited capacity of  governments and donor 
agencies to deliver direct support to small businesses. 
Instead of  providing direct support to small businesses, 
government needs to concentrate on facilitating the effective 
functioning of  markets. 

Core to this approach is the recognition that commercial 
service providers operating in efficient markets will provide 
better, more sustainable solutions to the needs of  small 
business. However, this is not to deny market failure or to 
simply reduce the government’s role to one of  getting the 
‘macro environment right’. Importantly, the government 
has a key role to play in ensuring that markets are function-
ing effectively. In particular, the government and donor 
agencies have a critical role to play to ensure that markets 
work for the poor, whether the poor are consumers, entre-
preneurs or workers. Ferrand et al. (2004) outline three key 
steps in this approach:

m understanding markets, focusing on factors that inhibit 
 their improved performance and on opportunities for 
 their improved performance;

m developing a picture of  how markets can work more 
 effectively in the future; and 

m acting to build markets by addressing the core issues 
 that will allow markets to become more effective and 
 inclusive.

This approach places a premium on understanding how 
markets currently function. For example, in the market for 
business development services we need to understand how 

and why small businesses access business development 
services. Based on this understanding, we can begin to de-
velop a picture of  how they could work more effectively in 
the future and then we can act to achieve that future. The 
key difference in this approach is that instead of  the govern-
ment or a government-created agency providing products 
or services to small businesses, the government acts to 
stimulate the market for these goods or services. Similarly, 
in the market for financial services the aim should be to 
identify why markets are not working effectively for some 
customers (for example, the poor or small businesses). 
Based on this evidence, appropriate interventions to achieve 
a functioning market can be designed and implemented. 
These might include increased competition in the financial 
markets, introduction of  new technology to deliver services 
to new customers, and reforms in other markets, such as 
property markets, to allow the poor to utilise their assets to 
leverage financial support. Within this context, the remain-
der of  this section considers the three pillars of  entrepre-
neurship – a supportive regulatory environment, building 
skills and knowledge, and access to financial services – and 
how government can intervene in these areas to unleash 
entrepreneurship.

A supportive regulatory environment 
The government has the responsibility to create and enforce 
a relatively simple set of  rules by which all enterprises 
operate. This environment must encourage risk taking by 
ensuring that there is a consistent set of  rules governing 
entrance, operation and exit. It is important that these rules 
encourage competition, since this is the key force driving 
productivity-improving innovation. Key requirements for 
a level playing field are simple entry rules to encourage 
new entrants; simple operating rules, such as disclosure, 
tax and labour legislation; credit rules that make it easy to 
establish creditworthiness and that protect creditors; tax 
rules that are administratively simple and not too onerous; 
and exit rules that encourage failed entities to exit the 
market in an orderly manner. 

In particular, the government and donor 
agencies have a critical role to play 
to ensure that markets work for the 
poor, whether the poor are consumers, 
entrepreneurs or workers
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International evidence suggests that cumbersome regu-
lations are associated with lower productivity, increased 
informality and widespread corruption (World Bank 2004). 
The most comprehensive survey of  the cost of  regulation 
to the South African economy was conducted by the Small 
Business Project (SBP 2005). The SBP survey identifies 
government regulation as the second most important factor 
after weaknesses in the economy limiting firm growth and 
increased employment. The survey identified regulatory 
compliance complexity and black economic empowerment 
and employment equity as the two most important regula-
tory limitations on firm growth. The SBP survey found that 
the average annual cost to businesses in South Africa of  
complying with regulations was R105 174. This represents 
approximately 2.8 per cent of  aggregate turnover among 
formal businesses in 2003. However, these costs are regres-
sive in nature, with the cost of  compliance being dispro-
portionately high in small firms. The cost of  compliance for 
firms with revenue of  less than R1 million is over 8 per cent 
of  revenue compared to 1 per cent for firms with revenue 
of  over R10 million. Clearly, some costs of  compliance are 
fixed but others could be made proportionate to firm size. 

The regulatory environment is one of  the key factors 
influencing the extent of  informality. De Soto (2000) has 
shown that one of  the main reasons for firms remaining 
in the informal (what he calls the ‘extralegal’) sector is the 
high cost associated with becoming legal. Research by 
the World Bank (2004) shows that reducing the number 
of  steps required for business registration, simplifying 
procedures, reducing capital requirements and making the 
process administrative rather than judicial encourages 
business formalisation. The SBP survey included a sample 
of  150 informal businesses. Twenty-eight percent of  the 
sample indicated that government officials had interfered 
with their operations in some way. The median cost of  this 
interference, as estimated by the entrepreneurs, was R652 
per occasion. Eighteen per cent of  the sample had been 
exposed to bribery at a median cost of  R225 (that is nearly 
one third of  the median monthly income) in order to avoid 
prosecution or to be allowed to continue operating. The three 
most common advantages of  formalisation identified by 
these businesses were: increased safety and security, includ-
ing access to insurance; less conflict with the police, 
authorities and competitors; and possible access to govern-
ment aid. The three most important perceived disadvantages 
to registering were: taxes; the expectation of  the costs being 
higher than the benefits associated with registration; and 
increased control by the authorities over the business. 

Together with sector authorities, regulatory bodies and 
business organisations, the government plays a key role in 
setting the regulatory environment. By using its regulatory 
power wisely, the government can have a major, positive 
impact on business formation, growth and formalisation. 
Currently, however, the cost of  compliance is encouraging 
informality and limiting growth. While there have been 
important initiatives by government, notably in the area of  
tax administration, what is needed is a holistic approach 
that entails a move towards regulatory best practice. The 
SBP (2005) highlights five core principles that are involved 
in achieving this:

m Proportionality. Interventions should only take place 
 when necessary, should be in proportion to the problem 
 addressed and should minimise costs.

m Accountability. Regulators must be able to justify 
 decisions and be subject to public scrutiny.

m Consistency. Rules and standards must be harmonised 
 and implemented fairly.

m Transparency. Regulators should be open, and regula-
 tions should be user-friendly.

m Targeting. Regulations should be focused on the problem 
 and should minimise costs.

The regulatory environment is not static and the process 
of  regulatory reform is ongoing. Consequently, a permanent 
process of  regulatory reform needs to be implemented. It is 
necessary to continuously assess the impact of  regulations. 
This can be done retrospectively by surveys, which establish 
the cost to business of  existing regulation. Important as this 
is, it is probably more important to establish the capacity to 
consider the likely impact of  future regulation. This can be 
achieved by establishing a permanent process of  regulatory 
review within government. Such processes review the 
relevance and expected costs and benefits to business and 
society of  all proposed legislation and regulations. In some 
countries, this function is located within the Presidency 
or similar office to ensure a high level of  political support 
for the process. 

Building skills and knowledge
Human capital can determine the potential for a firm’s 
survival and growth. Whether invested in the entrepreneur 
or the workforce, it determines a firm’s ability to innovate, 
thereby influencing competitive advantage. Basic levels of  
education and specific skills, knowledge and experience 
in entrepreneurship are important determinants of  the 
average propensity of  a country’s adults to become entre-
preneurs. Basic education, specialist research and on-the-job 
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training are all important components of  building the 
foundation of  skills and knowledge needed to realise 
entrepreneurial potential.

Skills and knowledge invested in people form the human 
capital base of  a country. There is considerable international 
evidence that investment in human capital through educa-
tion, training and research is linked to economic develop-
ment and to entrepreneurial capacity. The GEM study 
in South Africa (Orford et al. 2003, 2004) shows that 
entrepreneurial activity, particularly higher-potential, 
opportunity-motivated entrepreneurial activity, is positively 
associated with education and people’s perceptions of  their 
own skills, experience and knowledge to start a business. 
South Africa continues to suffer from severe inequalities 
in access to education; this remains a major obstacle to the 
achievement of  higher rates of  entrepreneurial activity. 
There is also evidence that existing entrepreneurs suffer 
from critical skills deficits. For example, the GEM study 
linked lack of  financial management skills in black-owned 
firms to financial distress and lack of  ability to access debt 
finance from banks (Orford et al. 2003). 

One of  the strongest recommendations to have emerged 
from the GEM study in South Africa is the need for more and 
better education. Investment in basic education is a direct 
investment in individuals’ skills and knowledge and will 
increase their ability to find a productive place in the work-
force or to embark on an entrepreneurial venture. The GEM 
study has also recommended that increased emphasis be 
placed on entrepreneurship within the education system. 
Evidence reported by Orford et al. (2004) shows that school-
children involved in selected entrepreneurship programmes 
developed specific skills (financial literacy) and attitudes 
(confidence in their ability to start a business) that are 
known to be positively related to entrepreneurial activity. 
Therefore, key measures that are likely to increase the long-
term supply of  people capable of  becoming entrepreneurs 
are to ensure that a far higher proportion of  South Africans, 
especially Africans, complete Grade 12, while improving 
the overall quality of  school education and emphasising 
effective entrepreneurship education in schools.

In addition to the focus on general education, it is 
important that training programmes for entrepreneurs 
focus on critical skills shortages. In particular, the GEM 
research suggests focusing on financial management skills, 
since these will not only reduce financial distress in small 
black-owned firms but also increase their access to financial 
services. However, it is important that commercial service 
providers deliver this training within a market environment. 

Access to financial services
Access to finance should be addressed within a policy 
framework broader than just ensuring that entrepreneurs 
have access to existing services. This is because lack of  
access to finance is indicative of  a failed financial services 
market, which should be addressed by measures that 
stimulate the effectiveness of  the market rather than simply 
focusing on access to finance. Financial markets capable of  
allocating investment resources are vital to private sector 
growth. Large firms are well serviced but small firms often 
lack access to finance for a number of  reasons. These 
include: higher risk-levels associated with smaller firms; 
higher transaction costs; difficulties that small, medium 
and micro enterprise (SMME) owners have in leveraging 
fixed assets for finance; lack of  SMME lending expertise 
in banks; and SMME owners not having the financial 
and business skills necessary to effectively access and use 
finance. Improving access to finance involves increasing 
the effectiveness of  and access to financial markets rather 
than directly intervening to increase finance provided to 
particular kinds of  enterprise or entrepreneur. 

Lack of  finance is often identified as one of  the most 
important obstacles facing entrepreneurs. Experts inter-
viewed by the GEM study in South Africa regarded finance, 
including access to capital, as the second most important 
factor limiting entrepreneurial activity in South Africa. 
According to the Stats SA SESE (2002), over 60 per cent of  
informal businesses needed finance to start operating but 
only 15 per cent actually borrowed money. Of  the 15 per 
cent, only 5 per cent borrowed from commercial banks. 
The proportion of  formal businesses that have access to 
bank finance is considerably higher. The GEM survey found 
that for a mixed sample of  formal and informal start-up 
entrepreneurs, 27 per cent expected to receive finance from 

Skills and knowledge invested in 
people form the human capital base 
of a country. There is considerable
international evidence that investment 
in human capital through education, 
training and research is linked to 
economic development and to 
entrepreneurial capacity
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banks compared to 54 per cent who expected to use 
their own savings and 37 per cent who expected to borrow 
from family and friends (because entrepreneurs could 
name more than one source, the total exceeds 100 per 
cent). In a separate study of  registered (formal) black-
owned businesses, it was found that over 60 per cent 
had been successful in raising bank finance (Orford 
et al. 2003).

The reliance on personal savings and friends and family 
is consistent with the experience in almost all the other 
countries included in the GEM study and does not indicate 
a particular bias of  the South African financial markets 
against start-ups. Furthermore, evidence from the SBP 
survey suggests that amongst formal businesses access to 
and the cost of  capital are not considered the most impor-
tant problems limiting firm growth. Capital costs and access 
to capital were only the fourth most important obstacle to 
firm growth, after weakness in the economy, regulations 
and labour problems. Less than 10 per cent of  firms 
identified capital costs and lack of  access to capital as the 
main problem limiting growth. 

The SBP survey does not comment on the possible bias 
against black firms in accessing financial markets. A study 
by the GEM team reported in Orford et al. (2003) considers 
access to finance by small black-owned firms. This study, 
which included 224 firms in major metropolitan areas 
in South Africa, found that the financial performance of  
firms and their access to finance were positively related to 
whether they implemented basic financial management 
practices. The study concluded that attempts to increase 
access to debt finance in the absence of  financial manage-
ment training would be counterproductive, leading to 
increased indebtedness and financial distress; the priority
in terms of  these enterprises should be on improving 
their capacity to implement sound financial management 
practices. 

Attempts to improve the effectiveness of  the financial 

services market for small businesses, especially for informal 
and micro businesses, need to bear in mind the fact that 
approximately 50 per cent of  adult South Africans do not 
use formal financial services. It is likely that only a tiny 
proportion of  informal entrepreneurs use financial services 
provided by registered businesses. Thus, the priority for 
these entrepreneurs is not to increase their access to finance 
per se, but rather to increase their ability to access formal 
financial services. Cheaper, more accessible banking services 
are likely to have a more sustainable impact than direct 
measures to increase access to finance. 

Key measures to improve the effectiveness of  the financial 
markets are likely to include: identifying why the un-banked 
are not accessing financial services; using technology 
(mobile banking technology, for example) to reduce the cost 
of  banking for the poor; increasing the level of  competition 
in the banking sector so that banks are encouraged to seek 
new markets; and increasing the flow of  information to 
the un-banked so that they are better equipped to access 
financial markets. It is also likely that reforms outside the 
financial markets are important. De Soto (2000) has shown 
that reforms in property markets can be critical in ensuring 
that the poor are able to use the assets they do own to 
leverage debt finance. In South Africa, reforms in land 
tenure in communal land areas and improvements to the 
functioning of  the secondary housing markets in townships 
appear to be important in ensuring that people are able 
to use their fixed assets to leverage financial support. 

At the level of  formal businesses, the priority again would 
appear to be measures that improve the effectiveness of  the 
market. Increased knowledge by banks about the needs 
and nature of  small businesses is important, as is increased 
knowledge amongst entrepreneurs about how to access 
financial markets. In addition, financial management 
training would be a significant intervention to improve 
financial performance and access to debt finance for formal, 
small black-owned businesses.
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Black economic empowerment (BEE) has never 
been so prominent on government’s policy agenda, 
especially now that the objective is to tie the 
final ribbons around the policy bouquet by the 

end of  2005.
Fundamentally, BEE has become an explicit political 

intervention to ensure that black South Africans can 
participate equitably in the economic activities of  the 
country, from the perspectives of  both income sharing and 
decision-making. The intention, therefore, is appropriate; 
the means to achieving it, however, remain controversial 
and heavily centred on one key element of  BEE, notably the 
transfer of  corporate shareholding to black-owned entities, 
which we focus on here. 

The Broad-based Black Economic Empowerment Act of  
2003 (BEE Act) did attempt, in its scorecard, to give addi-
tional weight to job creation, skilling, employment equity 
and regional needs, but corporate deals have stayed in the 
limelight. Government’s recent interventions, notably the 
BEE Codes of  Good Practice, have introduced new dynamics 
to the BEE ownership terrain, while also trying to address 
some of  the long-standing criticisms of  BEE ownership. At 
this stage in the formulation of  the Codes, it appears that 
the measures being adopted, and especially their regulatory 
formulation, may well reinforce the very problems that 
government is attempting to address. 

Key criticisms of  the Codes are:
m the bias towards ownership; 
m the lack of  sustainability of  BEE shareholding;
m enrichment, opportunism and cronyism;
m fronting; and
m the apparent lack of  productiveness of  BEE invest-

 ments.
Since late 2004, government’s intention to introduce 

the BEE Codes has dominated the empowerment arena. At 
the time of  writing, only the draft Codes on ownership and 

briefing
BLACK CORPORATE OWNERSHIP: 
COMPLEX CODES CAN IMPEDE CHANGE

Jenny Cargill
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management had been released, along with a statement of  
general intentions, the status of  transformation charters 
and sector codes, as well as the establishment of  a frame-
work for BEE rating agencies. The first draft was released in 
December 2004, followed by a revision in June 2005 after 
submissions from the public. Codes for other elements of  
BEE, such as employment equity and affirmative procure-
ment are still pending, with the deadline for all the Codes 
scheduled for the end of  2005.

Besides helping to realise its policy objectives through 
the measures recommended in the Codes, government is 
also hoping that they will create a climate of  certainty for 
business. 

The context of  the draft Codes is important. The Codes 
are a requirement of  the BEE Act, which sets out a very 
broad framework for BEE, and makes provision for the 
establishment of  a BEE Council. The original conception of  
the Codes, therefore, was to provide guidelines or bench-
marks for BEE against which transformation charters and 
the newly proposed sector codes must be aligned, and 
which must be adhered to by state entities. 

The draft Codes on ownership, however, have emerged as 
providing for regulation in considerable detail. As such, 
they are extremely complex – something that will inevitably 
add to the costs of  BEE transactions. It would seem that 
government has reacted to past failures by supporting 
significant intervention in the contractual and commercial 
relationships between established companies and BEE 
entities. This was particularly the case with the first draft, 
which delved into the mechanics of  financial structuring.

THE BIAS TOWARDS OWNERSHIP

BEE shareholding is the high-profile end of  empowerment, 
and this visibility is both to the advantage and disadvantage 
of  empowerment. The visibility of  black corporations and 
individuals in BEE transactions has the political benefit of  
showing that the driving force of  the economy, the corporate 
sector, is not an enclave divorced from the political trans-
formation of  our society. While critics bemoan the limited 
participation of  black executives and companies in the 
economy, which was a motivation for the BEE Codes, the 
fact remains that without the BEE ownership drive to 
date, there probably would not be even the present handful 
of  relatively sizeable black companies ten years after 
democracy. 

However, the benefits of  having a new black elite making 
some inroads into the commanding heights of  the economy 

may well spur discontent among those who remain eco-
nomically excluded ten years on. A substantial proportion 
of  labour, left-wing and populist organisations see little 
distinction between corruption and the sometimes dazzling 
enrichment sponsored by BEE. We are seeing the emergence 
of  an extra-parliamentary left wing, undertaking to organise 
outside of  the structures of  the ANC alliance around 
poverty, service delivery and joblessness. However inchoate, 
this grouping reflects widespread discontent. It finds little 
to approve of  in the multitude of  BEE transactions that 
are unfolding, interpreting them rather as enticing people 
away from a focus on poverty through an intoxication 
with the promise of  enrichment. 

This is poignantly demonstrated in the township protests 
over poor or absent service delivery. Local government 
officials have found themselves fingered for being more 
interested in self-enrichment than in meeting the needs of  
people. The President and other politicians picked up the 
pulse, and put forward a moral message against personal 
greed within the ANC party ranks. More rigour through 
codes or guidelines on participation by party and govern-
ment officials in business is also expected.

In addition, the biased focus on ownership within the BEE 
Codes has been tempered. In the first draft, any company that 
had not brought in black shareholders would be penalised 
by 30 per cent on their positive score relating to other 
elements of  BEE, although the penalty did not apply where 
the other elements had not been realised. This penalty was 
dropped in the second draft.

SUSTAINABILITY OF BEE TRANSACTIONS

A key policy concern appears to be the fact that BEE owner-
ship has already been tested once and failed. A number of  
BEE beneficiaries were caught short when the value of  their 
shares, which acted as collateral against loans, dropped 
sharply as the South African market felt the impact of  
the 1998 Asian crisis that saw the world’s most popular 
emerging markets unravel because of  poor financial 
management. 

This market crash demonstrated the dilemma of  BEE 
ownership policy: that the very motivation for such a policy 
– the absence of  black capital – is the seed of  its downfall. 
Because black South Africans lack capital, the only way they 
can acquire corporate shareholding is through borrowing, 
usually from third parties at high cost. However, share-
holding is the high-risk end of  investment (quite unlike a 
savings account in a bank, for example). Shareholders are 
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the last in line to share in the income of  corporate activity; 
the taxman, employees, creditors and lenders head the 
queue. Hence, conventional wisdom suggests that one 
should invest in the equity markets only an amount that 
one can afford to lose. However, BEE investors did not at the 
time of  the Asian crisis – and still do not – have the capital 
to invest. They borrowed on the basis of  financial struc-
turing that could not sustain itself  in a market downturn. 
Therefore, they failed to service their debt and their share-
holding fell apart. The banks stepped in, taking over the 
BEE shares in lieu of  payment, but the value of  the shares 
had dropped so considerably that the banks themselves 
could not cover the debt obligations and so realised sub-
stantial losses as a result of  the first wave of  BEE. 

Today, however, there is a buoyant mergers and acqui-
sitions market, dominated by BEE transactions, with banks 
once more the willing lenders. Figure 1.2.1 shows not 
only the volatility of  BEE transactional activity but also the 
scale of  change. 

What has promoted the changed scenario? Firstly, 
government has made BEE ownership a much more explicit 
obligation, with the requirement for sector charters and 
now the BEE Codes. Specifically, there has been greatest 
activity in mining and financial services, given:

m the new mining legislation and the associated Mining 
 Charter, which have made BEE ownership a require-
 ment for the conversion of  mining licences; and 

m the Financial Sector Charter (FSC), which, although 
 not yet gazetted as a result of  having to await the final 
 outcome of  the Codes, has triggered the largest BEE 
 deals yet seen, involving the big four banking groups 

 (Standard Bank, FirstRand, Nedbank and Absa) and 
 some of  the life offices, the most notable being 
 Old Mutual. 

The second important shift has been the willingness 
of  the banks to re-enter the market of  BEE lending, but 
with an important change in approach. Today, they will 
lend, but not carry the associated risks of  BEE transactions, 
as they largely did in the first wave of  BEE. As such, the 
companies requiring BEE partners – South Africa’s estab-
lished businesses, referred to as the vendors – tend to have 
to take on some of  the investment risk associated with 
BEE share acquisitions. In practice, BEE transactions are 
facilitated by vendor companies using, for example, price 
discounts, loan guarantees, internal vendor financing at 
favourable interest rates, and financial structuring that 
reduces the direct debt obligations on the BEE companies 
themselves. Effectively, therefore, a subsidy is being provided 
to BEE investors by established business. 

This subsidy or facilitation carries a cost to companies, 
which, due to Johannesburg Securities Exchange listing 
requirements, is now being calculated and disclosed to 
shareholders. Previously, the cost could barely be mentioned 
because of  political sensitivities – reference to cost was seen 
as an implicit criticism of  BEE policy.

What has not changed in the past ten years is the high 
gearing (borrowing) of  transactions and the threat of  this 
to the sustainability of  the BEE shareholding. 

As Figure 1.2.2 illustrates, BEE companies face an esca-
lating debt-servicing requirement throughout the term of  
the debt. This is usually because company performance is 
rarely at a high enough level to service debt at the same 
time as making repayments of  the capital amount. Usually, 
at the end of  the term of  the loan, a BEE company has to 
sell down some of  its shareholding in order to meet its debt 
obligations, and specifically to pay off  the capital amount. 
As such, there is usually a dilution of  BEE shareholding 
over time. This is the case even with facilitation. Facilitation 
only eases the stresses; it cannot remove all the risks 
associated with a BEE investment. 

Ideally, BEE investors hope that when the term of  the 
loan has expired, the blue line in Figure 1.2.2 is above the 
red line (i.e. that company performance has exceeded the 
cost of  capital). For very high growth companies, the pros-
pects are good, but for most companies the likely outcome is 
some dilution of  BEE shareholding. Thus, we embark on the 
process knowing that the level of  shareholding at the end 
of  the period will be lower than when we started. 

Government is endeavouring to change that outcome 

Figure 1.2.1: Reported BEE deals, 1996–2004 

Source: Figures derived from the BusinessMap Foundation
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through a special provision in the BEE Codes – referred to as 
the realisation points. This is perhaps the most fundamental 
change being introduced in the Codes, and the one with 
potentially the most negative consequences. 

The Codes set a fixed ownership obligation on companies 
of  25 per cent, without the provision for these transactions 
to unwind or for dilution of  shareholding over the stipulated 
period of  up to 2014. Therefore, unlike the FSC, if  a 
company loses its BEE partner for whatever reason, it must 
enter another BEE transaction in order to retain its owner-
ship points on the BEE scorecard. This could have significant 
cost implications for companies. 

Further, government has introduced, for the first time, 
the principle of  a successful outcome to BEE investments in 
order to be able to score full points for BEE ownership. In 
the first draft of  the Codes, an unencumbered shareholding 
was required; otherwise, the vendor company would lose 
8 points out of  20 (the total allocated to ownership). 

In the second draft, the unencumbered provision is 
softened: first, there is a 10-year time frame for BEE 
companies to realise the value of  their investment; and, 
second, there may be some encumbrance as long as the net 
equity value of  the BEE investment is positive. Therefore, 
instead of  requiring the BEE investment to be fully paid up 
by 2014, the second draft of  the Codes requires that even if  
there is debt, the net value of  the shares to the BEE entity 
must be positive. If  that is the case, then 35 per cent of  
points relating to ownership can be counted. If  the BEE 
investment is not realised, there is an effective 35 per cent 
penalty to a company in terms of  the scorecard relating 
to ownership. 

There is a key issue of  principle relating to the concept 
of  ‘realisation’, and some practical concerns. 

The issue of  principle relates to shifting the obligation on 
white corporate South Africa from providing their black 
counterparts with facilitated access to shareholding to 
underwriting the success of  BEE transactions. In practice, 
therefore, shareholder compliance will be a moving target 
for companies over the next ten years, depending on their 
BEE investors’ net equity value. In other words, it will not 
be good enough to have concluded a 25 per cent BEE 
transaction today with the best of  intentions. If  market 
conditions change – and usually companies have little 
control over this – companies may find their ownership 
compliance dramatically reduced through no fault of  
their own. 

In essence, the Codes implicitly suggest that the perform-
ance of  companies must be forever upwards, such that the 
blue line (relating to performance) in Figure 1.2.3 is 
sufficiently above the red line (cost of  capital) to ensure that 
the BEE company is left with a 25 per cent shareholding. 

Unfortunately, the smooth blue line does not reflect 
reality; therefore, if  it is to be achieved for the purposes of  
BEE transactions, companies face the prospect of  giving 
away shares at the end of  the day. Effectively, all investment 
and interest rate risk is assumed by the vendor company, 
and not the BEE investor. Such underwriting of  an 
investment adds an additional cost to BEE transactions, 
which companies will price.

Many unintended consequences can flow from this. 
To cite a few: 

The implicit ‘underwriting’ of  BEE shareholding will 

Figure 1.2.2: Debt obligations and company 
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raise the investment hurdle rate – the rate of  return required 
before a company will agree to an investment in South 
Africa. This could have a negative impact on investment 
commitments in South Africa. This is particularly so given 
the already established and high costs of  facilitation. 
Take the Standard Bank for example: the transaction cost 
shareholders 2.8 per cent of  market capitalisation for the 
sale of  just 7.47 per cent equity (i.e. a cost of  some R1.7 
billion). This affects not just existing white shareholders in 
Standard Bank, but also black pension and provident fund 
members, because pension and provident funds invested in 
Standard Bank had their investment devalued (equivalent 
to the cost of  the facilitation) as a result of  the shareholding 
acquired by the BEE investors. 

Add to the ‘underwriting’ and facilitation costs the costs 
associated with the requirement for annual valuations of  
companies in order to calculate realisation points, and the 
hurdle rate for investment in South Africa goes up a little 
bit more. 

A further consequence is conflicting objectives. The 
realisation points are being introduced to try and ensure 
sustainability of  BEE shareholding. However, they contra-
dict the objective for alignment of  risk and reward, sound 
economic sense and growth (a key policy priority, with 6 per 
cent growth now being earmarked by President Thabo 
Mbeki) – issues that will be examined below.

The principle of  risk-taking in BEE transactions is already 
compromised as a result of  black entities usually not making 
any commitment of  risk capital to their investments. Now 
with the promise of  a successful outcome, the BEE entities 
will have even less incentive to make considered investment 
choices. As such, the scope for developing entrepreneur-
ialism through the opportunities of  BEE ownership is 
compromised.

Interestingly, Malaysia’s strongest criticism of  its own 
empowerment policy, the Bumiputra Policy – on which 
South Africa’s is closely modelled – centred around 
behavioural consequences. Former Prime Minister, Mahathir 
Mohamad conceded towards the end of  his term that the 
Bumiputra Policy had failed because it had not created 
entrepreneurs, but instead had created what the Malay-
sians termed ‘Ali Babas’ who simply trade in state licences 
and contracts – empowerment speculators. As Mohamad 
insightfully noted: ‘It is easy enough to promote affirmative 
action, not easy to implement it … Today, they can lean on 
the crutches of  Malay privilege, but crutches invariably 
weaken the users.’

ENRICHMENT, OPPORTUNISM AND CRONYISM 

The ‘enrichment versus empowerment’ contention has 
existed since the inception of  BEE-driven deals. Perhaps 
more key to debating the enrichment of  certain individuals 
is the issue of  value being added by the BEE shareholders 
to the companies in which they invest. If  they added 
discernible commercial value, then the sensitivities to 
enrichment would probably be much less sharp. 

However, the potential to realise commercial value from 
BEE transactions is diminishing. This is a consequence of  
making BEE ownership on overriding obligation on corp-
orate South Africa, leaving little space for BEE shareholding 
to offer competitive advantage. In reality, BEE ownership 
has become a matter of  compliance, a condition needed 
to operate in South Africa – quite contrary to the spirit of  
empowerment that government is hoping to engender.

Therefore, without specific commercial value added, 
there is not a compelling case for enriching an elite, except 
in so far as addressing political imperatives to BEE are 
concerned. The costs of  facilitating BEE transactions are 
an effective subsidy to the BEE investors, which raises the 
question as to who is most deserving of  this subsidy. There 
is a growing view that black South Africans, as a broader 
group, should benefit – hence, the still strong focus on 
broad-based BEE ownership. One trend is towards employee 
share-ownership schemes, as well as the introduction of  
investment trusts with socially responsible mandates. 

Still, many companies remain drawn to the promise of  
political access through their BEE partners, and there 
remains an attraction to transacting with politically 
influential individuals.

It is, of  course, highly controversial to question the value 
proposition of  BEE ownership. Certainly from the perspec-
tive of  black individuals gaining access to these deals, 
there is immediate inherent value in terms of  personal 
opportunity – something that was long denied to the major-
ity of  South Africans. Further, as Congress of  South African 
Trade Unions (Cosatu) economist, Neva Makgetla noted in 
her Business Day column in July 2005: ‘Most black people 
in leadership positions have high incomes, but lack the 
inherited assets of  established (white) elites. That makes it 
harder to maintain an upper-class lifestyle. High unemploy-
ment also means many have lots of  dependents.’ So, the 
roots of  the drive for enrichment are complex and provide 
some justification for it.

However, the offshoot is opportunism, and a blurring of  
the lines between what is acceptable pursuit of  opportunity 
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and what is a misuse of  power and position. 
As Makgetla argues: ‘When the aim is just to trade shares, 

not to set up new production, a backer in the state is 
especially useful. Now, however, both investors and officials 
are genuinely unsure about when that backing becomes 
illegal … the democratic movement has not adequately 
debated consumerism. We lack a shared sense of  the 
appropriate lifestyle for our leaders – so for some, the sky is 
the limit.’

Thus, we see enrichment, opportunism and cronyism 
increasingly converging, with no mechanisms to adequately 
mediate these issues. The problem has gained the attention 
of  President Mbeki, but so far he has deployed strong words 
only, criticising what he calls growing greed within the 
ANC ranks. 

There has been at least one significant missed opportunity 
to make a statement through action, with regard to the sale 
of  Telkom shares. At the end of  2004, the foreign share-
holders, Thintana (involving USA and Malaysian interests), 
announced their intention to sell their remaining share-
holding in the telecommunications parastatal. Out of  
nowhere emerged a consortium of  leading individuals 
including the former Director General of  Communications, 
Andile Ngcaba, who had implemented the sale of  shares to 
Thintana in the first place, as well as President Mbeki’s aide 
in the ANC presidency, Smuts Ngonyama.

Cosatu was blunt in its condemnation: ‘This deal will 
do nothing to help the overwhelming majority of  South 
Africans and it epitomises the very worst form of  so-called 
BEE which benefits only a tiny elite.’ Then, adding insult to 
injury, the state effectively stepped in to support the purchase 
of  the shares by this grouping’s Elephant Consortium. 
Given that the consortium was unable to raise the necessary 
finance in the stipulated time period, the manager of  the 
Government Employees Pension Fund, the Public Invest-
ment Corporation (PIC), bought the Thintana stake to 
warehouse for six months on behalf  of  the consortium 
while it sorted out the financing needed to acquire the 
Telkom shares. So, in a second salvo, Cosatu accused the 
PIC of  misusing workers pension funds.

At the end of  the day, the PIC shaved off  some of  the 
shareholding of  Ngcaba and his consortium partners to 
enhance broad-based benefit. Nevertheless, certain indi-
viduals, such as Ngcaba and Ngonyama, acquired shares 
of  enormous value. Government was in a position to be 
far more aggressive in ensuring broad-based benefit, but 
sought instead to only moderate what can be described as 
a mega-enrichment transaction.

Another source of  discomfort to the unions is the refusal 
to date by government to recognise black pension and 
provident fund shareholding as part of  the BEE ownership 
compact – as is the case in the FSC. However, lobbying 
may see this change. What is missing from the debate is 
an understanding of  the full extent of  black ownership 
in the South African economy. Without really knowing 
who owns what, it is difficult to ascertain what should be 
changed and by how much. It would be extremely helpful 
if  government sponsored some thorough-going research in 
this regard. 

FRONTING

Fronting is a perennial problem, which the Codes have 
earmarked as a key issue to address. They emphasise the 
need for ‘substance over form’, and endeavour to give this 
principle teeth by rating the economic value attached 
to transactions, and not just the voting rights that are 
transferred. Therefore, if  a BEE company acquires a share-
holding of  25 per cent, which transfers 25 per cent of  
voting rights, then 25 per cent of  the economic value of  
that investment (e.g. dividends) must accrue to the BEE 
investor. As such, the Codes endeavour to take away the 
potential to structure a deal with special instruments that 
effectively ensure leakage of  economic value from the BEE 
shareholders. 

However, fronting will remain difficult to manage, as 
much of  it takes place in the arena of  small business, rather 
than among large established corporations. The reason is 
simple: small businesses are ill-equipped to accommodate 
external third-party shareholders, as many are family busi-
nesses; they do not have the resources to pay the costs 
associated with introducing a BEE shareholder, and lack 
the networks or resources to find appropriate BEE share-
holders. 

It is understood that the Codes will make special provision 
for small businesses with regard to BEE ownership, but it 
remains to be seen how this will be done. In the meantime, 
government’s endeavours to prevent fronting are likely to 
be akin to fighting fire with oil.

LACK OF PRODUCTIVE EMPOWERMENT

A new criticism of  BEE ownership concerns the productive-
ness of  these investments and their potentially negative 
consequences for growth and investment. Interestingly, 
the issue was raised in a recent ANC discussion document: 
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A difficult issue to broach, but one that must be confronted, 
is the capital requirements of  financing BEE … The 
financing of  BEE deals that do not necessarily raise 
productive investment levels in the domestic economy is 
therefore a drain on scarce capital assets and will impact 
on the medium-term investment level. This is just one 
example where policy decisions in South Africa sometimes 
contradict each other resulting in the failure to meet 
our most important objectives.

There is another very compelling reason to get BEE 
ownership policy right. Some R450 billion of  capital could 
be tied up in the transfer of  shareholding to black South 
Africans, according to the assessment of  a government 
official responsible for BEE. Meanwhile, government is 
grappling with achieving a new annual growth target of  
6 per cent, at a time when savings are at an all-time low 
(just over 12 per cent of  GDP, when at least 20 per cent is 
required to finance the investment needed to achieve our 
growth needs). 

While BEE ownership answers a strong political need 
right now, the numbers suggest that if  commercial value 
cannot be injected into the process, the net results could be 
extremely negative for the economy in the medium to longer 
term – growth and poverty alleviation could be put at risk. 

The difficulties being encountered in transacting BEE 
ownership agreements and the criticism of  multiplying 
regulations should not suggest a retreat from BEE policy – 
far from it. Rather, they suggest that further considered 
reflection on the direction of  BEE policy and associated 
measures is required. A danger is that for the sake of  
creating certainty, government may perceive it to be too 
late to make changes to the BEE Codes.

There has perhaps been more debate and con-
troversy about government economic policy this 
year than there has been since the Growth, 
Employment and Redistribution (GEAR) policy 

was launched in 1996. Government economic policy 
develops, mutates and ideally gains greater sharpness over 
time. But the more adventurous it becomes, the more it 
raises hackles not only of  the African National Congress’ 
alliance partners, the Congress of  South African Trade 
Unions (Cosatu) and the South African Communist Party 
(SACP), but within the ANC itself. 

The fierce debates taking place this year were fed by 
countrywide protests against inadequate service delivery, 
commonly by ANC municipalities. Such debates have not 
been merely academic but tie into more overt conflicts over 
the presidential succession and centralisation, as well as 
having a hand in the recent wave of  industrial unrest.

The ANC’s July National General Council (NGC) meeting 
was a key forum, with the presentation of  a discussion 
document entitled Development and underdevelopment: Learn-
ing from experience to overcome the two-economy divide, put 
together at the request of  the ANC’s National Executive 
Committee, under the leadership of  Deputy Finance Minister 
Jabu Moleketi. The document and the divergent opinions 
around it are still generating contention, and it is worth 
touching on a few of  the main controversies.

Chief  of  these are labour market reform issues. The 
Moleketi document puts these in the context of  the need to 
raise the rate of  investment, arguing that if  the cost of  
capital is reduced without an accompanying reduction in 
the (mainly indirect) costs of  employing labour, it influences 
investment to be capital intensive and labour replacing, 
instead of  job creating. Rather than arguing for greater 
flexibility across the whole labour market, the document 
suggested a dual labour market approach, where regulations 
and collective bargaining agreements might be relaxed for 
some segments of  the market, such as youth or small 
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business. The proposals inevitably aroused strong protest 
from the left of  the alliance and, on some accounts, 
were thrown out by the NGC meeting. However, limited 
labour market reforms are still very much on the agenda 
of  government, with research under way on possible 
measures.

More fundamentally, the debate about the precise role 
of  the state in economic growth is becoming more public, 
and possibly more heated. A document for Cosatu’s central 
committee meeting, A developmental state for South Africa? 
is a new salvo in the debate. The left has long argued that 
government lacks a serious industrial policy. Essentially, 
that side of  the divide favours a much more strongly inter-
ventionist and protectionist version of  the ‘developmental 
state’, while government remains much more committed 
to the market and to finding means of  enabling and en-
couraging private sector investment rather than directing 
it. Just how government sees that strategy taking shape in 
practice should become clearer later this year; certainly, an 
instrumental role is envisaged for state-owned enterprises. 
But addressing the investment challenge will not be easy 
or uncontroversial.

Nonetheless, it is the need to raise the rate of  investment 
that government has targeted as a key challenge, arguably 
the key challenge, of  macroeconomic policy. We will focus, 
therefore, on the investment challenge at the heart of  
current economic policy developments, not because invest-
ment is the only issue, but because it is now consistently 
top of  the list of  priorities. It also touches on other core 
issues in the economic policy landscape, including the role 
of  parastatals and the question of  government capacity, 
as well as issues around skills, empowerment and equity. 
The vexed question of  the cost to the economy, and specifi-
cally of  lost productive investment engaged in financing 
black economic empowerment (BEE) ownership shifts, is 
now being explicitly discussed within the ruling alliance. 

The focus on investment comes out of  government’s 
commitment to raise the economic growth rate, enabling 
it to deliver on its promises to halve unemployment and 
poverty by 2014. The context of  the policy debate, though, 
is one in which the average growth rate has already risen 
significantly, in large part because of  the success of  earlier 
macroeconomic policy initiatives. The economy grew by 
3.7 per cent in 2004 and is forecast by government to grow 
by a further 4.3 per cent in 2005, averaging just over 4 per 
cent for the next three years. At these levels, employment 
shows growth and unemployment stabilises or even 
declines. But it is estimated that halving it will require 

growth rates to rise to 5–6 per cent. Government has 
recently made it clear that it is targeting a growth rate of  
6 per cent.

Over the past two to three years, government has sharp-
ened the focus on higher investment as the main route 
to higher growth, as well as to sustainable job creation. Its 
target, drawn from the 2003 Growth and Development 
Summit, is to raise investment, measured by fixed capital 
formation, to 25 per cent of  gross domestic product, from 
its current 16.5 per cent.

But how? The question has been the subject of  debate 
and controversy within the ruling ANC and its alliance 
partners. It is also being asked in business circles and is 
being discussed extensively within government itself.

In contrast to the ‘investment strike’ criticisms of  a few 
years ago, government has lately acknowledged that the 
problem is in fact more on the public sector side than in the 
private sector. Investment spending has shown real growth 
for the past five years, with particularly strong increases 
(of  9 per cent or more) in the past two years. However, 
much of  the impetus has come from the private sector, 
which accounts for about three quarters of  capital spending. 
Public sector capital spending, particularly by government 
itself  (as opposed to parastatals) has tended to lag, or even 
stay static, despite government’s expressed commitment 
since 2001 to a more expansionary, investment-oriented 
fiscal policy framework.

Thus, there are two broad (and related) thrusts to the 
strategy that has been developing over the past two to three 
years – one is to raise public sector capital spending to 
complement already quite robust private sector spending; 
the other is to create an environment conducive to yet 
higher rates of  private sector capital formation. The job-
creation imperative runs through both, since ideally policy 
will encourage the kind of  investment that is labour 
absorbing, rather than labour replacing.

While there is broad agreement on the need for higher 
rates of  growth, investment and job creation, the strategies 
government is developing in order to achieve these are 
contested.

At the risk of  stating the obvious, though, policy is 
now clearly premised on an investment-led, ‘supply-side’ 
approach to growth. In other words, for long-term sustain-
able growth, government is not relying on the kind of  
consumer boom that has been a big factor fuelling growth 
in the past couple of  years. Nor does it see interventions 
such as the public works programme as anything but 
shorter-term job creation and poverty alleviation measures.
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THE PUBLIC SECTOR INVESTMENT CHALLENGE

Perhaps the most important policy shift accompanying 
the drive to raise the level of  public sector investment has 
been in the role and status of  state-owned enterprises. 
Privatisation had been sliding off  the agenda for a variety 
of  reasons, including that government no longer needed 
the money, that markets were not conducive and that some 
of  the experiments with privatisation had been less than 
successful. At least as early as 2003 it began to be clear 
that government was no longer committed to the principle 
of  privatising state-owned enterprises. Instead, it was re-
defining them as central agents for economic development. 
That meant essentially that the core operations of  the 
transport and energy utility companies, Transnet and 
Eskom, could not be sold to private owners. A more explic-
itly developmental state needed them to build and upgrade 
the infrastructure required to make it easier and cheaper 
to do business in South Africa. Of  course, they were 
always supposed to be doing that, but the fiscal tightness 
of  earlier years, and their own troubles, had meant the 
parastatals had not invested in any serious way for years, 
running down infrastructure essential to the functioning 
of  the economy.

Government could hardly fail to notice the growing 
chorus of  companies, particularly exporters, complaining 
of  the negative impact on their businesses of  hopeless rail 
and port facilities. It was obvious that without more and 
better infrastructure, South Africa would not be able to 
sustain faster economic growth. This, then, was the new 
role for state-owned enterprises, identified most clearly in 
the President’s May 2004 State of  the Nation address, in 
which cutting the cost of  doing business in South Africa 
and raising the rate of  investment were cited as economic 
policy priorities, with a restructured Transnet and Eskom 
integral to both.

Since then, government has announced R180 billion 
worth of  planned infrastructure spending by the parastatals 
over the next five years. That is in pursuit of  the dual 
objectives of  raising public sector capital spending and 
of  creating conditions that will enable higher rates of  
investment by the private sector.

The same goes for the planned increase in government’s 
own capital spending on economic infrastructure including 
roads and dams, as well as on social infrastructure in areas 
such as education. A theme in the budget speeches of  the 
past couple of  years has been the need for a better balance 
between current spending on social grants, which has been 

rising swiftly, and spending on economic and social infra-
structure. Social infrastructure, in particular solving the 
education and skilling crises, is essential for long-term 
growth. Plans for more government capital spending fit 
that objective.

Crucially, though, all this public sector spending is 
meant to ‘crowd in’ private sector investment. The idea 
is that at least some of  these projects would take the form 
of  public-private partnerships. Private sector finance is 
certainly waiting for public sector ‘lift-off ’. The Growth 
and Development Summit committed the private sector 
to putting 5 per cent of  ‘investible funds’ into socially 
useful investments. Definitions and details of  this have still 
not been ironed out, in part because of  uncertainty about 
whether this was superseded by the 2003 Financial 
Services Charter, in terms of  which South Africa’s finan-
cial institutions committed to spending R85 billion on 
‘transformational infrastructure’, low income housing, 
rural development and empowerment over the next five 
years. As it turns out, the 5 per cent and the charter com-
mitments are not deemed to be the same. Either way, there 
are billions of  rands of  private sector money waiting for 
government to come up with projects in which these funds 
can be invested.

A sense of  waiting tends to prevail in public sector 
infrastructure spending. Naturally, these are large capital 
projects that tend to take a long time to plan and 
implement. What has emerged as a major, even crippling 
constraint, though, is the lack of  capacity and skills in 
government. This is particularly the case at provincial 
and local government level, where much of  government’s 
infrastructure spending should be taking place.

Probably belatedly, government has realised that it has 
little chance of  achieving its investment objectives if  
the institutions are so weak. In deep rural municipalities, 
there are not people with the skills to maintain existing 
infrastructure, never mind to make big decisions on new 
projects. Added to this are persistent problems of  corrup-
tion, especially in areas such as tenders. The Presidency is 
now pushing hard to try to address the skills and capacity 
problems, particularly in local government. But they are 
not easy to solve, and are likely to remain a constraint on 
effective public sector investment for some time.

Government has proved good at fiscal prudence, but 
less good at effective public sector spending, particularly 
capital spending. Whether it can achieve success in the 
latter is what it has to prove in coming years.
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THE PRIVATE SECTOR INVESTMENT CHALLENGE

Public spending and public sector capacity problems are 
factors that are directly under government’s control. The 
challenge of  boosting the rate of  private sector investment 
is in many ways a far tougher one, because it raises hard-
to-answer questions of  what the constraints really are and 
how to go about addressing these so as to create an invest-
ment-friendly environment. Arguably, macroeconomic 
policy has already succeeded in bringing about many of  the 
conditions necessary for investment, including sustained 
lower inflation and interest rates, a balance of  payments 
position that no longer constrains growth, a more open 
economy and a stable financial system.

However, necessary conditions may not be sufficient 
conditions. As economic growth and investment rates have 
increased in the past few years, the focus has increasingly 
been on what would be needed to get ‘lift-off ’ to much 
higher, but sustainable, levels.

The debate is by no means over yet; policy remains 
extremely fluid. There is a nuanced, yet clear, shift towards 
a more interventionist approach by government (some 
would call it the ‘developmental state’ again, though this 
means very different things to different people). The market 
is still seen as paramount. The private sector’s central role is 
not in question. But the policy thrust seems to be towards 
government adopting more of  a leading role in shaping 
investment priorities and seeking ways to ensure that these 
are realised, in partnership with business and with other 
stakeholders, particularly organised labour.

None of  this is particularly new. The notions of  ‘social 
contract’ and partnerships to boost investment, as well 
as of  priority sectors and sector strategies, go back to the 
earliest days of  the democratic government. They are 
certainly there in the 2003 Growth and Development 
Summit agreement. However, a clearer sense seems to be 
emerging from government that not much will happen 
unless it takes the lead.

This was most apparent in the presidential briefing after 
the mid-year Cabinet lekgotla, at which the President 
announced the establishment of  a high-level task team, 
chaired by the Deputy President, to come up with re-
commendations on how to boost investment rates and, 
specifically, where government should be helping to direct 

resources. Significantly, the Presidency indicated that one 
of  the committee’s tasks would be to identify a limited 
number of  priority sectors, more limited than the nine to 
twelve that have been on the list in the past. The task team 
will identify what is required to encourage higher rates of  
investment in those sectors. It is due to report in September, 
ahead of  October’s medium-term budget. At the time of  
writing, therefore, the policy specifics are in flux.

What emerges, however, should address central questions 
about whether government has the will to make and 
implement some of  the tough decisions needed for ‘lift-off ’.

So, for example, as long as there are as many as nine 
‘priority’ sectors, it is unlikely that government can hope 
to make an impact on any one. The question is whether it 
is willing to risk picking a limited number of  potentially 
winning sectors – and whether it can sell this politically, 
not only to its own immediate constituency, including 
labour, but to investors and potential investors here 
and abroad. The bolder the choices, the higher the risk of  
mistakes. Also, any form of  intervention that sees the state 
direct more resources to one sector involves trade-offs 
and could have unanticipated economic consequences. The 
task team’s report will be scrutinised to see whether there 
is the political courage to take such risks.

Moreover, having made choices, government will have 
to commit to doing what it takes to remove constraints 
on investment in the targeted sectors. That could involve 
incentives – a contested issue even within government. 
But it also might have to include other measures that could 
be hard to sell to some in its constituency – more flexible 
employment practices, for example, an issue that is already 
highly contested within the ruling tripartite alliance.

What government seems to have in mind is not possible 
without partnerships. More specifically, if  the private sector 
is not on board, government is unlikely to be able to 
make a significant difference to investment rates. It is in 
this context that the issue of  trust becomes crucial. The 
experiences of  other countries suggest that the quality of  
the relationship between government and business is an 
important factor in determining the outcomes of  policies 
aimed at promoting growth and development. South Africa 
still seems to suffer from a lack of  trust on both sides. 
Addressing this will be vital for any policy interventions to 
have a chance of  success.
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Chapter 2
EMPLOYMENT AND INDUSTRIAL POLICY

CHAPTER OVERVIEW Without employment, the majority of South African households remain trapped 
in poverty. But recent accelerating economic growth has not generated equivalent 
increases in jobs. Rather, the recent slight drop in unemployment, as measured by 
national labour surveys, has more to do with job-seekers giving up hope and leaving 
the labour force than with those who want work finding it, as Rulof Burger’s review of 
the sector shows. How are we to understand this? 

The article by Mills Soko on the Western Cape clothing industry provides some 
insights into how the dynamics of competitiveness, business savvy, incentives and 
regulatory impacts play out at the micro level against the backdrop of globalisation. 
His conclusions indicate that solutions for the structural mismatch in the economy 
between the skills levels of the labour force (mostly low and semi-skilled) and the 
demands of economic competitiveness (requiring high skills) may lie in innovation 
and entrepreneurship, good management and the pursuit of quality, and, above all, in 
a national drive to upgrade the skills of the labour force. 

Cecil Mlatsheni takes this theme further in his article on youth unemployment and 
skilling. He notes the importance of prior work experience, education and skills for 
young people who succeed in finding employment, and the remaining class/population-
group bias that results among the few who do find work. Drawing on international 
experience, he defines a number of policy issues that demand to be addressed.
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The Labour Market Performance Scorecard and 
Star provide a snapshot impression of progress 
towards consistent employment growth over and 
above new entrants into the labour market. While 
employment has grown, the increases in unem-
ployment, and particularly youth unemployment, 
are stark. The lack of improvement in 2005 over 
the previous year is disappointing, given positive 
macroeconomic performance.

INTERPRETATION GUIDE

Desired direction of change

Measurement

Score early 
1990s (=100)

Status 2004

Status 2005

Labour market performance scorecard

Transformation goal Consistent employment growth in excess of new entrants to the labour market

Desired outcome Indicator Status 1990–1994 Status 2004 Status 2005
Direction 
of change

Adequate 
employment growth

Employment 1, 2 9.6 million
(1995)

11.2 million
(2003)

11.2 million
(2004) çè

Private non-
agricultural 
employment 2

6.7 million
(1995)

8.8 million
(2003)

8.9 million
(2004) é

Unemployment 
(expanded 
definition) 3

27.80% 
4 million (1995)

42.10%
8.3 million (2003)

40.80%
8.1 million (2004) é

Absorption of 
first-time entrants

Youth 
unemployment 3

41.50%
2.9 million (1995)

55.40%
5.9 million (2003)

52.90%
5.9 million (2004) é

Broad-based 
employment

Differential 
between male 
and female 
unemployment 3

1.58
(1995)

1.35
(2003)

1.4
(2004) ê

1. Excluding small-scale farmers 
2. Sources: Statistics South Africa, October Household Survey 1995 to 1999; Labour Force Survey, September 2003; Labour Force Survey, September 2004
3. Sources: Statistics South Africa, October Household Survey 1995; Labour Force Survey, September 2002; Labour Force Survey, March 2003; Labour Force Survey, March 2004
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Year review by Rulof  Burger

The Western Cape garment industry: Surviving globalisation 
by Mills Soko

Briefing on the youth labour market by Cecil Mlatsheni 
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Between 1995 and 2002, South Africa experienced 
a dramatic rise in its unemployment rate. After 
increasing from 31 per cent in 1995 to a brief  peak 
of  42 per cent in 2003, the rate appears to have 

settled at around 41 per cent of  the labour force. This growth 
was not driven by job losses – in fact, there was a healthy 
annual employment increase of  2.5 per cent during this time 
– but rather by faster growth in the number of  people seeking 
jobs than in employment opportunities. In the last two years, 
this trend has reversed and unemployment has decreased, on 
account of  both more jobs and fewer jobseekers. At the same 
time, the composition of  employment, unemployment and 
the labour force has changed. 

LABOUR PARTICIPATION AND UNEMPLOYMENT

For most of  the new labour market entrants, their changed 
status represented a move out of  economic inactivity into 
unemployment rather than employment (see Figure 2.1.1). 
Therefore, it is not surprising that the labour force partici-
pation rate has decreased as people give up hope of  finding 
employment. After increasing from 60 per cent to 72 per 
cent between 1995 and 2002, the labour force participa-
tion rate decreased to 67 per cent by 2004. This trend is 
true for both genders and all four population groups. It can 
also be observed that the participation rates for women 
and Africans not only increased by more than the average 
initially, but the subsequent falls were smaller (relative to 
the initial increase) than for any of  the other groups. The 
net result has been a narrowing of  the gaps in participation 
rates between gender and population groups (see Table 
2.1.1).

The stability of  the unemployment rate between 2002 
and 2004 is somewhat disappointing, given the robust 
economic growth of  3.1 per cent per year South Africa 
enjoyed during this period. However, the stability of  the 

aggregated unemployment rate conceals some of  the 
variations that have occurred between groups. While the 
two years following 2002 showed a decrease in unemploy-
ment for men, as well as for the coloured, Indian and white 
population groups, the unemployment rate merely stabilised 
for Africans and continued rising, albeit more slowly, for 
women. A disaggregation by employment sector indicates 
that the economy has experienced a simultaneous expansion 
in formal sector employment and contraction in informal 
sector employment since 2002. Since women and Africans 

review 
LABOUR MARKET AND EMPLOYMENT:
NO GAINS YET FOR AFRICANS FROM LOWER 
UNEMPLOYMENT

Rulof  Burger

Table 2.1.1:  Unemployment and labour force 
 participation rates by gender and 
 population group

 
Percentage of working-age 
population in labour force

Percentage of labour 
force unemployed

1995 2002 2004 1995 2002 2004

Gender

Male 69% 76% 72% 23% 35% 34%

Female 51% 69% 63% 39% 46% 48%

Population group

African 57% 72% 66% 37% 48% 48%

Coloured 69% 77% 71% 23% 32% 25%

Indian 61% 67% 63% 13% 25% 21%

White 68% 74% 70% 6% 10% 8%

Total 
population 60% 72% 67% 30% 41% 41%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)

Figure 2.1.1: Distribution of working-age population

Source: Own calculations from Stats SA, OHS (1995), 
LFS February (2002), LFS March (2004)
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gained more than other groups from the strong growth 
in informal sector employment between 1995 and 2002, 
it can be concluded that job losses in this sector were 
particularly harmful for these groups. 

The unemployment rate decreased or remained constant 
in all the provinces, barring the poorest two: Limpopo and 
the Eastern Cape. The Eastern Cape was the only province 
not to experience rising unemployment between 1995 
and 2002, but it has seen a large increase since then. The 
unemployment rate is currently lowest for the Western 
Cape and Gauteng, the two provinces with the largest share 
of  urban populations. The highest unemployment rates are 
observed in the Eastern Cape, Limpopo, KwaZulu-Natal and 
the North West, all provinces that include areas that are 
former homelands (see Table 2A.1). In the light of  this, it 
is not surprising that unemployment fell in urban areas 
while it rose in rural areas (see Table 2A.2). 

Ever since the 1970s, South Africa has experienced a 
shift in the structure of  production that has favoured more 
skilled occupations at the cost of  unskilled workers. This 
trend continued after 2002. Unemployment has increased 
marginally amongst those with no educational attainment, 
whereas it has decreased slightly for those with a completed 
secondary education and substantially for those with a 
tertiary education (see Table 2A.3). The increase in gradu-
ate unemployment experienced prior to 2002 appears to 
be subsiding. This could indicate an increased demand 
for skilled labour or, alternatively, that tertiary students 
are increasingly responding to labour market signals in 
choosing their area of  study. Although the unemployment 
rate for those with a tertiary education is still higher for 
Africans than for the other population groups, it is encour-
aging to note that there was a decrease in graduate 
unemployment for all population groups. 

However, youth unemployment still appears to be a 
growing problem for the South African labour market. 
The unemployment rate decreases for older age groups, 
and demonstrates a high degree of  stability between 2002 
and 2004 (see Table 2A.4). Therefore, it remains true that 
unemployment is largely a problem of  lack of  employment 
opportunities for new labour market entrants. 

RECENT TRENDS IN EMPLOYMENT

Agriculture’s share of  employment decreased between 2002 
and 2004, reversing the earlier trend of  an increasing 
share (see Table 2A.5). The initial increase was mainly 

attributable to the improved capturing of  informal sector 
activities, including subsistence agriculture, by data collec-
tors, and the recent fall in employment is entirely driven 
by a halving of  reported employment in subsistence agri-
culture (formal sector agricultural employment increased 
slightly). It is uncertain whether this supposed volatility 
in the sector reflects actual trends in the labour market 
or difficulties in accurately estimating informal sector 
employment. Employment in the construction and internal 
trade industries continued its upward trend, whereas 
employment in manufacturing continued to fall. There was 
also an increase in the employment of  community services 
(excluding domestic workers), which could possibly be the 
result of  the government’s growing tendency to view public 
works as a solution to the country’s unemployment woes. 

Employment in skilled occupations increased further 
between 2002 and 2004 (see Table 2.1.2). This is true for 
all population groups, which is consistent with the fall 
in graduate unemployment. Paradoxically, there appears 
to have been an increase in workers who are classified 
as working in unskilled occupations, especially among 
Africans, whereas employment in semi-skilled occupations 
has decreased.

Table 2.1.2:  Occupational composition of employment  
 by population group

Year Skilled Semi-skilled Unskilled

African

1995 5% 54% 41%

2002 5% 61% 34%

2004 6% 55% 39%

Coloured

1995 4% 56% 40%

2002 6% 60% 34%

2004 7% 58% 35%

Indian

1995 17% 75% 7%

2002 27% 67% 6%

2004 28% 68% 5%

White

1995 23% 74% 3%

2002 33% 65% 2%

2004 36% 61% 3%

Total

1995 9% 59% 32%

2002 11% 62% 27%

2004 12% 57% 31%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)
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The South African garment industry received a major blow 
with the ending of  the Multi-fibre Agreement (MFA) at the 
beginning of  this year. More than a decade ago, the MFA – 
concluded under the General Agreement on Tariffs and 
Trade (GATT) and later administered under the World 
Trade Organisation (WTO) – essentially introduced a quota 
system protecting the access of  emerging countries’ prod-
ucts to USA and European markets. The system was 
designed to ensure a smooth transition to more open trade, 
and to protect smaller producers against China, giving 
them time to develop strategies for a post-MFA regime. 
Unfortunately, the South African industry did not take 
advantage of  this respite.

The restructuring of  the world trade in textiles during 
the 1990s added weight to the competitive pressures on 
the South African clothing industry, particularly in the 
Western Cape, where the sector comprises largely small 
and medium businesses. These pressures have unfurled 
against a backdrop of  serious problems and deficiencies 
within the sector, which have contributed to the erosion of  
its international competitiveness. 

The impact on employment in the industry has been 
dramatic, and the public debate has been focused on safe-
guards, given the rising imports. However, the lack of  
competitiveness of  domestic producers may be the real 
underlying challenge facing the sector, particularly since 
tariff  protection for the clothing industry remains very 
high at 40 per cent, both in terms of  other industries 
in South Africa and in the clothing and textile industry 
internationally.

The challenges confronting the Western Cape clothing 
and textile industry are not unique: in many ways these 
challenges – including lack of  capital, low investment in 
technology, innovation and skills development, high costs 
of  labour and capital in relation to output, inflexibility 
of  the labour market, poor industrial relations, outdated 
management practices and insufficient management skills 

and high cost of  compliance with regulations – are themes 
common to South African small and medium manufactur-
ers, drastically affecting their ability to create jobs, indeed 
to survive at all, in the face of  global competition. This 
article explores the convergence of  factors that contributed 
to the industry’s current predicament, and highlights firm, 
industry and state policy options for survival and growth.

THE PROVINCIAL CONTEXT

The Western Cape is regarded as the strongest of  the three 
main clothing and textile producing regions in South Africa 
(the other two are KwaZulu-Natal and Gauteng) and a 
crucial location for the clothing sector. A labour-intensive 
sector, clothing represents 1.8 per cent of  total employment 
in South Africa and, together with textiles, it contributes 
around 13.4 per cent of  overall manufacturing jobs in the 
country (Barnes 2004: 6). 

The clothing industry is an indispensable part of  the 
fabric, so to speak, of  the Western Cape provincial economy, 
employing around 51 000 people (DEDT 2005a). The 
importance of  the Western Cape to the national clothing, 
textiles and leather industries is underscored by the fact 
that the province contributes about 35 per cent of  gross 
geographic value added for textiles, clothing and leather, 
trailed by KwaZulu-Natal with 34 per cent and Gauteng 
with 14 per cent (Morris, Barnes & Esselaar 2004: 28). 

Moreover, the Western Cape is home to over half  of  
bargaining council employees (Morris et al. 2004: 29). 
According to statistics released in 2004, of  the 827 clothing 
firms operating in South Africa, 327 were situated in the 
Western Cape, 239 in the northern provinces, 219 in Kwa-
Zulu-Natal and 42 in the Eastern Cape (Barnes 2004: 5). 

Over 80 per cent of  clothing production output emanates 
from firms in the Cape metropole (Wesgro 2002: 1). This 
high concentration of  production in metropolitan areas 
distinguishes the Western Cape from KwaZulu-Natal, 
which has a more decentralised clothing sector, with some 
factories situated in the Durban metropole and many 
others in the surrounding areas of  KwaZulu-Natal (see 
Skinner & Valodia 2001). 

With its employee profile dominated by women, the cloth-
ing industry is made up of  big manufacturers who operate 
alongside a huge number of  cut-make-trim factories (CMTs). 
Within the Western Cape, there are over 450 CMTs, 
employing over 60 per cent of  the industry’s workers 
(Hluma 2005). Characteristically, these CMTs are small or 
micro enterprises managed by their owners. Some CMTs 

research
THE WESTERN CAPE GARMENT INDUSTRY:
SURVIVING GLOBALISATION 

Mills Soko
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THE END OF QUOTAS

The termination of the MFA at the beginning of 2005 marked the conclusion of one of the most 
controversial provisions of GATT. Promulgated in 1974, the MFA created a general exception to GATT 
disciplines by permitting North American and European producers to impose import quotas on 
textile and clothing goods from exporting countries. 

The decision to eliminate the textile and clothing quota regime constituted a vital part of 
the comprehensive agreement reached at the end of the Uruguay Round trade negotiations in 1994. 
In terms of this agreement, industrialised nations agreed to reduce market barriers to trade 
in agriculture, textiles and clothing in return for developing countries undertaking to sign on to 
international rules on intellectual property protection and services trade liberalisation (see Hoekman 
& Kostecki 2001: 228–229). 

This laid the foundation for the adoption by members of the WTO of the Agreement on Textiles and 
Clothing (ATC) in 1995, which provided for the removal, over a 10-year period, of the considerable 
network of quantitative restrictions that hindered the sales of low-cost textiles and clothing to 
industrialised country markets. The elimination of quotas implied that trade in this sector would be 
subject to the same rules as those regulating all other industrial products. 

The seismic changes brought about by quota elimination have reconfigured the ways in which 
international competitiveness is determined in clothing and textile production. It is a global 
commercial context epitomised by, among other things, the growing automation of manufacturing, 
the international rationalisation and consolidation of the retail industry and the increased integration 
of the clothing and textile sectors through vertical supply chains (Nordås 2004: 6). 

As the Chinese experience has highlighted, the end of quotas has accelerated the migration of 
clothing and textile production to the most competitive developing nations and facilitated the 
emergence of substantial clusters of textile expertise in these countries (Audet 2004: 12). Although 
most production now takes place in the developing world, retail distribution is still dominated by 
huge retailers in the industrialised countries. These retail organisations wield considerable power 
vis-à-vis suppliers, largely because of their ability to gather market intelligence about the latest 
fashion styles and tastes; in this, they are influenced by trends towards product specialisation, 
brand-name products and market segmentation. For this reason, it has become imperative for 
domestic clusters in the exporting countries to cultivate close co-operation with these big retail 
groups (Audet 2004: 19). 

The differentiated nature of the role played by clothing and textile production in the 
industrialisation process today suggests that developing countries interested in pursuing an export-
driven strategy in textiles and clothing must complement their industrial cluster of expertise by 
growing expertise in higher-value-added service segments of the supply chain such as design, 
material sourcing, quality control, logistics and retail distribution. Acquiring these competences will 
necessitate significant investment in the development of service-related skills, knowledge and 
expertise (Audet 2004: 16). 

Even though low wages can still provide developing countries with a competitive advantage in 
global markets, time factors have become more crucial in achieving international competitiveness 
(Audet 2004). In the absence of quotas, trade patterns and location and sourcing decisions in the 
clothing and textile industries have been influenced ever more by such factors as business climate, 
infrastructure, closeness to markets, market access, labour and management, raw-material inputs 
and the level of service provided (see USITC 2004: 8). In sum, success in the clothing and textile 
industries depends on technical knowledge, innovation, efficiency, flexibility and responsiveness. 
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have developed strong relationships with design houses 
such as Barry Cline, Annie Hill and the Foschini Group.

The Western Cape commands relatively high wages – 
surpassing those of  other areas – thanks to the cost of  
semi-skilled labour in the Cape metropole. These high wage 
costs have been blamed for the decline in labour-intensive 
investment in the province (Financial Mail 17 June 2005). 
According to House and Williams (2000: 32), in 1996 and 
2000, the years when the clothing sector in South Africa 
received the most new investment projects (56 and 55, 
respectively), the lion’s share (39 per cent) of  the new 
investment went to KwaZulu-Natal, with the remainder 
shared among the Western Cape, Free State, Gauteng, 
Eastern Cape, Mpumalanga and Northern Cape. 

Reasons given for KwaZulu-Natal’s success in attracting 
the bulk of  the investment include that industrialists and 
producers regarded its cost structure as more efficient and 
that it ‘was a labour abundant province that was not 
unionised to a large degree and employers did not have to 
pay the bargaining council minimum wages, which could 
be an incentive’ (House & Williams 2000: 34). 

Pressures stemming from increased global competition 
have forced big clothing manufacturers to downsize and 
outsource operations to CMTs. This has led to a decline in 
formal employment and a rise in the informalisation and 
casualisation of  labour. Women make up the largest number 
of  workers displaced from formal to informal employment, 
underlining their insecure position and vulnerability to the 
effects of  globalisation. 

While the trend towards labour informalisation and 
casualisation has gained impetus in recent years and has 
assumed new forms, it is not a new phenomenon in South 
Africa; the flexibilisation of  employment can be traced 
to the apartheid years of  migrant and contract labour 
(Valodia 2000: 72). The pattern of  decentralisation and 
fragmentation in the clothing industry has not been as 
marked in the Western Cape as it is in other cities. It is 
estimated that in the Western Cape nearly 96 per cent of  
companies and 98 per cent of  workers are based in metro 
areas (Morris et al. 2004: 32), where wage rates outstrip 
those of  non-metro areas (see Table 2.2.1). 

Unlike the KwaZulu-Natal clothing sector, which has a 
greater export orientation and produces largely for the 
low end of  the market, production in the Western Cape 
is predominantly geared towards the higher end of  the 
domestic market. Barnes (2004: 5) attributes the increased 
export focus of  KwaZulu-Natal companies to their lower 
cost structure, while ascribing the domestic orientation of  

the Western Cape industry to its higher cost structure 
and closeness to retail headquarters. Furthermore, with a 
few exceptions, Western Cape firms have become more 
design-inclined, and they have outsourced their clothing 
manufacturing to CMTs. 

However, both KwaZulu-Natal and the Western Cape 
are markedly uncompetitive in global terms, due to a 
combination of  factors. Relative productivity of  labour is 
a factor, but by no means the only one, and the situation is 
the outcome of  a policy history of  protectionism followed 
by mild liberalisation. 

CRUTCHES MAKE YOU WEAK 

The South African clothing sector developed under condi-
tions of  international isolation, underpinned by and shielded 
from international competition by an import-substitution 
industrialisation (ISI) strategy. ISI policies were expected 
to assist South Africa in developing greater economic 
independence from Britain and to generate productive 
employment for whites in manufacturing, but they increas-
ingly shifted ‘to search for a stimulus to economic growth 
after the easy stages of  import-substitution industrialisa-
tion were completed, and to respond to the overriding 
necessity to ease pressures on the balance of  payments’ 
(Bleaney, Hirsch, Holden & Jenkins 1999: 408). 

Table 2.2.1:  National Bargaining Council wage 
 rates for the clothing manufacturing 
 industry, July 2004 to June 2005

Weekly wages, Western Cape

Metro areas

Head cutter R967.10

Grade A employee R430.10 – R610.95

Machine mechanic R553.36 – R987.30

Factory clerk R402.32 – R505.37

Non-metro areas

Head cutter R678.14 – R687.38

Category A R279.05 – R316.20

Category B R282.34 – R371.95

Category C R315.33 – R482.84

Category D R315.33 – R482.84

Category E R337.01 – R569.68

Clerical R278.23 – R461.39

Source: National Bargaining Council (in Morris et al. 2004: 32)



EMPLOYMENT AND INDUSTRIAL POLICY40 Economic Transformation Audit 2005 EMPLOYMENT AND INDUSTRIAL POLICY 41Economic Transformation Audit 2005

Although the ISI strategy was instrumental in promoting 
industrialisation in South Africa, and in advancing the 
diversification of  the country’s economy (see Nattrass 
1981: 162–163; Holden 1990: 262–265), it had negative 
effects on the economy, including the clothing industry. Not 
only did it induce an anti-export bias in manufacturing, 
it also promoted industrial expansion that was dependent 
on the continuing ability to import capital. The importation 
of  capital-intensive intermediate goods created periodic 
balance of  payments pressures, while the focus on domestic 
production meant that the clothing sector could not develop 
linkages with the world and, by extension, economies of  
scale. 

Because of  the inward orientation of  the economy, the 
industry’s infrastructure was neglected and exposure to the 
international trade environment was limited. Moreover, 
little investment was made towards upgrading the quality 
of  human resources, a crucial ingredient in the successful 
industrialisation policies pursued by the newly industrial-
ised East Asian economies. As such, the clothing sector 
lost out on the opportunities and benefits stemming from 
structural changes in the global economy, typified by trends 
towards globalisation of  production, investment, technology 
and trade flows. 

These factors contributed to the development of  several 
deficiencies that subsequently hamstrung the clothing 
industry, including a lack of  capital, technology and 
innovation, and high costs of  labour in relation to output 
(Barnes 2004: 7). In turn, combined with poor export 
performance, these problems contributed to the general 
decline of  the South African manufacturing industry, the 
deterioration of  which accelerated in the 1980s and early 
1990s (see Industrial Strategy Project 1994: 48–75). 

In an attempt to overcome poor international competi-
tiveness and export performance, the South African govern-
ment embarked upon a comprehensive trade liberalisation 
programme in the early 1990s. South Africa’s offer to the 
WTO comprised a 5-year tariff  reduction and rationalisa-
tion programme. However, exceptions were made for the 
clothing and textile sectors and the automotive industry, 
which were allowed an extra three years to phase down 
tariffs. In addition, South Africa scrapped surcharges on 
imports and abolished several quantitative restrictions 
(Cassim, Onyango & Van Seventer 2002: 11–12). 

South Africa’s accelerated liberalisation programme in 
the clothing and textile sectors – which went beyond what 
was required under the GATT – drew criticism from 
sections of  business and labour, which accused the govern-

ment of  embracing a liberalisation posture that threatened 
the viability of  their industries (Marais 1998: 129). 
According to Morris et al. (2004: 14), 30 000 jobs were lost 
in these sectors between 1996 and 1999 as a consequence 
of  restructuring, although ‘productivity has increased 
through cost-minimisation and downsizing rather than 
production growth’. 

Notwithstanding the extensive liberalisation of  South 
Africa’s trade regime, tariff  protection for the clothing 
industry remains very high. To some degree, South Africa’s 
tariff  rate reflects the still high average tariff  protection 
applied to textile and clothing imports in most developed 
and developing countries (see Table 2.2.2). Nevertheless, 
in spite of  high protection, South African clothing manu-
facturers have found it very difficult to adjust to the 
drastically changed global environment. 

Table 2.2.2:  Simple average tariffs, 
 selected countries

Selected country Tariff percentage 

Australia 20.7%

Canada 18.4%

China 16.1%

India 40.0%

Argentina 22.9%

Brazil 22.9%

Dominican Republic 30.6%

Morocco 49.6%

South Africa 40.0%

Source: UNCTAD (2002)

FUTURE TENSE 

Sustaining the position of  the Western Cape as a higher-
end clothing producer will require considerable investment 
to expand expertise in higher-value-added service segments 
of  the supply chain such as design, material sourcing, 
quality control, logistics and retail distribution (see Audet 
2004: 12). This is necessary if  the Western Cape clothing 
manufacturers are to maintain a competitive edge in the 
domestic market, their primary area of  focus. Achieving 
this will not be easy, though, considering the formidable 
competitive pressures that have been brought to bear on 
the local market by highly efficient low-cost exporters, 
notably China, whose dominance of  the international 
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textile market is being systematically consolidated. Chinese 
seizure of  opportunity is exemplified by its dramatic 
increase in US clothing market share after the elimination 
of  quotas designed to limit Chinese market penetration 
(see Figure 2.2.1).

To become globally competitive, the Western Cape also 
has to bolster its export performance. Between 2001 and 
2002, the real value of  Western Cape clothing and textiles 
exports grew from R908 million to R1 183 million, an 
increase of  over 30 per cent (Morris et al. 2004: 33). 
The majority of  Western Cape exports are basic clothing 
items such as price-driven cotton T-shirts and jeans. Local 
exporters have also developed a reputation for producing 
traditional, higher-value-added items such as men’s suits, 
as well as women’s suits, jackets and dresses (Roberts & 
Thoburn 2002: 40). 

Over the last ten years, exports to the USA have become 
relatively more significant: while clothing exports to Europe 
decreased between 1998 and 1999, exports to North 
America soared by 275 per cent, partly fuelled by the 
African Growth and Opportunity Act (AGOA). The USA 
market is critical to the Western Cape – the AGOA share 
of  clothing and textile exports in the province is 40 per 
cent. However, although South Africa qualifies for clothing 
preferences, it does not enjoy liberal rules of  origin on 
account of  its per capita GDP being over US$1 500. This 
means that the country is not eligible for AGOA’s special 
third-country fabric provision: it can only receive prefer-
ences if  the fabric is produced regionally or bought from 
the USA. These restrictive rules of  origin have resulted in 
the low utilisation of  clothing preferences by South Africa 

(see Figure 2.2.2). For instance, in 2002 South Africa could 
take up only 47 per cent of  the available preferences for 
clothing products (Brenton & Ikezuki 2004: 21). 

The province’s exporters will face more competition in 
both the USA and European markets with the end of  the 
MFA. However, other growing export markets include the 
United Arab Emirates (UAE), Saudi Arabia and Mozambique. 
In 2003, clothing exports to Saudi Arabia increased by 
655 per cent. In the same year, clothing exports elevated 
the UAE from the 23rd to the 17th most important Western 
Cape export destination (Wesgro 2004: 19). This under-
lines the enormous potential of  these two Middle Eastern 
markets for the province. 

Notwithstanding expanding exports from the province, 
general export growth has been constrained by the indus-
try’s disproportionate concentration on the domestic 
market. 

A major problem facing the South African 
(and Western Cape) clothing sector has 
been the paucity of locally or regionally 
produced fabrics. This has hindered 
the sector’s export performance, as 
the availability of local or regional raw 
material is necessary to significantly 
enhance a country’s ability to respond 
to orders with shorter lead times

Figure 2.2.1: USA clothing market shares before and after quota elimination

Source: Nordås (2004)
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A major problem facing the South African (and Western 
Cape) clothing sector has been the paucity of  locally or 
regionally produced fabrics. This has hindered the sector’s 
export performance, as the availability of  local or regional 
raw material is necessary to significantly enhance a coun-
try’s ability to respond to orders with shorter lead times. 
According to Morris et al. (2004: 35), South Africa’s export 
performance has improved where regional fabrics have 
been able to fulfil the AGOA criteria, which underlines 
the need for the country to ‘gain access to export quality, 
competitively priced regional fabrics and yarn that meet 
AGOA requirements’. 

The main sources of  imports of  clothing and clothing 
accessories have been China, Hong Kong, India, Malawi 
and Italy. China is the Western Cape’s biggest single source 
of  imports, accounting for 14.4 per cent of  imports, 
including clothing, footwear and leather goods (Morris et 
al. 2004: 11). Other imports include cotton fabrics from 
Pakistan, India and Taiwan, and synthetic filament from 
Taiwan, the Netherlands, South Korea and the USA. 
Germany and Japan are the largest sources of  unprocessed 
synthetic staple materials. 

There is a case to be made for South Africa – within the 
framework of  the recently resumed free trade area (FTA) 
negotiations with the USA – to push for more flexible 
rules-of-origin provisions in terms of  its AGOA benefits. In 
particular, securing the single-stage transformation rule 
(which requires the garment, but not the yarn and fabric, 

to be produced locally) for South African exports could 
benefit Western Cape clothing producers. Even so, the long-
term sustainability of  the industry resides with developing 
vertically integrated clothing and textiles sectors that are 
internationally competitive, and which are enmeshed in 
regional and global production networks. 

THE INDUSTRIAL JOBS CHALLENGE 

Intense global competition – combined with trade liberali-
sation, rising illegal imports and an unfavourable exchange 
rate – has had a devastating impact on employment in 
the Western Cape clothing sector. The sector experienced 
a decrease of  2.9 per cent in employment between 1990 
and 1995, and a decline of  4.9 per cent between 1995 and 
2001 (Morris et al. 2004: 29). During the 18 months 
between January 2003 and June 2004, the clothing sector 
shed 27 000 jobs nationally, the bulk of  which were lost in 
the Western Cape (DEDT 2005b: 4). This is symptomatic of  
the wider decline of  the manufacturing industry and the 
ascendancy of  the tertiary sector, especially financial and 
business services, in the provincial economy. 

Although manufacturing represents around 20 per cent 
of  the Western Cape economy, it has expanded at only half  
the national rate over the past five years, partly due to the 
decline of  the clothing and textile industries. Formal sector 
employment growth in the province has decreased by an 
average 0.4 per cent each year over the past five years, 
notwithstanding the increase in fixed investment by an 
average 4.2 per cent over the same period (Financial Mail 
17 June 2005). This suggests that while investment has 
been made in manufacturing, this has become more 
capital-intensive: growth has occurred in the capital-
intensive services sectors at the expense of  the labour-
intensive manufacturing industry. Given that these trends 
are poised to continue for many years, and because the 
tertiary sector requires highly skilled labour, a key challenge 
for government and industry is how to provide employment 
for the expanding pool of  unskilled and semi-skilled labour 
in an economy where most of  the growth is in the services 
sector. 

It is difficult to determine the full social and economic 
effects of  job losses in the Western Cape clothing industry, 
partly because no impact studies have been carried out in 
this regard (Morris et al. 2004: 30). Even so, labour market 
trends in the province show that the African and coloured 
populations have been most affected by the province’s 
structural unemployment. Together with a general unem-

Source: USTR (2005)

Figure 2.2.2: AGOA clothing trade values, 
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ployment rate of  26 per cent (albeit far below the national 
rate), the Western Cape has the highest levels of  social 
and economic inequality in South Africa, with about 80 per 
cent of  the unemployed being under the age of  35 and most 
of  them living in the townships or rural areas. In 2000, 53 
per cent of  Africans and 25 per cent of  coloureds in the 
Western Cape were classified as poor (DEDT 2005b: 4). 

A recent review of  the textile industry, undertaken by the 
Clothing and Textiles Service Centre (Clotex), highlighted a 
number of  firm-level problems that have also undermined 
the competitiveness of  the clothing sector in the province. 
First, the growth of  the industry has been stunted by poor 
industrial relations and rigid labour and business regula-
tions. Absenteeism, which can be as high as 18 per cent of  
the workforce, has adversely affected business perform-
ance; its impact has been felt in several ways including 
sick-leave payments, increased production costs resulting 
from unbalanced production lines, low productivity, low 
morale, poor quality clothing and increased unit costs. 
For example, during interviews, an employer said he had 
employed nine drivers to guarantee that his company’s 
minimum requirement of  seven drivers was met (Hluma 
2005: 21).

The unusually high absenteeism levels can be attributed, 
in part, to the authoritarian management culture that 
prevails in some companies and inhospitable working 
environments, but it also reflects the underlying dynamics 
of  the female-dominated clothing industry. As Bhorat 
(1998: 2) puts it: ‘The reality is that most of  the workers 
in the clothing industry are either mothers, wives or both. 
Cultural and social traditions necessitate that these 
workers are both housewives as well as first carers of  their 
children.’ 

Second, poor management capability among CMT own-
ers has contributed towards high levels of  inefficiency, 
epitomised by lost production time, reworks and wastage. 
Compounded by intense competition amongst CMTs, these 
inefficiencies have driven down the unit price of  clothing to 
unsustainable levels and prevented any form of  collective 
bargaining power to take root in the supply chain domi-
nated by the retail sector (Hluma 2005: 11). 

Third, business costs have soared due to red tape asso-
ciated with complying with tax regulations, labour laws, 
Bargaining Council accreditation, and the requirements 
of  the Sector Education and Training Authorities. The 
clothing and textile industry, in particular, has to contend 
with significantly higher than average compliance costs. 
For some CMTs, these costs can be as high as 8.3 per cent of  

total turnover. These figures have been confirmed by a 
study published recently by the Small Business Project, 
which found that compliance costs per head for firms with 
fewer than five employees were ten times higher than for 
companies with over 200 employees (SBP 2004). 

Fourth, the high cost of  capital represents an additional 
obstacle to industry growth. Thanks to the risk-averse 
nature of  domestic financial institutions, CMT owner-
managers have struggled to access the capital necessary to 
meet daily operational needs and to invest in skills develop-
ment and equipment. This lack of  ongoing investment 
in human resources development and technology will 
undoubtedly have a negative impact on industry competi-
tiveness (SBP 2004). 

Fifth, the inflexibility of  the labour market dominated 
many interviews conducted by the author with CMT owner-
managers. Most interviewees pointed out that the inflex-
ibility of  the labour laws had prevented them from hiring 
workers in accordance with production needs and require-
ments. Despite the seasonal nature of  the industry, they 
were still expected to pay labour costs when orders were 
low. They expressed frustration with the ‘costly process’ 
involved in discharging employees on account of  poor 
performance and/or incapacity. Although some were not 
averse to paying a ‘good wage’ to productive employees, 
they wanted to exercise greater autonomy – which the 
current labour legislation does not provide for – in the 
workplace, especially in respect of  dismissing employees 
who were not meeting performance standards. They believed 
that less strict workplace regulation could lead to the 
creation of  more job opportunities in the industry.

THE DOMESTIC POLICY FRAMEWORK

The central framework underpinning the South African 
government’s trade and industrial policies is the Integrated 
Manufacturing Strategy (IMS), which was designed to stim-
ulate competitiveness, create a value-added export-oriented 
manufacturing economy and increase employment. The 
IMS is clustered around eight industrial sectors that are 
expected to benefit from generic support measures aimed 
at encouraging the international competitiveness of  firms, 
including export support, investment support, quality 
improvement, strategy development, research and develop-
ment, and targeted empowerment and small business 
development programmes. 

At a provincial level, the Western Cape government has 
developed an industrial and sectoral policy – the Micro-
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economic Development Strategy (MEDS) – which identifies 
no less than 14 economic sectors (including the clothing 
and textiles industry) that the government believes show 
growth promise and, therefore, has undertaken to support 
(DEDT 2005a). One of  the key policy proposals advanced in 
the first stage of  the MEDS was the introduction of  a sector 
cluster programme to enhance inter-firm and intra-firm 
efficiencies (DEDT 2005a: 15–16). This resulted in the 
establishment by the provincial government of  a clothing 
industry pilot cluster initiative, the Cape Clothing Cluster, 
to make the industry more receptive to the needs of  the 
market. 

The government’s industry-specific approach has been 
inspired by the perceived success of  the Motor Industry 
Development Programme (MIDP) introduced in 1995. The 
MIDP has been acknowledged as very successful, turning 
around an industry unlikely to have survived in any signifi-
cant way without government support. This is reflected in 
an annual average export growth of  36 per cent between 
1995 and 2002, and sustained investment growth during 
this period (Business Day 16 September 2003). However, 
some policy thinkers such as Dave Kaplan have argued that 
the motor industry’s success might stem more from the 
robustness and strong structure of  the sector than from 
government’s interventions (Global Trade 2004). 

In order to enhance the competitiveness of  clothing, 
textile and leather exports, the South African government 
set up the Duty Credit Certificate Scheme (DCCS) in 1993. 
The DCCS allowed exporters to claim duty remission for 
exports. It also permitted producers to sell their duty 
rebates to retailers at a discount. This resulted in abuse 
of  the scheme, with some retailers using duty credits to 
import clothing goods, thereby harming the domestic 
manufacturers. The Department of  Trade and Industry 
(DTI) replaced the DCCS with an Interim Textile and 
Clothing Industry Development Programme with effect 
from 1 April 2005. In terms of  the new dispensation, 
exporters previously qualifying as Level-1 participants – 
namely, those whose export turnover constituted less than 
15 per cent of  total sales turnover during an export period 
– will be eligible for Level-2 benefits. This means that all 
qualifying exporters will be entitled to the present Level-2 
benefits of  25 per cent for clothing, 17.5 per cent for 
household textiles, 12.5 per cent for fabric and 8 per cent 
for yarn. 

Doubts have been voiced, nonetheless, about the efficacy 
of  the government’s export incentive scheme, given the 
unfavourable impact of  the strong rand on the clothing 

industry (see Business Report 19 May 2005). Concerns have 
also been aired about the deluge of  illegal imports, mainly 
from China, that have saturated the South African market. 
As a WTO member, South Africa has recourse to WTO 
safeguard instruments (GATT Articles VI and XIX), which 
can be invoked if  the country deems its trade partners to 
be engaging in unfair trade practices. Furthermore, it is 
worth noting that in its WTO accession agreement, China 
accepted special safeguard rules (including some specific to 
textiles) that could be applied until 2008. These authorise 
WTO member states to impose temporary restrictions 
against Chinese textile exports that they believe to be 
disrupting their markets. However, it is important to note 
that the application of  safeguard measures can be a time-
consuming and costly process that is contingent upon 
certain procedural provisions, including the determination 
of  the extent of  material injury and consultation with 
affected trading partners. Moreover, safeguards should 
be seen as temporary measures and not as a permanent 
solution. 

Trudi Hartzenberg, a trade specialist, has called for 
the shifting of  the debate from the issue of  rising imports 
and safeguards to the problem of  the uncompetitiveness of  
domestic producers, which she has identified as the real 
challenge facing policy-makers and the clothing industry 
in South Africa. She has argued that solutions to the 
problem of  uncompetitive firms should not be sought in the 
realm of  trade policy but in industrial policy initiatives as 
well as firm-level restructuring and productivity improve-
ments. Focusing on industrial policy issues will help not 
only in concentrating the attention of  policy-makers on 
concerns such as the effects of  the strong currency on 
export performance, but also in examining the linkages 
between the clothing and textile industries and those 
sectors that can underpin higher-value-added production 
such as design, marketing and financial services (see 
Business Day 8 February 2005).

STRATEGIC CHOICES 

The Western Cape clothing manufacturers have two choices: 
they can either try to compete at low prices, or they can 
shift to higher-value products. The first option implies 
competing directly with China and other Asian low-cost 
producers. Competing with China would necessitate a 
reduction in production costs. This would not inevitably 
demand wage cuts, which could undermine productivity; 
rather, it would involve, for example, improving the 
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efficiency of  export procedures and significantly reducing 
corruption and red tape. Gains could also be made through 
the conclusion of  trade agreements so as to take advantage 
of  tariff  preferences (Cattaneo 2004: 3). 

Competing at low prices is not enough, though. China’s 
competitive advantage does not lie solely with its cheap 
labour; many other countries, for example Bangladesh and 
Indonesia, have even lower wage costs (see Table 2.2.3). 
What distinguishes China from its developing country 
counterparts is its advanced capabilities: efficient manage-
ment, technical knowledge, higher productivity, fashion 
expertise, shipping connections, a strong industrial base, a 
vast reservoir of  skilled and flexible labour, higher produc-
tivity, a huge internal market and a receptive research and 
development community (Mosely 2004: 2). In sum, Chi-
na’s forte is its ‘ability to make almost any type of  textile 
and apparel product at any quality level at a competitive 
price’ (USITC 2004: 1). This explains why in the post-ATC 
period, China is expected to become the supplier of  choice 
to large American clothing importers and retailers. Taking 
into account the weaknesses of  the South African clothing 
industry, it is inconceivable that Western Cape manufac-
turers could compete effectively with China on price in the 
long-term. 

Table 2.2.3:  Hourly wages for selected 
 countries, 2002

Country Hourly rate 

China US$0.68

Bangladesh US$0.39

India US$0.38

Indonesia US$0.27

Philippines US$0.76

Dominican Republic US$1.65

Mauritius US$1.25

South Africa US$1.38

Source: Jassin-O’Rourke Group (2002)

Although there is no definitive winning strategy, the 
Western Cape clothing sector would be best served by 
pursuing a competitiveness strategy based on high-value-
added products and product differentiation. This would 
demand that the local firms exploit their unique advantages 
and move up the value chain to producing higher-value 
items for the middle and upper class market. Emphasis 
would be placed on improved product quality, better 

specialisation of  production, niche areas and ethical label-
ling. There would be adjustment costs, but South Africa has 
to find its competitive advantage in the global production 
chain. For instance, given that USA clothing importers 
would like to mitigate the risk of  sourcing goods only from 
China (USITC 2004: 23), the Western Cape could position 
itself  as a second-tier supplier to American clothing com-
panies and retailers in niche goods and services. 

Locating the Western Cape as a higher-end clothing 
producer, however, will demand enormous investment in 
higher-value-added service segments of  the supply chain 
such as design, material sourcing, quality control, logistics 
and retail distribution. This is necessary if  local clothing 
manufacturers are to sharpen their competition in the 
domestic and international markets. With stable macro-
economic policies and adequate targeted investment, the 
domestic industry could profitably exploit the opportunities 
spawned by the transformed global clothing and textiles 
environment. 

IMPROVING GROWTH AND COMPETITIVENESS

The Western Cape clothing sector is endowed with a 
number of  competitive strengths including: the compliance 
of  most firms with international social standards such 
as labour and environmental codes; the location of  domes-
tic manufacturers close to customers, which enhances 
communication; and cheap utility costs such as electricity 
(Ralis 2004: 17). Also, the sector has done superbly in 
terms of  capacity utilisation – average utilisation rates 
hovered around 85 per cent during the 1990–2003 period 
(Barnes 2004: 4). Furthermore, the clothing industry 
has cultivated strong relationships with European and 
North American buyers, a key precondition for success in a 
commercial setting where retail distribution is dominated 
by large retail groups (Morris et al. 2004: 36). 

Yet these advantages run the risk of  being offset by 
several competitive weaknesses at firm and government 
levels. Overcoming these deficiencies is essential to improv-
ing the local industry’s growth and global competitiveness. 
For this reason, firms and the government ought to tackle 
problems that stifle the industry’s growth. 

At firm level, there is a need to address the problem 
of  poor industrial relations and high absenteeism in the 
Western Cape clothing sector. Some of  the solutions 
proposed during interviews with CMT owner-managers 
involved working with businesses and unions to educate 
workers on the impact that high levels of  absenteeism 
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was having on companies and the industry more broadly. 
This could be achieved through the Clotex mentoring 
programme, organising information sessions, publishing 
facts and figures, and working with CMT owner-managers 
to identify the underlying factors contributing to absentee-
ism, such as inadequate working environments, low 
motivation due to poor management practices, insufficient 
training and stress (Hluma 2005: 23).

The unsatisfactory management skills of  CMT owner-
managers ought to be dealt with. The Clotex mentoring 
programme provides an encouraging example of  what 
can be done to raise the levels of  managerial competency 
in clothing factories. Delivered to CMT owner-managers, 
supervisors and machine operators, the programme has 
improved the confidence of  participants by developing their 
capabilities and introducing new ways of  working. 

In the course of  gaining a greater understanding of  
the operational environment and industry challenges, 
CMTs are coached to focus on creating greater internal 
efficiencies by, for example, limiting down time through 
balancing the production line, forward planning and cost-
control management. This approach to mentoring has 
yielded some impressive turnaround figures, with average 
efficiency rates increasing from 35 per cent to 75 per cent, 
clothing reject percentages being reduced from 45 per 
cent to 3 per cent, and 1 104 jobs being sustained during 
2004/5 (Hluma 2005: 7–12).

Judging by the variety and quality of  short courses Clotex 
members attend, there appears to be recognition of  the 
importance of  high-calibre managerial expertise in the 
clothing industry. Attended by over 764 SMMEs during 
2004 and 2005, these courses vary in length, ranging 
from one-day production planning courses to a six-month 
Business Management Programme. The training courses 
focus on a range of  industry-specific issues, including 
costing, middle management supervisory training, cloth-
ing construction, pattern making and machine mechanics. 
They are presented by lecturers from leading Western Cape 
academic and business institutions, notably the University 
of  Cape Town’s Graduate School of  Business, the Cape 
Peninsula University of  Technology and Bagraims Attorneys, 
a firm specialising in labour law. Participants are drawn 
from diverse backgrounds, in terms of  learning and experi-
ence, and business types, from small CMTs with one or 
two employees to big design houses and manufacturers 
like the Foschini Group. 

While the interviewees agreed that employee skills levels 
in the clothing factories were generally good, and in some 

ways compared favourably with those of  international 
competitors, it was felt that further training needed to be 
undertaken to develop the local workforce’s expertise in the 
higher-value-added segments of  the supply chain. Skills 
upgrading and retraining was also required to facilitate less 
painful adjustment for workers displaced by competition. 

Also requiring attention is the lack of  access to capital for 
SMMEs in the industry. South African banks are extremely 
risk-averse, which makes it very difficult for businesses 
to secure finance, and even more so for those that are 
perceived to be operating in a high-risk industry such as 
the clothing sector. Nearly all the CMT owner-managers 
interviewed pointed out that the difficulties they faced in 
securing finance diminished their ability to compete in the 
market, especially considering the high cost of  technology 
and machinery. A recommendation was made that Clotex 
should explore the option of  developing relationships 
with key banks and other lending agencies to assist CMTs 
that meet agreed criteria to access finance through banks 
or other government-sponsored agencies and NGOs, for 
example Khula, Khethani Business Finance, iKapa/ABSA 
Capital Fund and DTI grants (Hluma 2005: 22). 

Significantly, some CMTs have managed to alleviate 
their financial constraints through working arrangements 
with design houses, which have provided finance for 
machinery and other operational requirements. Such 
arrangements, though, have tended to undermine the 
operational independence of  CMTs: typically, design houses 
have provided finance to CMTs on condition that these 
CMTs act as their exclusive suppliers. Making finance 
more accessible to the industry is, therefore, essential to 
the sustainability and growth of  small CMTs. It is also 
important to give greater consideration to consortium 
purchasing and the clustering of  resource needs. Clotex’s 
recent consortium purchase of  thread, the second highest 
overhead after labour, is a good example of  the type of  
innovative approaches to financing that can be imple-
mented in this fragile industry.

Further, it is necessary to inculcate a culture of  entre-
preneurship in the clothing industry. According to Bear 
Khumalo, venture capitalist and owner of  Siga Capital, 
the stagnation of  the Western Cape clothing sector can 
be attributed to some extent to ‘entrepreneur fatigue’ – 
companies have made their financial fortunes and no 
longer have the inspiration to continue in the clothing 
business (Financial Mail 27 May 2005). Entrepreneurship 
development has been a vital element of  successful small 
and medium clothing and textiles businesses in Europe 
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(Audet 2004: 23). The government has an obligation to 
foster a financial and legislative environment for the next 
layer of  entrepreneurs to emerge in the clothing sector. This 
means, among other things, supporting the development 
of  education and training schemes for emergent entrepre-
neurs and doing away with the red tape that threatens 
the survival of  SMMEs. 

Entrepreneurship was mentioned as an important 
success factor in interviews with CMTs. Clotex’s business 
development activities include community projects and 
linkage programmes designed to develop and transfer 
entrepreneurial skills to various communities. In this area 
of  work, Clotex has sought to extend its efforts beyond the 
Cape Town metropolitan area by forging strategic partner-
ships with community stakeholders. Projects undertaken 
over the past year have included a sewing project with Ipi 
Tombi Clothing, the only clothing manufacturer in Caledon 
(one of  the areas in the province with high rates of  
unemployment), an industrial sewing project with Blue 
Bell Clothing in George (which was undertaken in colla-
boration with the George Municipality) and technical skills 
training to the Self-employed Workers Union in Gugulethu. 
Other communities that have benefited from Clotex 
interventions are Khayelitsha, Kraaifontein, Mannenberg, 
Langa, Phillipi and Beaufort West (Hluma 2005: 17).

There is a need for retail stores and design houses to 
improve their relationships with CMTs (Ralis 2004: 22). 
In particular, work-supply arrangements between CMTs 
and design houses should be improved in order to reduce 
CMT down time and ensure that delivery times are met. 

Provincial and national governments must work with 
the private sector to upgrade the country’s transport and 
logistical infrastructure. Even though buyers and companies 
polled in a survey did not cite shipping times from South 
Africa to the USA market as a particular disadvantage 
(USITC 2004: 41), there is immense scope for improving 
logistical arrangements in the country, especially in terms 
of  the dependability of  transport infrastructure, efficiency 
in customs procedures and the reduction of  port delays. 
Failure to reduce longer lead times could jeopardise South 
Africa’s ability to compete in the lucrative markets of  the 
USA and the European Union.

The issue of  high logistical costs in South Africa was 
highlighted as a matter of  concern. The South African Port 
Operations calculated that transport costs constitute 14.6 
per cent of  GDP, and they believe that this figure should be 
reduced to between 4 per cent and 6 per cent in order to 
‘drive growth, promote trade and remove waste in the 

supply chain’ (Business Report 8 June 2005). South African 
goods labour under the disadvantage of  the fact that 
transit, freight and duty amounts to 29–39 per cent of  
their cost, whereas the ‘goods share’ for North American 
Free Trade Agreement members is under 4 per cent, and 
China’s is under 27 per cent (USAID 2003). Tied to the 
issue of  logistics are South Africa’s prohibitive telecommu-
nications costs, which have also hampered the competitive-
ness of  South African business. South Africa has one of  the 
highest broadband prices when compared with the USA 
and European countries (Mining Weekly 18 July 2005). 

The government should further explore the route of  
exploiting trade agreements with South Africa’s key trade 
partners to encourage the integration of  the local clothing 
industry into global supply-chains and redistribution net-
works, and advance knowledge and technology transfer, 
possibly through strategic partnerships or joint ventures 
with foreign firms. Furthermore, there is scope for using 
regional economic integration in southern Africa to develop 
a regionally integrated clothing and textile supply chain, 
and to promote economies of  scale and economic diversifi-
cation among South Africa’s regional neighbours. Trade 
agreements can also be used to encourage export-oriented 
clothing and textile firms with niche capabilities to export 
to developing countries such as Brazil (Roberts 2004: 20). 

Finally, a concerted effort must be made to stem the tide 
of  illegal imports that have flooded the South African 
market, and which have been blamed on porous borders 
and the under-invoicing of  the value of  imports. Recognis-
ing the seriousness of  the problem, and the incalculable 
harm it is doing to the South African economy, the 
South African Revenue Service has put measures in 
place to tackle it, including destroying impounded goods, 
limiting the points of  border entry, improving technology, 
withdrawing concessions for second-hand clothing, and 
applying tariffs and duties more rigorously.

STRATEGIC CO-OPERATION IS ESSENTIAL

The restructuring of  the global clothing and textiles 
trade within the context of  WTO liberalisation has brought 
immense competition to bear on the South African market. 
Against this backdrop, the Western Cape clothing industry 
has been forced to grapple with a myriad of  concerns: a 
failure to generate sufficient labour-intensive investment; 
poor international competitiveness; low-quality products; 
an inadequate skills base; outmoded business models; 
outdated factory equipment and technology; inept manage-
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ment; high rates of  employee absenteeism and low morale; 
the growing informalisation and casualisation of  labour; 
downsizing and retrenchments; and factory closures. 

The problems afflicting the clothing industry in the 
province are a result of  a confluence of  significant changes 
that have occurred in the international and South African 
political economies over the past decade. These changes 
have transformed the ways in which clothing and textile 
production are organised and how international competi-
tiveness is conceptualised and configured. They have also 
brought to the surface structural problems and weaknesses 
in the local clothing industry that took root during 
the apartheid era and which became pronounced in the 
post-1994 period. 

Considering the deficiencies of  the South African 
clothing industry, it is inconceivable that the Western Cape 
manufacturers could compete successfully on price with 
low-cost Asian clothing producers like China. However, a 
competitive strategy could be based on high-value-added 
products and product differentiation. Accomplishing 
success will depend on the extent to which the key domestic 
partners – government, business and labour – are able to 
work together to address the firm-level and government-
level problems that have stunted the growth of  the clothing 
sector and eroded its competitiveness. Moreover, it will 
hinge upon whether these stakeholders are able to forge a 
shared vision for the clothing sector in the South African 
economy under conditions of  globalisation. 
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New labour market entrants face a very hostile 
reception. Youth unemployment is estimated 
at 47 per cent using the narrow definition of  
unemployment, and over 60 per cent using the 

broad definition.
The equivalent rates for the population overall are 

estimated at 27 per cent and 41 per cent (Stats SA, LFS 
March 2004, LFS March 2005). Of  the estimated 826 000 
youths who enter the labour market each year, only 37 per 
cent find employment (Stats SA, LFS March 2004). Hardest 
hit by unemployment are black youth labour market 
participants. According to the latest figures, the unemploy-
ment rate among Africans is estimated at 31.6 per cent 
using the strict definition, compared to 19.8 per cent 
among coloured individuals, 18 per cent among Indians/
Asians and 5.1 per cent among white individuals (Stats SA, 
LFS March 2005). 

This is despite the fact that, on average, young South 
Africans are better educated than older South Africans, 
and roughly 500 000 job posts are vacant (Iraj Abedian, in 
Mail & Guardian 16 August 2005). The question, therefore, 
is what influences the successful employment of  black 
youth. 

An important factor that influences employability at 
all levels is work experience. There is a vast literature on 
the benefits of  early work experience, defined as part-time 
work while still at school, in particular. Early labour market 
experience has been documented as beneficial in easing the 
transition from school to work. It is said to help in choosing 
a career path or in ruling one out, and in instilling a 
number of  desirable qualities that have a positive bearing 
on adult employment later (Meyer & Wise 1982; D’Amico 
1984; Michael & Tuma 1984). In addition, the positive 
personality traits fostered by early work experience are 
likely to be beneficial to school performance (Bowles & 
Gintis 1976). The reason for this is that early work experi-
ence is said to encourage dependability, self-confidence, 
punctuality, an increased understanding of  consumer and 

money matters, and the ability to take responsibility and 
stick to a task.

There is international evidence that high school graduates 
who worked while at school tended to experience lower 
unemployment and obtain better quality jobs compared to 
their counterparts who had not worked while at school 
(Johnston & Bachman 1973; D’Amico 1984). Part of  the 
problem in the poor employability of  black youth relative to 
white youth in South Africa can be found here. Analysis of  
the recently publicly released Cape Area Panel Survey 
(CSSR & SALDRU 2002) data reveals that white youth (and 
coloured youth to a lesser extent) make a gradual transition 
from school to work, whereas African youth to a large extent 
are either engaged exclusively in studies or are unemployed. 
According to this data, only 1 per cent of  African youth are 
simultaneously studying and working, while the corre-
sponding figures for coloureds and whites are 7 per cent 
and 19 per cent, respectively. In so far as the purported 
benefits of  early work experience hold, it would stand to 
reason that under these circumstances black youth are at a 
significant disadvantage when entering the labour market. 

MARKETABLE CHARACTERISTICS

Ideally, youth who are studying and want to work at the 
same time should have the opportunity to do so, in order to 
derive any of  the benefits of  early labour market experience 
espoused in the literature. However, of  greater concern is 
the issue of  youth who are neither studying nor working. In 
South Africa, significant percentages of  youth above the 
age of  15 are neither working nor studying. 

Drawing upon the CAPS data set as a specific example, we 
see that 57 per cent of  non-studying youth in the sample 
are unemployed. Of  course, there are huge differences 
between population groups. Unemployment is virtually 
zero for whites, and is highest for Africans. Furthermore, 
of  the non-studying youth, only 25 per cent of  Africans, 
compared to 63 per cent of  coloureds and 93 per cent of  
whites, had worked within the 12 months prior to the 
interview. Factors that shape this outcome are most likely 
that white youth have better contacts, are more conveniently 
situated for successful job search and possess a greater share 
of  the work-related characteristics sought by employers. 
These statistics are cause for concern, as the psychological 
costs and impact on future employability of  long-term 
unemployment early in youth’s lives are substantial 
(Winefield, Tiggemann, Winefield & Goldney 1993).

Literacy experts, however, locate the source of  the 
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problem far earlier in black schooling. The average 
language age of  7-year-old pupils from disadvantaged 
backgrounds is reported to be equivalent to that of  3 to 
4-year-olds (Daily News 27 September 2004). Taking the 
Western Cape as an example, a mere 32 per cent of  Grade 3 
pupils can read at the level set in the national curriculum, 
while only 37 per cent meet the numeracy expectations. 
The implications of  these findings are that children in such 
circumstances are trapped in catch-up mode for most or all 
of  their schooling and will not reap the full benefits of  their 
education, irrespective of  its quality. At the heart of  this 
issue is investing in pre-school education in a similar 
manner to how the Rally to Read Project is engaging with 
primary schools. 

AGGREGATE DEMAND AND SKILLS

Ultimately, the biggest factor influencing youth employ-
ment is aggregate demand. With insufficient demand for 
labour, no amount of  youth preparedness is going to lead 
to greater employment. However, the issue is not straight-
forward – among the constraints to increased business 
activity within the economy, as cited by firms themselves, 
is a shortage of  appropriately skilled personnel (Chandra 
& Nganou 2001). It follows that the higher the skills level 

of  the labour force the greater the likelihood of  increased 
labour demand, holding other influences constant. 

Thus, the drive to improve skills levels is not misplaced, 
even though trends such as a steady increase in graduate 
unemployment since 1995 are observable. Indications from 
official labour market statistics are that the economy is 
in the process of  reversing the employment losses that were 
associated with the restructuring of  the economy, with the 
expectation that more skilled labour will be drawn into 
employment (Mail & Guardian 26 May 2005). Indeed, 
results from the March 2005 Labour Force Survey indicate 
that the number of  employed individuals rose by 500 000 
in the period March 2004 to March 2005. In the period 
September 2004 to March 2005, the industries that 
recorded the largest employment gains were agriculture 
(up by 107 000 jobs) and trade (up by a similar amount). 
Mining posted modest gains of  21 000 jobs since September 
2004, bringing employment within the sector to 426 000.

As a means of  gauging the relationship between levels of  
education and employment, Tables 2.3.1 and 2.3.2 display 
the composition of  the labour force by level of  education. 
These statistics provide a rough guide to the employment 
prospects youth are likely to face depending on their 
education levels. It is quite apparent that by both 
definitions of  unemployment, unemployment is highest for 

Table 2.3.1: Composition of the labour force by level of education 

Level of education Employed 
Unemployed 

(strict definition)
Unemployed 

(expanded definition)
Labour force 

(expanded definition)

None 748 000 199 000 435 000 1 183 000

Grade 0–7 2 636 000  1 126 000 2 040 000 4 676 000

Grade 8–12 6 083 000 3 608 000 5 554 000 11 637 000

NTC 1–3 118 000 32 000 41 000 159 000

Diploma/certificate 
with Grade 11 or lower

143 000 34 000 41 000 184 000

Diploma/certificate 
with Grade 12

982 000 165 000 204 000 1 186 000

Degree/higher 755 000 60 000 73 000 828 000

Unspecified 93 000 22 000 31 000 124 000

Total 11 565 000 5 250 000 8 419 000 19 984 000

Source: Stats SA, LFS March (2003)
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individuals with Grade 8–12 qualifications – 37 per cent 
(strict definition) and 48 per cent (expanded definition). 
What adds to the gravity of  this statistic is the fact that it 
refers to two thirds of  the unemployed. Put differently, 
whereas this group makes up just over 58 per cent of  the 
labour force, it makes up 69 per cent of  the unemployed 
(strict definition) and only 52 per cent of  the employed. 
The next largest group of  unemployed are individuals with 
primary or lower education. While only 54 per cent of  the 
labour force with qualifications of  Grade 12 or lower are 
employed, 86 per cent of  those with a post-matric diploma 
or degree are. The picture that emerges very clearly from 
these statistics is that employment improves as education 
levels increase. Furthermore, with around 95 per cent of  
the unemployed having a Grade 12 qualification at the 
most, the scope for increasing the skills levels of  the labour 
force is huge.

Given that tertiary graduates have the best employment 
outcomes, another useful manner in which to assess youth 
employment prospects is to delve into the employment of  
tertiary graduates in more depth. Table 2.3.3 displays the 
employment and unemployment numbers, as well as the 

unemployment rate, for tertiary graduates by field of  study. 
The most employed tertiary fields of  study are, in descend-
ing order, education and training; business, commerce and 
management studies; health sciences; and manufacturing, 
engineering and development. Unemployment is highest 
for commerce and, perhaps surprisingly, physical, mathe-
matical, computer and life sciences. Unemployment among 
human and social science tertiary graduates is relatively 
high as well at 19 per cent, but they comprise only 5 per 
cent of  unemployed tertiary graduates. What is worrying, 
though, is that a third of  the tertiary unemployed have 
commerce qualifications. However, this finding, coupled 
with the finding of  relatively high unemployment in the 
physical, mathematical, computer and life sciences, may 
be due to the definitions of  these qualifications and their 
quality as perceived by employers. 

Another means of  assessing youth employment prospects 
is to look at employment changes within industries. Table 
2.3.4 shows that the biggest employers are the wholesale 
and retail trade; and community, social and personal serv-
ices. However, the industries that have experienced most 
growth in the period 2003 to 2005 are electricity, gas 
and water supply (45 per cent) and construction (30 per 
cent). Some of  the industry categories include a range of  
sub-categories, such that a negative trend in employment 
may be observed even though some sub-categories are 
experiencing growth (for example agriculture). 

Some of  the observed trends may be the start of  spin-offs 
from an agreement signed at a Growth Summit convened 
by the National Economic Development and Labour Council 
(Nedlac) in 2003, where participants committed to halving 
the number of  unemployed by 2014. Among the commit-
ments made at that summit were: the oil industry would 
spend R10 billion on refinery upgrades; the chemicals 
industry had a project line in which it would invest 
R10 billion; the automotive industry would invest R10 
billion in the new vehicle manufacturing sector; and R135 
billion of  private sector funds would be invested in the 
South African economy over the following five years. 

PROBLEMS IN EQUIPPING YOUTH

The existence of  skilled unemployed lends weight to the 
view that not enough attention is being paid to the quality 
of  education. Enrolment in school, universities and further 
education and training (FET) colleges in some areas is 
pleasing, but a number of  factors about the education 
system are disconcerting. Besides the poor performance 

Table 2.3.2:  Unemployment rate by level 
 of education

Level of 
education

Unemployment 
rate (strict 
definition)

Unemployment 
rate (expanded 

definition)

Proportion 
of total 

unemployed 
(expanded 
definition)

None 21% 38% 5%

Grade 0–7 30% 44% 24%

Grade 8–12 37% 48% 66%

NTC 1–3 21% 28% 0.5%

Diploma/
certificate 
with Grade 11 
or lower

19% 22% 0.5%

Diploma/
certificate 
with Grade 12

14% 17% 2%

Degree/higher 7% 9% 1%

Unspecified 19% 25%  0.5%

Total 31% 42% 100%

Source: Stats SA, LFS March (2003)
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Table 2.3.3: Employment and unemployment of tertiary graduates by field of study

Field of study Employed
Unemployed (strict 

definition)

Unemployed 
(expanded 
definition)

Unemployment 
rate of tertiary 

graduates 
(expanded 
definition)

Proportion of total 
unemployed 
(expanded 
definition)

Communications 
studies and language 41 000

Education and training 549 000 54 000 68 000 11% 21%

Manufacturing, engineering 
and development 213 000 33 000 37 000 15% 12%

Human and social studies 62 000 13 000 15 000 19% 5%

Law, military science 
and security 86 000

Health sciences and social 
services 221 000 11 000 16 000 7% 5%

Agriculture and nature 
conservation 51 000

Culture and arts 35 000

Business, commerce and 
management studies 384 000 83 000 104 000 21% 33%

Physical, mathematical, 
computer and life sciences 132 000 29 000 35 000 21% 11%

Services 39 000

Physical planning and 
construction 22 000

Don’t know/unspecified 40 000

Sum of the above 
with missing values  36 000 43 000  13%

Total 1 880 000 259 000 318 000 14% 100%

Source: Stats SA, LFS September (2003)
Note: No figures or percentages are given where, according to Stats SA, the sample size was too small (below 10 000) for reliable estimates
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of  primary school pupils in test scores cited earlier, the 
declining numbers of  matric candidates who pass with 
exemption enabling university entrance is also troubling. 
In 2002, 69 per cent of  learners passed matric while only 
25 per cent obtained a university endorsement. Further-
more, of  the students who are accepted into tertiary 
institutions, 82 per cent are reported to be functionally 
illiterate, with a literacy level below that of  Grade 8, while 
60 per cent are failing to cope with the level of  mathematics 
and science offered at university (Kane-Berman 2003). 

A further concern is that in 2003 the National Treasury 
estimated that, on average, 15 000 teachers per year are 
lost from the profession, compared to only 5 000 who enter 
annually (Mail & Guardian 21 December 2003). To the 

extent that these factors hamper the quality of  education, 
they serve as obstacles to the employment of  youth on the 
receiving end. 

FET colleges are arguably the most important providers 
of  intermediate-level technical and vocational skills. There 
are 52 of  them across the country with a total enrolment 
of  about 350 000. However, they are reported to be under-
resourced and often not situated where they are most 
needed (The Mercury 29 July 2005). Furthermore, they 
offer little career guidance to students, so that learners 
often leave with the same level of  qualification that they 
arrived with. FETs have a poor image with employers: 
only 34 per cent of  their graduates, aggregated across all 
fields, find employment. Most of  this employment is in 
engineering and commerce. However, there are areas that 
achieve excellent results. As many as 80–90 per cent of  
FET graduates in cookery, hairdressing and hospitality find 
employment. The reason for this is that the skills they 
acquire very closely match labour demand. (Jeanne Gamble, 
Goedgedacht Forum 2005)

Research by the South African Qualifications Authority 
(SAQA) has found that technical skills acquisition has 
declined since the introduction of  the Sector Education 
and Training Authority (SETA) system, and that apprentice-
ships have also declined because employers mistakenly 
believe that they have been replaced by learnerships 
(Business Day 19 August 2004). The decline in apprentice-
ships impacts on youth disproportionately, again because 
youth make up the bulk of  the unemployed and unskilled. 
Furthermore, learnerships are more suited to workers em-
ployed in the formal economy, whereas the most vulnerable 
youth are either unemployed or engaged in survivalist micro 
enterprises. In addition, a learnership contract requires a 
willing employer, but many employers are discouraged by 
the heavy administrative burden involved in the process 
(Ken Duncan, Goedgedacht Forum 2005).

SOLUTIONS AND STRATEGIES 

A multifaceted approach is needed in addressing the 
problem of  youth unemployment. 

One area of  focus should be early intervention within the 
education system. Quality of  education must be assured; 
and the years after Grade 3 are beyond the critical founda-
tion phase and too late for the purposes of  reaping the 
highest returns. Furthermore, there needs to be a focus on 
improving exit-level competencies of  learners with regard 
to English and mathematics. 

Table 2.3.4: Employment by industry, 2003 and 2005

Industry
Number 

employed 
(2003)

Number 
employed 
(2005)

Percentage 
change 

Agriculture, hunting, 
forestry, and fishing

1 197 000 1 170 000 -2.25%

Mining and quarrying 503 000 426 000 -15.30%

Manufacturing 1 634 000 1 652 000 1%

Electricity, gas, 
and water supply

86 000 125 000 45%

Construction 626 000 813 000 30%

Wholesale and 
retail trade

2 451 000 2 649 000 8%

Transport, storage, 
and communication

563 000 593 000 5%

Financial, insurance, 
real estate, and 
business services

 1 079 000 1 141 000 6%

Community, social, 
and personal services

2 265 000 2 235 000 -1%

Private households 1 185 000 1 075 000 -9%

Other 23 000

Unspecified 11 000 19 000 72%

Total 11 622 000 11 907 000 2.50%

Source: Stats SA, LFS September (2003), LFS March (2005) 
Note: No figures or percentages are given where, according to Stats SA, 
the sample size was too small (below 10 000) for reliable estimates
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Proper career guidance is crucial and this entails provid-
ing learners with detailed insight into various career 
options as early as primary school. This may be taken for 
granted in families with relatively high socio-economic 
status, but youth from disadvantaged backgrounds are 
often clueless about the range of  career options. 

The drive towards vocational training should not involve 
neglect of  the theoretical aspects of  training, because 
theoretical background promotes adaptability and flexibility 
of  workers, especially in an increasingly technological 
environment.

Early work experience (part-time work while at school) 
would possibly foster desirable qualities such as discipline, 
self-confidence, punctuality and responsibility. However, 
with out-of-school youth battling to find employment, the 
chances of  in-school youth finding employment are slim. 
These non-technical competencies should then be incorp-
orated into the FET and school curricula. 

There are challenges regarding learnerships, such as the 
burden they impose on the employer, and the fact that they 
are suited to the employed rather than the unemployed 
who are in most need of  training. Appropriate steps should 
be taken to address this concern.

The efficient functioning of  SETAs and FETs should 
be given due attention in order for the envisaged youth 
employment outcomes to materialise.

The drive to encourage entrepreneurship should continue 
relentlessly. There is plenty of  scope for this, as South Africa 
has below-average levels of  entrepreneurship (see Orford & 
Wood in this volume). 

Further considerations regarding policies 
to promote employment
Work experience versus vocational training. A combination of  
subsidised work experience and vocational training has 

been found to produce the best results (O’Higgins 2001). 
Work experience schemes alone tend to produce a ‘dead-
weight effect’ where youth who are employed as a result of  
a scheme replace others who would have been employed in 
any case. Substitution could also occur where programme 
participants replace other categories of  labour, for example 
older workers. Vocational training schemes alone are less 
effective because they do not facilitate access to employers 
and job-specific training that would increase their value to 
employers (Grubb 1995).

Targeting. Closely targeted programmes have been found 
to be more effective than non-targeted ones (OECD 1993), 
the reason being that they are better designed to meet 
the needs of  specific groups. In the context of  developing 
countries, an issue for consideration is whether focus 
should be on youth who are most at risk of  not making a 
successful transition to decent work or on what will achieve 
the most cost-effective outcome (Curtain 2004). Targeting 
better-educated youth could significantly enhance a pro-
gramme’s chances of  success, and this may be enough 
justification in some policy spheres to shift targeting away 
from the poorest of  the youth.

Scale of  programmes. The effectiveness of  programmes 
has been found to decrease as their scale increases. These 
diminishing marginal returns set in because it is more 
difficult to tailor larger programmes to the specific needs 
of  participants. In addition, the larger the scope of  pro-
grammes, the narrower the scope for improving the relative 
competitiveness of  participants. 

Decentralisation. Implementation of  programmes should 
be at the local level so that programmes are more relevant 
to local needs. The danger with decentralisation, though, 
is that standards may vary between different regions of  
a country. To counter this possibility, monitoring of  pro-
grammes should occur at the national level. 
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Education is at the heart of the national question. Employment for those who wish to 
work and a skilled workforce to sustain growth in the economy are both dependent on 
an effective education system. In South Africa, this means that the system must be 
transformative – it should help learners from poorer socio-economic backgrounds to 
overcome disadvantage. Crain Soudien reviews the current policy debates, including 
how to address quality issues across the education system.

Servaas van der Berg again focuses on the schooling system crisis. Primary school 
reading and mathematics abilities are an ominous predictor of later performance. He 
uses a detailed and extensive international data set on Grade 6 learners’ performance 
to investigate the relationship between socio-economic status, schools and educational 
outcomes. As elsewhere in the world, in South Africa learners’ socio-economic status 
affects their performance. However, when schools are arranged according to the mean 
socio-economic status of their learners, a clear trend emerges that, bar the very top 
schools, 80 per cent of South African schools fail to transform learners’ future chances, 
and in fact hold back middle-income children from expected levels of performance. 
This is damning. Labour market performance depends on education: perpetuated 
inequalities in the school system are carried forward into the world of work, and 
ultimately are passed on to future generations. As government wrestles with efforts to 
ameliorate and correct school system deficiencies, Van der Berg’s findings strongly 
indicate that primary school should be the major focus of interventions designed to 
break the cycle of incapacitating education. 

Jonathan Jansen provides further insight on why, despite being relatively well funded 
and despite equalisation of resources between schools, performance is still lagging. He 
identifies teachers’ grasp or otherwise of the subject they teach as critical (again the 
issue of quality comes to the fore) and specifies the availability of textbooks and time 
spent in the classroom by teachers as key variables. 
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INTERPRETATION GUIDE
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The Education and Skills Development Scorecard 
and Star provide a snapshot impression of the ability 
of the education and skills development system 
to produce enough appropriately skilled workers for 
growth and transformation and to equip individual 
learners for economic participation. Despite some 
progress in other indicators, the failure to increase 
the percentage of students who exit the school system 
with HG mathematics passes does not bode well for 
transformation towards a better-educated workforce.

Education and skills development scorecard

Transformation goal A human resources development system that produces an employable labour 
force and provides the necessary scarce skills to sustain economic growth

Desired outcome Indicator Status 
1990–1994 Status 2004 Status 2005 Direction 

of change

Providing scarce skills 
to grow the economy

Maths HG passes as 
percentage of cohort

2.7% 
22 300 1, 2

2.5% 
23 412 (2003)

2.5% 
24 143 çè

Grade 12 passes as 
percentage of cohort

33.2% 
271 098 1, 2

34% 
322 492 (2003)

34.6%
330 717 é

University 
endorsements 78 7131 82 010 (2003) 85 117 é

University graduates 46 668 (1994) 55 544 (2002) 59 011 (2003) é

Employable 
labour force

Average years of 
schooling success-
fully completed in 
the 20 to 24-year-old 
cohort

9.661 9.99 (2003) 10.13 é

1. Average 1993 to 1995
2. Excluding independent schools
Sources: National Department of Education datasets; Cohort estimates from World population prospects: The 2004 revision population database (UN 2005) 
<http://esa.un.org/unpp/index.asp?panel=2>
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Year review by Crain Soudien

The schooling solution: Primary school performance is the key
by Servaas van der Berg

Briefing on educational essentials by Jonathan Jansen 
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Two key pillars of  the current national strategy 
of  the developmental state rest on education, 
according to the Minister of  Education – these 
are the improvement of  economic growth and 

opportunity and the promotion of  social cohesion in a 
diverse society. In her budget speech for 2005, the Minister 
named certain core issues, which she called ‘doors of  
learning and culture that are difficult to open’. The first 
concerned learner access, and drew attention to the diffi-
culties of  making available early learning, and ensuring 
that provision reached rural children and those on farms. 
Also requiring action in this programme are: school man-
agement and governance; the professionalism of  principals 
and teachers; higher education enrolment planning and 
admission requirements; and further education and adult 
education. At one level, the question of  access to education 
is straightforward: existing legislation stipulates that poor 
parents may apply for exemption, while grant recipients 
are exempt from fees. The recently announced fee-free 
schools, planned to include some 20 per cent of  the total, 
are currently being dealt with at parliamentary level.

Extensive attempts to institutionalise reforms and 
innovations have been put forward in the past year (see 
DOE 2004). Formally, though, no major new policies were 
introduced. Most controversially, the power of  school 
governing bodies to select teachers for employment is to 
be curbed, theoretically enabling the Department of  
Education (DOE) to act unilaterally to diversify school staff. 
The Minister also announced that the authority of  princi-
pals would be strengthened and, by implication, the power 
of  school governing bodies further restricted. Multiple 
languages of  instruction up to matriculation were mooted.

The greatest activity in the system revolved around the 
introduction of  the long-heralded further education and 
training (FET) band, the anxiously awaited elaboration of  
the system’s outcomes-based curriculum to Grades 10, 11 
and 12. Significantly, the DOE has focused on ‘bedding the 
system down’ – as opposed to unbridled policy proliferation 

– entrenching and refining regulatory procedures, consoli-
dating bureaucratic capacity, strengthening its personnel 
and improving oversight and monitoring mechanisms. 
Increasingly, the term FET is being used only to speak of  
the FET colleges, planned to provide artisanal and inter-
mediate technical skills, as well as financial services and 
industrial engineering capabilities. 

Strategies of  management, professionalism and quality 
improvement have been repeatedly emphasised. The Minister 
indicated that to fill the space left by the previous system’s 
inspectorate, an ‘evaluation and development’ function will 
be put in place to deal with quality issues in the 80 per cent 
of  schools that underperform.

Also indicative of  emphasis on quality consolidation were:
m an agreement (after an acrimonious labour dispute) 

 between the DOE and the unions on an Integrated 
 Quality Management System; 

m the funding of  in-service study for the Advanced 
 Certificate in Education for over 2 000 teachers in 
 subjects such as mathematics, science and technology; 

m the continued rolling-out of  the Revised National 
 Curriculum Statements (RNCS) of  2002, which phase 
 in the revised Curriculum 2005, as well as the 
 Common Tasks for Assessment for the General 
 Education Training Phase;

m a focus on improving outcomes in mathematics and 
 science; and

m higher education institutions being urged to plan 
 enrolments more carefully. 

PROVINCES UNDER PRESSURE

The policy-making agenda at the national level tended to 
impinge on the capacity of  the provinces, where delivering 
education in the face of  shifting curricula and other direc-
tives has been difficult. Steps to consolidate and improve 
capacity were taken. In many provinces, probably under 
pressure from Tshwane, medium-term development plans 
and frameworks were being set out in budgetary processes, 
with much emphasis on administrative as well as educa-
tional improvement. 

In the Eastern Cape, elements of  an improvement plan 
emerged in the Annual Performance Plan for the 2005/2006 
Medium-Term Expenditure Framework Cycle, published in 
March 2005. Similar commitments were made by the 
Limpopo government, including enhancing the ‘equitable 
provision of  educational and physical resources to redress 
imbalances and backlogs, [and] re-skilling on the demands 

review 
EDUCATION: WRESTLING WITH LEGACY

Crain Soudien
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of  the revised curriculum statement’. In 2005, the Free 
State Education Department committed its budget of  
approximately R3.2 billion to physical infrastructure 
improvement, upgrading of  teacher capacity, the develop-
ment of  principals’ capacity, introducing computers into 
schools, and so on. The Gauteng Department of  Education 
reported on working with a R10 billion budget to revitalise 
public education and improve conditions for teachers. 
The KwaZulu-Natal Education Department sought to focus 
attention not so much on consolidating its infrastructure 
but on its organisational capacity. 

Specific learner achievement improvement plans were 
emphasised in some provinces. The Mpumalanga Depart-
ment of  Education, for example, aware of  its poor matric-
ulation results and the public outcry around the ongoing 
corruption in its matriculation examination process, 
convened a provincial conference to review the challenges 
it faced, and identified insufficient classroom space, a 
shortage of  learner support materials, poor management 
of  schools, and lack of  clear monitoring and evaluation 
mechanisms for the departmental officials as its main 
challenges. In his budget speech for 2005, the North 
West Province’s Member of  the Executive Committee for 
Education committed the province to fulfilling the national 
mandate for education, but paid particular attention too 
to his province’s declining matriculation pass rate, and 
declared 2005 to be ‘The Year of  the Foot Soldier in 
Education’. The Northern Cape government, recognising 
its challenges, committed its budget to a strategic plan that 
prioritised formulating a human resources development 
strategy for the province, recapitalising its FET college 
sector, improving learner achievement by targeting Grades 
R–3 and Grades 10–12 in the next three years, and 
positioning the department to play its role with regard 
to science and technology, which would extend beyond 
curriculum aspects only. It also sought to emphasise its 
programme of  de-racialising schools. After a lengthy con-
sultative process, the Western Cape Education Department 
issued a comprehensive developmental programme called 
‘Education 2020’.

DATA AND THROUGHPUT

An aspect of  the discussion of  access has been new 
perspectives on established data, which have sought to 
describe the poor throughput rates within the schooling 
system. Data from the official census and DOE statistics 
indicate that of  the Grade 1 cohort of  1 666 980 learners 

who started school in 1995, only 932 151 made it to Grade 
7 in 2001, leaving 734 829 learners unaccounted for. In 
general, for every 100 children who began Grade 1, only 
52 made it to Grade 12. There is a large dropout rate in 
poorer rural communities (Nelson Mandela Foundation 
2004). This suggests that children are falling out of  the 
system. In terms of  official statistics quoted by the Minister, 
however, access to educational opportunity has been 
significantly expanded with a 2004 enrolment of  104 
per cent at primary level and 89 per cent at the secondary 
level. In addition, according to the Minister, thousands 
of  first-generation entrants to higher education receive 
state-funded support, and positive growth has begun in 
increasing graduation rates in critical fields of  study.

With respect to quality, a number of  challenges have also 
begun to emerge. While the national matriculation pass 
rate improved from 57.9 per cent in 2000 to 73.3 per cent 
in 2003 (DOE 2003), questions have been posed about the 
quality of  the matriculation certificate. In response to 
these, Umalusi (the certifying authority for the country) 
conducted an evaluation of  the examination process and 
its outcomes, and unsurprisingly endorsed their credibility 
(see Umalusi 2004). However, the results of  competency 
tests conducted nationally and provincially have been 
unambiguous. The 2001 national Grade 3 systemic assess-
ment (the final report appeared in 2003) showed that 
the average score for numeracy was 30 per cent and for 
literacy 54 per cent (DOE 2003: 24). The Third Interna-
tional Mathematics and Science Study Repeat (TIMSS-R) 
placed Grade 8 South African learners 44 per cent below 
the mean scores of  all participating countries, while the 
Monitoring Learner Assessment (MLA) study for Grade 4 
students showed South Africa, with an average numeracy 
score of  30 per cent, to be last amongst the 12 participating 
African countries (Taylor, Muller & Vinjevold 2003: 
19–27). The SACMEQ II data analysed below by Servaas 
van der Berg reveals similar inadequacies, which is 
especially alarming considering South Africa’s relative 
wealth of  resources both in general and in those allocated 
to schooling.

Tests conducted in the Western Cape for every Grade 3 
and 6 class in the province with more than 50 pupils 
provide a detailed elaboration of  these conditions. The 
Grade 3 numeracy tests conducted in 2002 showed that of  
28 917 learners tested in 1 079 schools, only 37 per cent 
were performing at the appropriate level, while 15 per cent 
did not score at all (Soudien & Gilmour 2005). The reading 
scores were as poor – only 35 per cent were reading at a 
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Grade 3 level. The Grade 6 tests conducted in 2003 
produced similar results. In the numeracy test, there was 
a pass rate of  approximately 16 per cent and a mean score 
of  28 per cent; and for literacy, a mean score of  36.8 per 
cent, with only 35 per cent of  learners passing. The former 
Cape Education Department schools produced much better 
results than the average for the province, with 63.6 per 
cent performing at the required Grade 6 level for numeracy. 
In the former House of  Representatives schools, only 
4.1 per cent achieved Grade 6 level numeracy, while only 
0.1 per cent in the former Department of  Education and 
Training schools did so (Soudien & Gilmour 2005).

With respect to social class and socio-economic status, 
a domino effect appears to have been playing itself  out 
within part of  the school system. When apartheid began 
breaking down, previously excluded African, coloured 
and Indian children started to move in large numbers 
into schools from which they had been kept out. African 
children began to move into formerly Indian and coloured 
schools, and black children in general began to make their 
way into formerly white schools. What has been significant 
about the process of  integration is its distinct class 
character, with the poor not having access to the ‘open-
ness’ of  the new system in the same way as their more 
financially stable counterparts. 

For African and coloured communities, in particular, 
there has been a flight of  the more economically stable 
elements from many areas, leaving the schools there 
largely to the poorest and most vulnerable members of  the 
community. As the relatively better-off  families have left 
their communities, the schools have fallen into a sinkhole 
syndrome and have become the dumping grounds of  the 
larger system. Regular instances of  violence, disruption 
and weapons in and around such schools have seen princi-
pals and teachers struggling to maintain morale and to 
keep criminality outside their schools. 



EDUCATION62 Economic Transformation Audit 2005 EDUCATION 63Economic Transformation Audit 2005

In South Africa more than in most countries in the 
region, the skills and knowledge that learners are 
able gain in school – and thus their ability to find 
long-term employment and contribute to growing 

the economy – are affected by their socio-economic back-
ground. Transformational schooling requires the education 
system to provide optimal learning despite the disadvan-
tages student suffer. That is our great challenge. 

Yet, evidence from a watershed survey testing 12-year-
old learners’ reading and mathematics skills shows that 
the majority of  South African schools have an opposite 
effect: in poor (historically black) schools, children with a 
middle-class background perform as poorly as their less 
well-off  fellow students. This is despite massive realloca-
tion of  resources to such schools over the past decade. 
These findings support our earlier analysis of  matricula-
tion results, which showed a similar school-related failure of  
the education system to convert resources into outcomes.

That the apartheid system contributed to this inequality 
between schools does not take away the urgency we face 
now in finding effective ways to address poor performance 
in the majority of  schools. In South Africa, the contribu-
tion of  education to an individual’s earnings rises strongly 
at higher levels of  education: differential school outcomes, 
therefore, translate into large inequalities between people, 
dictated in terms of  labour market outcomes. As the 
consequences of  perpetuated educational backlogs last 
at least for the productive lifetime of  present pupils, and 
into the next generation through the impact, in turn, of  
parents’ education and socio-economic status (SES) on 
their children’s learning outcomes, finding ways to improve 
the functioning of  poor schools is essential and urgent. 

At the crux of  our dilemma is the tragic fact that 
educational quality in historically black schools – which 
constitute 80 per cent of  enrolment and are absolutely 

central to national educational progress – has not yet 
improved significantly. The school system is not yet capable 
of  systematically enabling learners to overcome inherited 
socio-economic disadvantage, and poor schools least so. 
Inadequate educational progress constrains both black 
upward mobility in the labour market and the skills required 
for economic growth in a middle-income country. 

These findings prompt a number of  policy questions, 
including the level of  the school system and the type 
of  interventions on which attention should be focused 
first. Most analytical work about school performance in 
South Africa is based on matriculation data. The 2004 
Transformation Audit, for instance, investigated the huge 
inequalities in matriculation results along racial lines, 
particularly for mathematics. It showed that the incidence 
of  learner drop-out before matric was also unevenly dis-
tributed between population groups, so that matric results 
actually underestimate the full extent of  racial inequality 
in outcomes. One issue this raises is whether such poor 
matric performance is the result of  poor secondary educa-
tion in most of  our schools, or whether the problem has its 
origins at a much earlier stage, in primary school. 

The answer to this has important policy implications 
about what stage of  the schooling process to target correc-
tive interventions at. The question it raises is what drives 
the systematically poorer performance of  historically 
disadvantaged schools. Is it characteristics that attach to 
the average learner who enters these schools (such as SES, 
parents’ educational level and access to resources at home), 
or are there factors that attach to the school (such as facili-
ties, average teacher quality and school organisation) that 
can explain the differential performance?

Systematic analysis of  educational performance is largely 
absent for levels of  the school system other than matric 
because of  lack of  data, despite the expressed intention of  
the national Department of  Education (DOE) to provide 
greater analysis of  school performance. The few systematic 
tests conducted by the education authorities at primary 
level, mainly in the Western Cape, have not been made 
available to researchers and, as far as one can ascertain, 
have also not been properly analysed for policy purposes.

SOUTH AFRICA IN COMPARATIVE PERSPECTIVE

The SACMEQ II surveys (undertaken by the Southern 
African Consortium for Monitoring Educational Quality, 
working with Unesco with the aim of  supporting world-
wide educational development) provide a data set that 

research
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allows work towards a better understanding of  factors 
affecting the relative performance of  individual learners 
and schools much earlier in the education system. The 
surveys were of  Grade 6 learners in 14 countries in 
southern and eastern Africa. The surveys included a pupil 
questionnaire, a school principal questionnaire, a question-
naire for teachers of  the sampled pupils for reading and 
mathematics, as well as tests of  reading and mathematics 
ability administered to all sampled pupils. In all countries 
but South Africa, these tests were also written by the teach-
ers of  the pupils being sampled, allowing a fuller analysis 
of  the influence of  teacher quality than was possible for 
South Africa. For most countries, the tests were conducted 
in 2000 and the sample was selected to be representative of  
public schools. Unlike South Africa, most other countries 
are a long way from achieving universal primary school 
participation, so while the survey of  3 163 pupils in 167 
schools can be taken as broadly representative of  this 
age group in South Africa, the more telling comparison is 
between those in school in South Africa versus those in 
school in the other countries.

In addition to highlighting South African students’ 
performance as compared to others in the region, SACMEQ’s 
rich data offer new possibilities for investigating relation-
ships between educational outcomes, SES, pupil and teacher 
characteristics, school resources and school processes. 
Previous studies (for example, Crouch & Mabogoane 1998) 
showed that South African schools’ performance varied 
significantly even after controlling for learners’ SES and 
teacher inputs – an indication of  school management 
having a considerable effect. 

The SACMEQ data provide us with a new opportunity 
for understanding the interplay between educational out-
comes, learners’ SES, school resources and processes, 
school location and teacher inputs. This should help to 
advance our understanding of  the conditions that make 
it possible for resources to have an optimal impact, as our 
earlier work indicates that resources make a difference 
only where there is school efficiency (the ability to convert 
resources into educational performance, while controlling 
for SES), which varies widely amongst schools.

Appropriate strategic action is urgently required. This is 
underscored by a comparison of  the performance of  South 
African pupils with others in the region. The summarised 
results – released earlier than the full data set – were briefly 
reported in last year’s Transformation Audit, but for the 
sake of  completeness the full range of  other nations with 
which we can compare ourselves is presented here. To put 

all the marks in perspective, one needs to know that they 
have been converted to give a SACMEQ mean of  500 and a 
standard deviation of  100 on each test. Despite the fact 
that South Africa is a much richer country than most 
others, with more resources, a larger urban population 
share and a more sophisticated economy that requires a 
more skilled labour force, Table 3.1.1 shows that South 
Africa performs in the bottom half  of  the countries on both 
tests and that the average South African scores are in 
both cases below the average score of  500. 

The difference in scores between rich and poor (Figure 
3.1.1) and between schools located in large cities versus 
those in isolated rural areas is far higher in South Africa 
than in other countries (Figure 3.1.2). This would be un-
surprising at first glance, if  the affluent in this country 
had much higher scores than the rich in other African 
countries. However, a closer analysis shows that the more 
important source of  this disparity is that poor South African 
pupils performed worse than their counterparts (who are 
generally much poorer) in other SACMEQ countries. The 
poor in three of  the 14 countries performed worse than 
the South African poor on reading, whereas the rich in 
five of  these countries outperformed their South African 
counterparts.

Another way of  dealing with this comparison has been 
presented by Ross and Zuze (2004). They find that if  one 
illustrates the data for the different countries on a single 
graph, with test scores on the vertical axis and SES on the 
horizontal axis, the trend line for South Africa (derived 
from regressions) has a steeper slope than any other coun-
try in the sample. This indicates that the effect of  SES 
on scores is greater (twice the SACMEQ average) in South 
Africa than for other countries. In developed countries, 
SES is usually the single most important factor affecting 
educational performance. In fact, SES has more of  an 
impact on educational performance in this country than 
in most, but its impact depends very strongly on the type 
of  school attended. 

It is clear that in South Africa learners’ SES affects 
educational attainment. However, the data also show that 
the extent to which it matters depends on the school within 
which the learner finds himself  or herself. The intra-class 
correlation coefficient, which measures the variance in 
performance between schools as a proportion of  overall 
variance between individuals, is extremely high in South 
Africa. This means that the great inequality and wide 
divergence in the performance of  individual learners is 
made worse by high inequality amongst schools. 
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Table 3.1.1:  Mean score, score of low SES and high SES pupils on SACMEQ II Grade 6 reading and 
 mathematics tests by country

Reading Mathematics 

Country Low SES High SES Mean Country Low SES High SES Mean

Seychelles 561.8 594.4 582.0 Mauritius 550.0 607.7 584.6

Kenya 525.3 577.5 546.5 Kenya 546.9 587.1 563.3

Tanzania 528.8 575.2 545.9 Seychelles 532.4 567.8 554.3

Mauritius 508.3 555.1 536.4 Mozambique 527.5 532.6 530.0

Swaziland 519.1 541.0 529.6 Tanzania 509.0 545.5 522.4

Botswana 502.5 543.6 521.1 Swaziland 511.3 522.2 516.5

Mozambique 510.5 523.0 516.7 Botswana 498.9 529.8 512.9

South Africa 440.2 543.6 493.3 Uganda 496.3 519.2 506.3

Uganda 472.3 495.5 482.4 South Africa 446.8 524.3 486.3

Zanzibar 468.1 492.2 478.2 Zanzibar 474.0 483.9 478.1

Lesotho 449.2 454.5 451.2 Lesotho 448.6 444.9 447.2

Namibia 421.5 486.1 448.8 Zambia 425.5 444.8 435.2

Zambia 423.6 456.5 440.1 Malawi 428.2 442.2 432.9

Malawi 422.9 440.7 428.9 Namibia 408.7 461.3 430.9

Average 500.0 Average 500.0

Source: Indicators on the SACMEQ website <www.sacmeq.org/indicate.htm>
Note: SES is measured here using a proxy for affluence based on answers on household possessions obtained from the pupil questionnaire

Figure 3.1.1: Differentials in reading and mathematics performance between high SES and low SES 
  groups by country, SACMEQ II

Reading Mathematics

Source: Derived from indicators on the SACMEQ website <www.sacmeq.org/indicate.htm>
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ANALYSING THE SOUTH AFRICAN CASE

South Africa is extraordinary. The extent of  inequality in 
educational outcomes between South African (and to a 
lesser degree Namibian) schools is far greater than for any 
other country in this sample, and is also much higher than 
for most other studies worldwide. A selection of  almost 50 
such national surveys around the world reveals a median 
value of  0.25 for the intra-class correlation coefficient for 
reading, whereas South Africa’s value is 0.70. The South 
African value for mathematics is 0.64, compared to 
0.32, the average value for all the countries in the study 
(Postlethwaite 2004). This illustrates that South African 
inequality, to a far greater extent, is between rather than 
within schools, an enduring legacy of  apartheid education 
structures. 

Primary school level inequality is much greater than even 
the massive matriculation level inequalities highlighted in 
last year’s Transformation Audit: the intra-class correla-
tion coefficient for the 2003 matriculation examination 
aggregates was 0.40. Could this perhaps mean that the 
SACMEQ data are wrong for South Africa? This is unlikely, 

as a recent (unpublished) survey including tests at primary 
school level in one South African province found an intra-
class correlation coefficient for reading even slightly higher 
than the SACMEQ value.

Why then is primary school inequality between schools 
so much more evident than in matric data? There may 
be two reasons. Firstly, due to drop-outs, many weaker 
students do not reach matric. This reduces inequality in 
matric results and improves the performance of  weaker 
schools (which have more drop-outs) relative to what it 
would otherwise have been, thus reducing inequality in 
matric results between schools. Secondly, wide subject 
choice in matric may reduce quality differentiation, as it 
allows weaker students to achieve better aggregates. 

Although the results show that SES matters, in South 
Africa the relationship between SES and test scores is not 
linear: being better off  than the poorest learners does not 
automatically mean that you do that much better. The 
reading performance data for South Africa show that there 
is little improvement in test scores until one reaches the top 
fifth of  SES values. So, the middle-income group does not 
perform much better than the poor, but the affluent group 

Figure 3.1.2:  Differentials in reading and mathematics performance between large cities and isolated 
 rural areas by country, SACMEQ II

Source: Derived from indicators on the SACMEQ website <www.sacmeq.org/indicate.htm>
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does considerably better than both other groups. 
The contribution of  school factors to the weaker 

performance of  middle-class and poor learners is well 
illustrated when the effect of  their SES on reading scores 
by school is modelled (see Figure 3.1.3). 

In Figure 3.1.3, the line for learners in poor schools 
shows that the SES of  the individual learner has no effect 
on his or her reading performance in these schools. For 
pupils in average schools, performance rises only slightly 
with SES. It is only for learners who can afford quite costly 
schools that improved SES is associated with significantly 
better test scores. This same broad picture also applies to 
mathematics scores, with the SES gradient for poor schools 
even being markedly negative. It is entry into a particular 
class of  school that makes the performance difference.

Although at first sight it may appear commendable that, 
apart from the most affluent schools, South African schools 
do not affect richer and poorer that differently, SACMEQ 
gives a more sobering perspective. The South African 
middle-income group, like the poor, performs well below 
the SACMEQ average of  500, even though South Africa is 

Figure 3.1.3: Effect of learners’ SES on reading test 
scores in poor, average and rich schools 

Source: Derived from the SACMEQ data set
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Table 3.1.2: Distribution of pupil performance across school quintiles by mean SES of schools

School SES quintile Mean Standard deviation Percentage with mark 
above 500

Percentage with mark 
below 400

Reading test score

Quintile 1 423.75 76.40 13.56% 37.32%

Quintile 2 422.54 67.04 10.19% 33.34%

Quintile 3 450.27 73.13 19.97% 23.21%

Quintile 4 494.59 95.36 42.15% 12.45%

Quintile 5 626.11 118.55 82.45% 2.31%

Total 492.26 122.36 36.73% 20.91%

Mathematics test score

Quintile 1 441.49 67.01 19.94% 21.54%

Quintile 2 437.44 63.45 14.66% 25.31%

Quintile 3 441.45 61.93 15.80% 21.80%

Quintile 4 475.16 84.79 33.73% 14.90%

Quintile 5 594.18 125.52 76.36% 4.73%

Total 486.15 109.06 35.21% 16.76%

Source: Indicators on the SACMEQ website <www.sacmaq.org/indicate.htm>
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economically much more developed than most of  the other 
countries. Most South African schools are not able to 
turn higher SES into educational advantage, as is normal 
elsewhere. Even middle-income South Africans, with all 
the advantages that means, get dragged down by their 
schools, rather than being provided with opportunities by 
them. Truly transformational education should mean that 
schools are able to turn around the effects of  lower SES and 
counteract some of  the effects of  poverty on education. 
We are far from this state. Thus, the great majority of  our 
schools are dysfunctional.

The differentials in performance can also be shown by 
school quintiles, where schools are arranged according to 
their mean SES. Table 3.1.2 shows that the richest 20 per 
cent of  schools far outperform the rest, which do not differ 
significantly from one another. Mean performance per 
quintile remains very flat between the poorest and third 
poorest quintiles (for reading, it rises by only 6 per cent, and 
for mathematics it does not rise at all). From Quintile 3 to 
4, performance improves a little (by 10 per cent for reading 
and 8 per cent for mathematics). However, the richest 
quintile performs more than 25 per cent better than the 
second richest quintile in both reading and mathematics. 

Only just over one third of  South African pupils per-
formed better than the SACMEQ mean of  500 on each of  
the two tests. This proportion rises strongly across the 
quintiles, with the largest increase occurring between 
the second richest and the richest quintile. The proportion 
of  each quintile with marks below 400 (one standard 
deviation below the SACMEQ mean) remains very similar 
across the bottom three quintiles for both reading and 
mathematics, but drops to a negligible percentage for the 
richest quintile.

South African learners performed poorly compared with 
their regional counterparts. There was also a much larger 
divergence in performance between learners of  different 
socio-economic backgrounds, with the richest learners in 
South Africa far outperforming the poorest here. Disturb-
ingly, though, well-off  learners from three countries still 
outperformed their South African counterparts, while 
South African learners from middle- and low-income 
households performed far worse than their counterparts 
elsewhere. Our best are not better than our neighbours, 
though we are richer, and our poor are far worse off  educa-
tionally than those in much poorer countries.

The degree to which South African students are dis-
advantaged on account of  their background is exacerbated 
by marked inequality in outcomes between schools. This 

large shift in outcomes between the most affluent schools 
and the rest reflects the fact that a major part of  the educa-
tional performance disparity in South Africa is between 
rich (mainly historically white and Indian) schools, on the 
one hand, and the 80 per cent of  other schools. This may 
indicate that richer schools have pupils from a higher SES 
and with more educated parents, but they may also use 
their resources better. The question then becomes why 
some schools perform poorly, particularly in the light of  
equalisation and redress in resource inputs between schools 
over the last ten years. 

It is possible that there are two sets of  reasons. The 
distinct gap in result trends between highly affluent schools 
and schools in the lower quintiles shows the need to 
analyse the relationship between various factors and out-
comes twice over: first for the full sample, and second for a 
reduced sample excluding schools in the higher quintiles. 
If  more affluent schools operate differently, there is a strong 
case for excluding formerly white and Indian schools from 
the sample for an additional, more detailed analysis of  
factors that contribute to poor performance among non-
elite schools, as there may be two separate processes that 
affect the underlying statistical relationships differently. 
Treating them as one would conflate these separate 
relationships. In that sense, the historically white and 
Indian schools can be regarded as outliers, which may 
unduly influence the results. 

The main variables used in the analysis can be grouped 
as follows:

m Pupil variables. Pupil age, gender, number of  times a 
 year was repeated, whether a pupil always or some-
 times speaks English at home (the test was conducted 
 in English, one of  South Africa’s 11 official languages; 
 only 14 per cent of  pupils report always speaking 
 English at home), the education status of  the pupil’s 
 parents, whether the pupil lives with the parents, 
 possessions in the house, the materials the pupil’s 
 home are constructed of, the school items (e.g. pencils, 
 rulers, etc.) the pupil possesses, and the availability of  
 textbooks. In addition, information was also obtained 
 on the pupil’s absence from school and the reasons 
 for such absence.

m Teacher variables. For both reading and mathematics, 
 the teacher of  each pupil was interviewed to obtain 
 information on gender, age, training and some SES 
 variables. As not all pupils were from the same class, 
 in some schools more than one teacher was inter-
 viewed on each subject.
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m School variable. The gender, age and training of  school 
 principals were also obtained, as well as information 
 on problems relating to pupils or teachers experienced 
 in schools. 

m School resources. Classroom and other facilities, school 
 building and school equipment were all recorded.

m School location. Three types of  area were distinguished: 
 large cities, towns and isolated rural areas.

m School processes. This included frequency of  home-
 work, frequency of  correction of  homework, visits by 
 inspectors and test frequency.

Internationally, these types of  variable are used in 
analyses that try to track the performance of  a country’s 
schooling system. Regression analyses enable us to assess 
the statistical influence of  a specific variable, while holding 
the others constant. For the regression analysis, the broad 
underlying model was that SES, pupil characteristics (age, 
gender, repeater status), access to textbooks, effort as 
indicated by homework frequency, teacher characteristics 
(age, gender, training and tertiary qualifications), school 
resources, school location, school processes, teacher and 
pupil problems experienced in the school (violence, pupil 
behaviour, health) and perhaps also the characteristics 
of  the school principal may play a role in determining 
learning outcomes, in addition to the unobserved ability of  
the individual pupil. 

Overall, the reduced model’s explanatory power is much 
weaker than for the full sample. This is a similar result to 
that found by Van der Berg and Burger (2003) in an analy-
sis of  matriculation level performance. We can explain 
the difference between rich schools and the rest, but it is 
difficult to explain differences within the vast majority of  
non-elite, middle-level to poor schools. Some poor schools 
perform well, so it is not a matter of  resources alone. The 
greater unexplained variability in performance is probably, 
as has been argued before by Crouch and Mabogoane 
(1998), an indication of  varying efficiency in converting 
inputs into outputs in a large part of  the school system.

For the full sample, many pupil characteristics play a 
role. As discussed, learners’ SES is an important predictor, 
but the effect appears to be non-linear. At a lower SES 
(i.e. in the reduced sample) the impact is much less. It is 
only when SES reaches a certain threshold that it starts 
to impact significantly. This applies to both reading and 
mathematics. It is noticeable that males do worse on 
reading than females for both samples, but there is no 
significant difference for mathematics. 

As the test was conducted in English, it is no surprise 

that speaking English at home brought strong benefits in 
terms of  performance; it is interesting that there is little 
difference between always speaking English at home and 
sometimes doing so and that for the reduced sample of  
schools with lower mean SES, this mattered even more. In 
this country of  highly fragmented family structures, pupils 
who live with their parents have a strong advantage in 
both reading and mathematics. This relationship holds for 
both samples. 

Pupil absence from school has the expected negative 
impact on marks for both samples. In the case of  reading 
marks, this is even more so if  absence is because their 
school fees were unpaid (even though schools are formally 
forbidden from applying sanctions against pupils whose 
fees are unpaid). As the model already controls for SES, and 
fees are quite low in most schools, unpaid school fees could 
indicate a less strong commitment to education on the side 
of  parents. 

It does not appear that repeating years brings pupils 
to the performance levels of  their peers, as repeaters fare 
progressively worse the more they have repeated. This is 
true for both samples. While for reading, having a mother 
with matric brings measurable benefits, the mother requires 
at least a degree before the effect shows in the child’s 
performance in mathematics. For the reduced sample, 
surprisingly, the mother’s qualification for both reading 
and mathematics only became significant at degree level 
(another indicator that poorer schools struggle to work 
with improved home circumstances towards better educa-
tional outcomes). The father’s education did not show 
significant effects. The positive impact of  having more 
than ten books in the home is probably mainly another 
manifestation of  home background, literacy and attitudes 
to knowledge.

These findings may help schools identify which children 
need additional support. An analysis of  school resources, 
school equipment, school processes and teacher-related 
factors however offer even richer material for policy 
development. 

WHAT MAKES THE DIFFERENCE?

Teacher inputs 
In this study, as in most others in South Africa, regression 
analysis shows no contribution of  pupil-teacher ratios 
for reading or mathematics performance. This may mean 
that class size does not matter much above or below a 
certain size or within a certain range, or that managerial 
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inefficiencies in schools and poor teacher effort prevent 
additional teacher resources from having an impact on 
learning outcomes. Whichever, it shows that this aspect of  
resources, though often emphasised, is less important than 
generally thought, and confirms earlier work indicating 
that teacher numbers play a limited role in South Africa 
(see Crouch & Mabogoane 1998; Van der Berg & Burger 
2003).

Equally surprising, there is no strong evidence either of  
teacher qualifications being important. Teachers’ training 
or tertiary qualifications do not enter the models as 
significant factors. However, the data do not distinguish 
well between teachers with different types and quality of  
qualification, nor is the quality of  teaching measured. This 
makes it all the more regrettable that South African teachers 
were not tested (as the teachers from other countries were), 
so that the effect of  teacher quality on educational out-
comes could have been analysed properly. 

Also upsetting to conventional wisdom is the very low 
correlation between the mean school SES and pupil-teacher 
ratio or class size. Despite equalisation of  publicly allocated 
teacher-learner ratios between schools, two factors still 
contribute to de facto disparities in pupil-teacher ratios. 
Firstly, schools may impose school fees to supplement 
public resources, and richer schools often use such funds to 
appoint teachers in addition to those on the public payroll. 
Secondly, some schools may have difficulty filling positions, 
particularly in deep rural areas. However, perhaps more 
decisive for educational quality in poor schools is that good 
teachers are prone to prefer teaching in richer, urban 
schools. It is not clear whether the low association between 
SES and class size is the result of  poor reporting on pupil-
teacher ratios, or whether factors other than teacher and 
pupil numbers (e.g. administrative and other duties that 
keep some teachers out of  class) conflate the relationship 
between class size and SES.

Learner support materials and school resources
For one of  the first times in a South African study, there 
are data to provide statistical evidence that some other 
resources matter for educational outcomes. For the full 
sample, having textbooks is important for educational 
performance in the case of  reading, even when the 
textbook is shared with one other (but not if  shared 
with more). For the reduced sample, having no textbook 
negatively affects reading scores, but not mathematics 
scores. Thus, it is distressing that only 47 per cent of  pupils 
have their own book for reading and 43 per cent for math-

ematics, while another 19 per cent and 17 per cent respect-
ively share a book with only one other child. 

The presence in a school of  equipment such as a first-aid 
kit, fax machine, typewriter, duplicator, radio, tape recorder, 
overhead projector, TV, VCR, photocopier and computer 
plays a positive role. In the case of  mathematics, so does 
the school structure (for example, a school library, school 
hall, teachers’ room, office for school head, storeroom and 
cafeteria).

 
School processes and management
Interestingly, homework frequency does not lead to any 
significant improvement in performance when the reduced 
sample is considered. For the full sample, however, home-
work does affect mathematics scores. Where principals 
report having teacher problems, reading scores are sig-
nificantly lower, although not by a large number. The same 
does not apply to mathematics scores.

School location
Urban schools in large cities perform much better than 
others, but there is no indication that those in towns 
perform better than those in isolated rural areas. For the 
reduced sample, mathematics scores were less affected by 
school location: for schools with lower mean SES, being an 
urban school had no significant impact on performance in 
mathematics. 

CONCLUSION

An analysis of  the SACMEQ data demonstrates that socio-
economic differentials still play a major role in educational 
outcomes at the primary school level in South Africa. 
However, in South Africa the magnitude and direction 
of  the impact of  learner socio-economic differentials on 
educational outcomes depends on school mean SES, much 
more than is the case for any other country in the region, 
and arguably for the rest of  the world. 

For the top layer of  schools (historically white and Indian 
schools), individual SES and school level SES interact 
positively to produce improved outcomes. Schools with a 
lower mean SES (historically black schools), on the other 
hand, on average not only fail to transform the future of  
children from poor socio-economic backgrounds, but also 
reduce the chances of  children from better backgrounds 
maintaining or improving their status in later life. These 
results confirm analysis using matriculation data from 
the secondary school level showing that historically white 
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and Indian schools still far outperform historically African 
and coloured schools. 

A surprising finding is that, outside of  the richest 
schools, SES has only a mild impact on test scores, which 
are low in the SACMEQ context over most of  the SES 
spectrum. A threshold effect appears to operate that holds 
back even the middle class from performing well outside 
schools for the rich. This finding is supplemented by the 
lower explanatory power of  models relating to school 
inputs such as teachers, textbooks and equipment when 
the reduced sample of  poorer schools is considered. The 
SACMEQ data show that more resources do not necessarily 
or unqualifiedly improve school performance, although 
some resources (equipment at the school, for example) 
appear to play a role. There is a relatively large divergence 
in the ability of  schools to convert resources into out-
comes. The message from this study appears to be not that 
resources do not matter, but rather that resources matter 
conditionally. 

Implications
What does this all mean for policy? Equity in educational 
outcomes between population groups is an important 
transformation objective, particularly given the long history 
of  educational disparity and its contribution to current 
socio-economic inequality. The study shows that continu-
ing inequality in educational outcomes is driven by unequal 
school performance, and debate has tended to focus on 
the top end. However, the future of  80 per cent of  South 
African youth is bound up with the mostly poorly perform-
ing schools that serve poor and middle-income South 
Africans. The difficult task is to turn around this shaky 
majority so as to open up opportunity to youth who would 
otherwise be excluded from choice and the world of  work. 
The importance of  the main primary education system in 

producing skilled candidates for the labour market means 
that the preferable route (with possibly higher returns) to 
improving equity is focusing policy attention on remedying 
the poor performance of  the struggling 80 per cent of  
schools. Poorer schools serve the bulk of  the population: 
they should be systematically assisting learners to overcome 
socio-economic disadvantages, rather than the present 
situation where they have the opposite effect of  reinforcing 
disadvantage. 

The data show that to change outcomes at matric level, 
interventions need to be made at an early age – South 
African pupils fall behind their counterparts in other 
African countries even at a young age. 

It is clear from the regression analyses that poor schools 
would benefit from specific resources, particularly text-
books and equipment, even more than from additional 
teacher numbers or from improving teacher qualifications, 
which are not necessarily the same thing as improving 
teacher quality. However, merely increasing resources is 
not sufficient: the large efficiency differentials between 
poor schools and historically advantaged schools in con-
verting resources into educational outcomes means that 
resources on their own are not sufficient. Interventions 
that address school effectiveness are also required. 

The great variation in performance between similar 
schools in this data set again emphasises the need for better 
testing in order to identify good and weak performers, to 
target interventions and to improve the accountability of  
the school system to the public as a whole, of  principals 
and teachers to the parent and pupil community, and even 
of  pupils to parents. It is vital that we have information on 
the relative performance of  individual schools, and this 
information needs to be made widely available, preferably 
provided in comparative form, to ensure the accountability 
of  this essential service to our future.
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At the heart of  education reform in South Africa 
lies a policy puzzle and a planning frustration. 
Despite significant national investment in edu-
cation and the formal equalisation of  education 

expenditure across provinces and population groups, 
educational outcomes are not only hugely unequal across 
schools, but also far below standard in comparison with 
other middle or even far lower income countries, as we see 
in the discussion of  SACMEQ II above. 

In 2003, South Africa had 11.7 million students and 
354 201 teachers spread over 27 458 schools in the nine 
provinces. In that year, government spent R69.1 billion 
on education (including higher education), amounting 
to almost 6 per cent of  GDP and more than double the 
1994 education budget of  R31.8 billion (National Treasury 
2004: 39). In 2004/5, education expenditure grew to 
R76.6 billion with a planned increase to R83.7 billion in 
2007/8, a real average annual increase of  3.0 per cent 
over the current Medium-Term Expenditure Framework 
period (Wildeman 2005: 1, 13).

By any account, these trends represent a significant and 
positive growth in educational investment and budgetary 
commitment. In the context of  limited resources, it is 
imperative to understand the lack of  fit between expendi-
ture and outcomes. At the provincial level, where the 
responsibility for social delivery rests, education expendi-
ture is also significant – it still represents a full third of  
social spending, at 33.9 per cent in 2004/5. A number 
of  crucial improvements have also occurred in spending 
patterns that should theoretically have led to improved 
equity and efficiency of  expenditure. 

First, personnel expenditure has been stabilised or 
contained, thereby releasing more provincial resources 
for non-personnel inputs such as textbooks (Wildemann 
2005: 2; National Treasury 2004: 41–42). In fact, in 
2003/4, provinces spent 81.8 per cent of  their education 
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budgets on employee compensation, a significant reduction 
from 89.3 per cent in 2000/1 (National Treasury 2004: 
45). 

Second, budgets have shifted in favour of  poorer prov-
inces, resulting in a reduction in inequality of  around 
60 per cent by 2001 through, inter alia, the deployment of  
a resource-targeting list by the Department of  Education 
(DOE 2003: 15–16; Wildemann 2005: 27). 

Third, delivery of  learning materials (textbooks and 
stationery, in the main) has clearly improved, with 90–100 
per cent of  stationery delivered to schools in at least seven 
of  the nine provinces (Jansen & Taylor 2003: 11). 

Fourth, the per capita learner expenditure has converged 
across the nine provinces so that ‘the face of  input 
inequality has been fundamentally changed’ (Wildemann 
2005: 27).

It is not only mainstream spending that has increased 
in real terms. There are several additional programmes 
that seek to improve learning outcomes. One example will 
suffice. The national school nutrition programme has ex-
ceeded its targets and reached close to R5 million children 
with a growth rate in budgetary terms of  8.8 per cent. In 
sum, South Africa has clearly and consistently made sig-
nificant investments in school education since 1994, with 
a pro-poor bias in expenditure at the level of  provinces, 
schools and individual learners. 

QUALITY INDICATORS

How does this kind of  investment reflect in system 
performance measured in terms of  that prime indicator 
of  education system quality, namely measurable learning 
achievement? The short answer is: poorly.

The only repeat measure of  learner performance in the 
South African school system, at the moment, is the annual 
Grade 12 matriculation examination. On the one hand, it 
could be claimed that there has been a gradual improve-
ment in matriculation examination results, especially 
since 1999, with a dramatic reduction in the proportion 
of  schools with pass rates lower than 40 per cent. The 
learner pass rate also increased dramatically from under 
50 per cent in 1997 to 70.7 per cent in 2004; and the 
number of  students passing with endorsement (university 
entrance) increased from 14.2 per cent in 2000 to 18 per 
cent in the past two years. However, it is when these results 
are more closely scrutinised that the magnitude and 
inequality of  outputs become clearer. 

First, there remain huge inequalities of  performance 

across the nine provinces so that, for example, while 27.1 
per cent of  matriculants in the Western Cape gain univer-
sity entrance passes, this is true for only 8.8 per cent of  
students in the Eastern Cape. Most notable, though, is the 
fact that more than 80 per cent of  matriculants fail to 
qualify for university entrance.

Second, in the gateway subjects – so called because of  
their importance to economic and, ultimately, social devel-
opment – only 8.7 per cent of  those writing mathematics, 
and only 16.7 per cent of  those writing physical science, 
passed the respective subjects on the higher grade in 2004. 
Once again, the picture is even bleaker when disaggregated 
at the provincial level, where the mathematics higher 
grade passes range from 3.8 per cent (Eastern Cape) and 
6 per cent (North West) to 14.7 per cent (Gauteng) and 
19.4 per cent (Western Cape).

Third, the failure rate remains a disconcerting indicator 
of  system performance problems. In terms of  the 2003 and 
2004 matriculation results, about 30 per cent of  students 
(more than 45 per cent in provinces like the Eastern Cape) 
continue to fail this high-stakes examination at the end of  
12 years of  schooling.

MANAGEMENT MALFUNCTION

What are the factors that explain the underperformance of  
the schooling system in South Africa, given the growing 
levels of  resource investment from year to year? The focus 
is shifting from resource allocation and its equity, to 
how those resources are managed, at national, provincial, 
district and school levels (see, for instance, Van der Berg in 
the 2004 Transformation Audit). 

Immediate evidence of  simple mismanagement of  
resources is overwhelming. The General Report of  the 
Auditor-General on Provincial Audit Outcomes for the 
Financial Year Ended 31 March 2004 finds that ‘unauthor-
ised, irregular and fruitless and wasteful expenditure’ 
amounted to 3.5 per cent (R5.833 billion) of  total expend-
iture (R167.4 billion). 

In close-up, the picture is even more dismal; in 2003/4, 
education had unqualified reports in only three of  the nine 
provinces, a deterioration from previous years. Through-
out the General Report of  the Auditor-General, there are 
indications of  massive wastage by provincial education 
departments: lack of  service delivery in the form of  
training, even when such training was accounted for; 
continuous overspending on items such as substitute 
educators in ordinary public schools; over-expenditure 
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of  almost R23 million due to poor planning or lack of  
anticipation of  increases in the numbers of  learners; 
irregular expenditure of  more than R56 million as a result 
of  illegal payments to contractors; the transfer of  funds 
to entities without adequate monitoring and financial 
systems; and massive amounts of  interest-based payments 
and penalties, such as R13 million paid by one province to 
the South African Revenue Services for late payment and 
underpayment of  PAYE.

While the scale of  corruption wastage is significant, it is 
an extremely difficult task to systematically and empirically 
relate the mode of  management of  resources to education 
performance. Put differently, simply improving the man-
agement of  resources does not necessarily mean a parallel 
improvement in educational performance.

There are contradictory results and considerable debate 
in the most recent research literature as to the relationship 
between resource inputs and learner performance, espe-
cially as this relates to developing countries. It is not clear 
what formal inputs can systematically be related to which 
formal outputs. A recent World Bank study concludes 
that: ‘Consistent with most research on the relationship 
between spending and student outcomes, we also find that 
the relationship between mean spending and student 
achievement is quite weak throughout the distribution of  
achievement’ (Gordon & Vegas 2004: 27). 

Yet it has been consistently established through research 
that, in developing countries and under-resourced environ-
ments, a number of  modest claims can be made about the 
relationship between economic inputs and educational 
outcomes (see Fuller 1986; Fuller & Heynemann 1989): 

m Availability of  teaching materials (such as textbooks) 
 and other material inputs directly involved in teaching 
 are consistently related to higher pupil achievement.

m The influence of  textbooks appears to be more strongly 
 related to achievement in rural schools and among 
 lower income families (Fuller 1987: 277).

m Measures of  teacher quality – including teacher skills 
 and academic achievement – are related to higher 
 levels of  student achievement (teacher experience, 
 per se, holds little influence on achievement).

m The frequency of  teacher in-service training stands 
 as a moderate predictor of  student achievement (this 
 factor is stronger than the influence of  the family 
 background of  students).

m The duration of  instruction or instructional time  
 stands out as a consistent predictor of  student  
 achievement.

There is less clear evidence that inputs such as teacher 
salaries, laboratories, school libraries, desks in classrooms 
and other factors play a significant role in academic 
achievement compared to the factors listed above. On 
the other hand, the complexity of  designating significant 
factors continues to be shown in recent research. For 
example, the impact of  social capital and school context 
offer yet another layer of  explanations for scholastic 
performance in poor countries. Carnoy and Marshall 
(2005) suggest that: ‘Cuban children may do better in 
school because the social context of  their schools is much 
more favourable to higher academic performance that in 
other countries … the effect of  school level SES on student 
achievement could be very different than in communities 
or societies where low-income, less-educated families face 
a host of  conditions hostile to children’s academic success’. 
A supportive social context might very well play a crucial 
role in promoting academic achievement, but ways in 
which this happens are still far from being accurately 
quantified. 

TEACHERS, TEXTBOOKS AND TIME

What is clearer is that teacher quality, the availability and 
standard of  teaching materials (principally textbooks), and 
instructional time show the clearest evidence of  impact 
on student achievement. One way to explain the puzzle of  
increasing investments in national education without a 
corresponding increase in student achievement in South 
Africa is to track the lack of  concentrated and co-ordinated 
management of  these three key factors: teachers, text-
books and time.

Teachers
While there has been an increase in the accumulation of  
teacher certification or qualifications, there has not been 
corresponding growth in teacher effectiveness, as measured 
in terms of  student achievement. This is one of  the reasons 
for the proposal by of  the Ministerial Committee on Teacher 
Education for a system of  teacher licensing whereby 
teachers are certificated on the basis of  demonstrated 
expertise, rather than simply accumulated certificates. 
There is now extensive research demonstrating that a 
critical deficiency among South African teachers is the 
lack of  an adequate base of  subject-matter knowledge, 
especially in key subjects. 

The first systematic account of  the problem appeared 
in the Presidential Education Initiative, which reported 
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that teachers’ knowledge of  ‘key mathematics and science 
topics at the Grade 5 to 7 levels is little better than that of  
their pupils’ (Taylor & Vinjevold 1999). There are, of  
course, all kinds of  legitimate explanations for how South 
African teachers arrived in this position as a result of, 
inter alia, the under-funding of  teacher education under 
apartheid and the mass exit of  the most competent 
teachers as a result of  the voluntary severance packages 
offered more than a decade ago. 

Renewal and transformation of  the education system 
is just not possible without attending to the simple but 
central finding – the quality, depth and sophistication of  
subject-matter knowledge among South African teachers 
is perhaps the single most important inhibitor of  change 
in education quality, measured in terms of  student 
achievement. 

Textbooks
While there have been improvements in the delivery of  
textbooks (defined here as the sum of  materials required for 
learning) to schools, there is still a lack of  on-time delivery 
of  high-quality, durable, affordable and adequate numbers 
of  textbooks for students. The ideal of  one textbook per 
learner per subject is still far from being achieved. 

Textbooks serve two functions in developing countries. 
First, they provide learners with substantive learning 
content to complement and even compensate for the 
weak knowledge base of  teachers. Second, and less readily 
acknowledged in the literature, is that textbooks provide 
under-qualified or less than competent teachers with 
reliable and accessible learning content to guide, inform 
and even correct their teaching. 

The combination of  incompetent teachers and the 
non-availability of  textbooks holds dire consequences for 
teacher preparation and student achievement, especially 
for older learners in poor countries. 

Time
While there has clearly been a gradual improvement in the 
ways in which black schools, in particular, use instructional 
time – thanks in large part to the massive drive to improve 
matriculation scores during the 1999–2004 period under 
the second Minister of  Education – there are still huge 
discrepancies between former white and black schools in 
the usage of  instructional time. 

Previous ‘time on task’ research in black South African 
schools established clearly that the under-utilisation of  
instructional time was a major problem in black schools 

and related directly to student achievement (Ngidi 1986). 
In more recent research comparing high- and low-
achievement schools, Musker and Narsee (2002) reach 
the definitive conclusion that: ‘In well-performing schools, 
educators are punctual and consistent in their academic 
performance.’

The problem of  time, and more specifically ‘time on 
task’, has recently been quantified nationally and demon-
strates the serious inequalities in the use of  this resource 
within schools. A recent report of  the Human Sciences 
Research Council (2005) found that:

m teachers in former white schools spend more time on 
 school-related activities than their counterparts in 
 black schools;

m teachers in smaller schools (less than 200 learners) 
 spend more time on school-related activities than 
 those in larger schools (more than 200 learners);

m teachers in classes with more than 50 learners spend 
 ‘noticeably less’ time on school-related activities than 
 teachers with fewer than 50 learner per class;

m schools in rural areas spend less time on school-
 related activities than those in urban areas; 

m teachers with lower qualifications (matriculation 
 certificates or lower, and college teacher diplomas) 
 spend less time on their activities than those with 
 higher qualifications; and

m former white schools spend an average of  19.11 
 hours on teaching per week (almost half  the total 
 work time), while teachers in black schools spend 
 very little time teaching (15.18 hours).

The picture that emerges demonstrates clearly that 
inequalities in the use of  instructional time and time on 
other school-related activities continue to separate privi-
leged schools from their disadvantaged counterparts. This 
observation does not even begin to address the quality 
or depth of  teaching (but merely the fact that teachers 
show up to teach). However, it should be stressed that these 
are self-reports by teachers, and that the picture might 
actually be worse if  it were possible to gain observational 
data on the same subject in a large cross-section of  schools. 

CONCLUSION

Money does matter. However, policy planners and their 
critics are becoming aware that the path between increased 
educational expenditure and improved educational out-
comes is not a direct one. It is important to recognise 
that expenditure serves at least two purposes – the broader 



EDUCATION74 Economic Transformation Audit 2005 EDUCATION 75Economic Transformation Audit 2005

purpose of  social justice, in which fairness and redress are 
demonstrably evident in the provision of  school resources 
on matters such as capital expenditure and other material 
provisions, and the narrower purpose of  school performance, 
in which the academic achievement of  individual learners 
and the population of  learners in a particular school 
improves as a result of  investment. 

Both of  these goals are important, and by focusing 
exclusively on the latter purpose, there is the real danger 
of  overlooking gross injustices in the provision of  basic 
infrastructure and services. On the other hand, by focusing 
exclusively on the former purpose, there is the related 
danger of  ignoring the fact that the life chances of  millions 
of  children depend crucially on knowledge and access 
to knowledge revealed through academic performance 
measures. 

There remain questions of  adequacy in redistributive 
policies, especially considering the magnitude of  the gap 
between former white, urban and privileged schools and 
black, rural and disadvantaged schools (at least as meas-
ured in terms of  physical infrastructure and capacity, 
reflected in the School Register of  Needs). Studies show 
clearly that even with the redistribution of  funding in 
favour of  poorer schools, there simply is not enough money 
allocated to make a material difference in the lives of  
schools (see Molale 2004).

There are questions of  capacity in redistributive policies 
(i.e. the ability of  different levels of  government to effec-
tively manage additional resources). This is clear from the 
brief  review here of  the revelations from provincial audit 
reports of  wasteful and fruitless expenditure. There are 
huge differences in the management capacity of  schools 
and provinces, and this invariably impacts poorly on the 
utilisation of  resources.

There are questions of  strategy in redistributive policies 
(i.e. the ability to focus and co-ordinate available resources 
on the kinds of  inputs that are most likely to stimulate 
academic achievement in schools). 

We suggest that, together, deepening the knowledge base 
of  teachers, improving the distribution of  textbooks and 
enhancing the use of  instructional time are likely to make 
much more of  a significant impact on achievement than 
any of  these factors in isolation, or any other significant 
school-level input. 
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Life is a daily struggle for most South Africans. Drinking water, adequate food, shelter, 
a clean environment and light when darkness falls cannot be taken for granted by many 
of our citizens. For those living in places like Port St Johns and Msinga, where 85 per 
cent of households survive on less than R1 100 per month, access to affordable basic 
services is the thin line between some quality of life and complete degradation. More 
South Africans today are housed in permanent structures and are connected to the 
electricity grid and other service networks than ten years ago. But service provision and 
further expansion of household coverage depend on living in an area with a functioning 
local government. And there is nothing guaranteed about that. 

Beginning the chapter, Alta Fölscher reviews current factors that impact on poverty. 
While the rapid expansion in grants coverage is bringing relief to many, the increase in 
HIV/AIDS prevalence rates and stagnant growth in employment still perpetuate poverty 
and its social destructiveness. 

In a revealing case study, Martin Nicol and Zenobia Africa take a closer look at the 
interplay between poverty, governance and local government institutions in two 
municipal areas. Taking note of the upheaval caused by national restructuring of local 
government institutions, they investigate how three successful local government 
leaderships deal with the inevitable conflict arising from making choices between 
multiple needs in a context of scarce resources, showing that conflict can be turned 
into a positive force for human development and the building of social capital. They 
emphasise the role of good leadership, sound intergovernmental relations and truthful 
communication with and participation by local communities in building viable local 
governments.

Chapter 4
POVERTY, CONFLICT AND GOVERNANCE
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The Income Poverty and Inequality Scorecard and 
Star provide a snapshot impression of changes in 
key indicators of poverty and inequality derived 
from census data. As no new data are available, 
this scorecard has not changed since last year. 
Apart from an improvement in gender equity, all 
indicators worsened between the censuses of 1996 
and 2001. More people are poor and overall social 
inequality increased during this period, as did 
inequality within the African population group.

Income poverty and inequality scorecard

Transformation goal Reduced income poverty and inequality

Desired outcome Indicator Status 1996 Status 2001 Direction 
of change

Reducing 
income poverty

Percentage of the population 
below the poverty line1 26% 28% ê

Creating wealth Percentage of the population 
above an ‘affluence’ line2 12.4% 12.4% çè

Reducing inequality

African per capita income as a
percentage of white per capita income 8.2% 6.9% ê

Income of female-headed households as 
a percentage of male-headed households 41% 45% é

Gini coefficient for overall SA population 0.68 0.73 ê

Gini coefficient for African population 0.62 0.66 ê

Source: Calculations by Matthew Welch, using data from the 1996 and 2001 censuses 
1. R91 per person per day in 1996 rands
2. R1 500 per person per month in 1996 rands
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INTERPRETATION GUIDE

Desired direction of change

Measurement

Score early 
1990s (=100)

Status 2004

Status 2005

Access poverty scorecard

Transformation goal Reduced poverty through better access to services

Desired outcome Indicator Status 1995 Status 2004 Status 2005 Direction of 
change

Reduced 
access poverty

Percentage of households 
living in a permanent 
structure1

77.6% 73.8%
(2002)

74.0%
(2003) é

Percentage of households 
with access to electricity1 62.9% 76.6%

(2002)
78.5%
(2003) é

Percentage of households 
with access to clean drinking 
water in the home1

48.9%   67.6%
(2002)

68.3%
(2003) é

Reduced 
education poverty

Percentage of children 
7 to 18 in school1 95.3% 93.1%

(2002)
93.5%
(2003) é

Reduced 
health poverty Infant mortality rate2 45 

(1990)
53.5

(2003)
53.6

(2005) ê

1. Sources: Statistics South Africa, October Household Survey 1995; General Household Survey 2002; General Household Survey 2003
2. Sources: 1990 from UNDP Human Development Index (1990); 2003, 2005 from Statistics South Africa, Statistical Release P0302 Mid-year Estimates <www.statssa.gov.za>
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The Access Poverty Scorecard and Star provide a 
snapshot impression of changes in popular access 
to services that are important for human well-being. 
In all the indicators, scores for 2005 show a mar-
ginal improvement over 2004. This is encouraging. 
Compared to 1994, a higher percentage of house-
holds have access to electricity and clean water, but 
a smaller proportion have access to formal housing. 
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Year review by Alta Fölscher

Life after the last straw: Two local governments on managing conflict 
by Martin Nicol and Zenobia Africa
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Both income poverty and income inequality in-
creased for the population as a whole between 
1996 and 2001, as shown in the analysis by 
Leibbrandt et al. for the 2004 Transformation 

Audit. This increase was unambiguous. No matter which 
definition of  the poverty line is used or at what level it is 
drawn, the cumulative number of  people falling below that 
line increased. The increase in income inequality was equally 
unambiguous and is not dependent on which particular 
inequality measure one chooses. However, while income is 
an important part of  poverty, other factors such as a secure 
personal environment and access to shelter and affordable 
energy sources, to basic services such as water and sanita-
tion, and to social services such as health, education and 
social welfare are significant determinants of  human well-
being. In this regard, the 2004 Transformation Audit showed 
that while income poverty increased, large gains were made 
in providing more of  the poor – particularly the poorest of  
the poor – with access to basic services. 

Yet 2001 is already almost five years ago. In the mean-
time, the economy has achieved a higher growth path – real 
growth has averaged almost 3.5 per cent over the past five 
years, compared to an average of  2.4 per cent between 
1996 and 2001. Social expenditure, particularly on grants, 
has grown significantly and access to basic services has 
expanded even further. What impact these changes have 
had on national and regional poverty levels will not be 
known soon. The next census is only planned for 2011 and 
there is no final indication of  whether and when alternative 
survey mechanisms will be put in place to provide interim 
national data on changes in poverty and inequality. This 
brief  review, therefore, pulls together information on what 
can be described at best as proxy indications of  likely shifts 
in poverty levels. Access to basic services and selected areas 
of  pro-poor public spending, employment and unemploy-
ment and HIV/AIDS are discussed. 

INCREASED ACCESS TO SHELTER, WATER, 
ENERGY AND SCHOOLING

Access to services increased across all four of  the indicators 
selected for the scorecard. In fact, access to housing 
(measured as a percentage of  households living in perma-
nent structures) has reversed an average decrease of  0.5 
percentage points per year, to reach a positive year-on-year 
percentage point change of  0.2. This means that there were 
0.2 per cent (or nearly 600 000) more households living 
in permanent structures in 2003 than in 2002; while 
in 2002, 0.5 per cent fewer households had shelter in 
permanent structures than in 1995. These statistics would 
indicate a reversal in the trend of  a growing backlog 
(despite increased housing delivery) of  households without 
shelter. A similar trend can be observed in the percentage 
of  children aged 7 to 18 enrolled in school. A smaller pro-
portion of  the school-aged cohort was in school in 2002 
than in 2005, the 2003 statistic showing a reverse in trend 
with nearly a 0.5 percentage point increase in enrolment. 

However, for the other two indicators, the percentage of  
households with access to electricity and access to piped 
water, a different trend emerges. Whereas the direction of  
change is still positive (more households had access to these 
services in 2003 than in 2002), the rate of  improvement 
has slowed down. However, this is on account of  accelerated 
household formation. Despite the average number of  new 
households connected to the electricity grid by 2002/2003 
almost doubling (compared to the average number of  new 
connections for the previous seven years), the rate of  
increase in the number of  households was faster. A similar 
scenario holds for access to piped water.

These findings indicate that despite accelerated delivery 

review 
POVERTY AND INEQUALITY: BENEFITS 
OF INCREASED ACCESS OFFSET BY AIDS

Alta Fölscher

Table 4.1.1: Rate of coverage of selected basic 
 services, 1995 to 2003

Average 
annual change 

1995–2002

Change 
2002–2003

Households living in 
permanent structures

-0.5% 0.2%

Households with 
access to electricity

2.0% 1.8%

Households with access to piped 
water inside dwelling/on site

2.7% 0.7%

Children aged 7 to 18 
enrolled at school

-0.3% 0.4%

Source: Stats SA, OHS (1995), GHS (2002, 2003)
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of  services, the demand grew at a faster pace between 2002 
and 2003 than over the previous seven years. One cannot 
assume that increased poverty is behind the increased de-
mand. Such a conclusion would only be possible if  one 
could conclusively claim that the growth in the number of  
households (at a faster rate than population growth) is a 
reflection of  coping strategies by the poor, such as house-
holds dividing as working-age members seek work else-
where. However, at least some of  the households dividing 
could reflect an expanded range of  choices that people have 
about where and how to live: we need better information 
about how the poor manage their lives and choices.

INCREASED ACCESS TO SOCIAL SERVICES, 
INCLUDING SOCIAL SECURITY

The Leibbrandt et al. analysis of  change between the 1996 
and 2001 censuses showed that while poverty increased 
overall, the degree of  increase was dependent on where 
the poverty line was drawn. The indication was that the 
increase was less acute for the poorest of  the poor, and 
that the depth of  poverty below the US$2 per day absolute 
poverty line had not increased. One explanation for this is 
the expansion in coverage and better targeting of  social 
grants. Given increases in grants since 2001 – particularly 
in terms of  the number of  beneficiaries – more individuals 
may have been kept out of  absolute poverty. The number of  
beneficiaries has grown from 3.6 million in 2001 to nearly 
8 million in 2004. At the same time, grant values broadly 
have kept track with inflation, while the real value of  some 
grants has increased (the child support grant, for example, 
by 11 per cent over its 1998 value). This grant has also 
seen the greatest increase in beneficiaries, from 947 000 
in 2001 to over 3 million in 2004, an increase of  more 
than 110 per cent per year. Spending on social grants has 
grown by more than 31 per cent in real terms (the cost to 
the state of  the growth in child support and disability grant 
beneficiaries), representing an increase from 2 per cent of  
GDP in 2001/2 to nearly 3 per cent in 2004/5. 

However, increases in social grant spending are not the 
only manifestations of  accelerated spending on public 
goods and services associated with poverty alleviation. 
National medium-term budget policy reinforces spending 
on provincial and local government programmes aimed at 
reducing poverty and vulnerability. In addition to extending 
the coverage of  social security grants, further real funds 
are being directed at: support for school education through 
increased spending on inputs; increased funding for the 

comprehensive agricultural support programme, which 
dovetails agricultural extension services with the land 
reform programme; expansion of  the public works pro-
gramme; and the scaling up of  HIV and AIDS treatment. 

Allocations for basic infrastructure development at 
municipal level have increased significantly, from R11.7 
billion in 2001/2 to over R16 billion in 2003/4. It is 
projected to grow even faster over the medium term. While 
some of  this is funded from municipal own revenue, 
the largest portion is financed through the Municipal 
Infrastructure Grant, a national transfer, the main function 
of  which is to eliminate infrastructure backlogs in poor 
communities over the next ten years. The targeted infra-
structure includes critical informal settlement upgrading, 
such as the provision of  piped water, sanitation, electricity 
and refuse removal. However, the current trend is for 
municipalities to underspend on their existing grant levels. 
A key challenge to realising better road, sanitation, electricity 
and piped water grids in the rapidly growing, poverty-
stricken urban areas – and achieving the associated 
improvements in human welfare – remains the capacity 
of  municipalities to manage the delivery of  infrastructure, 
including targeting, community relations, project manage-
ment and financial management. 

EMPLOYMENT AND UNEMPLOYMENT

One of  the challenges facing public-policy makers is to 
strike an appropriate spending balance between direct cash 
transfers to address poverty and vulnerability and fiscal and 
spending policies directed at bolstering the economy’s 
growth and labour market performance. Already, social 
security spending has grown and is projected to grow at 
a disconcerting rate over the medium term. By 2007/8, 
3.4 per cent of  GDP will be spent on direct transfers to 
households and individuals, which is high compared to 
other developing countries as well as to some industrialised 
countries. The long-term sustainability of  grants as a 
primary poverty alleviation mechanism is questionable. 
Besides, given beneficiary numbers and a narrow tax base, 
the level of  each individual grant, while being sufficient to 
keep beneficiaries out of  absolute poverty, is unlikely to 
provide a springboard out of  poverty overall. They key 
to long-term poverty alleviation remains growth, and job-
creating growth.

However, changes in employment and unemployment 
after 2001 do not hold out much hope for major shifts 
in poverty alleviation on account of  improved growth 
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performance. Rulof  Burger puts it succinctly in the 
Chapter 2 review: ‘The stability of  the unemployment 
rate between 2002 and 2004 is somewhat disappointing, 
given the robust economic growth of  3.1 per cent per year 
South Africa enjoyed during this period.’ While the rise in 
unemployment has been halted, it is less on account of  
many additional jobs being created during this time, and 
more because of  job seekers giving up and leaving the 
labour force. Burger’s calculations show that the un-
employment rate has remained roughly constant, despite 
the labour force participation rate decreasing. 

A year-on-year comparison of  the September Labour 
Force Surveys of  2003 and 2004 shows a similar trend – 
growth in the total number of  workers has been stagnant. 
Reductions in the number of  domestic workers, commercial 
agricultural workers and unpaid family workers, as well as 
a slight reduction in the number of  formal, non-agricultural 
private sector workers, were compensated for by an increase 
in the number of  informal workers (whose quality of  
employment is inferior in terms of  wages and security) and 
small-scale farmers. This indicates that in the inter-survey 
period, the structure of  employment changed on the 
margin to poorer-quality, lower-income jobs. It is too soon 
to say whether this is a result of  sampling, or whether it 
is an indication of  stagnant labour market performance, 
despite the growth surge over the same period. 

The year-on-year comparison, however, should be 
weighed against job increases for the three years since 
2001. Table 4.1.2 shows that although the LFS showed 
a standstill in job creation between 2003 and 2004, 
between 2002 and 2003 the number of  jobs increased 
faster than GDP. 

Table 4.1.2:  Job creation and economic growth as 
 an index of 2002

2002 2003 2004

Total employment excluding 
small-scale farmers

100 107 106

Private, formal non-agricultural 
employment

100 110 106

GDP growth 100 103 107

Source: Stats SA, LFS September (2002, 2003, 2004); SARB <www.resbank.co.za>

Later LFS results (for example, those of  the 2005 
Surveys) will help to provide a clearer picture of  whether 

the accelerated economic growth translates into less 
poverty through the creation of  more, and more secure, 
jobs for the skilled and semi-skilled. Currently, firm 
conclusions either way are not possible.

HIV/AIDS

Any gains made in poverty alleviation through a stronger 
and wider social security net, more employment oppor-
tunities and better access to shelter and basic services 
have to be weighed against the human welfare impact 
of  HIV/AIDS. The 2004 Transformation Audit provided 
an overview of  the best data available on the impact 
of  HIV/AIDS on growth, poverty and equity. One stark 
characteristic of  the trajectory of  the disease in South 
Africa is that there is a clear bias related to province, 
employment, status, skills, income level and population 
group. If  you are female, unskilled, unemployed, poor and 
African and live in KwaZulu-Natal or Mpumalanga, your 
likelihood of  an AIDS-related death increases many times. 
HIV/AIDS affects individuals and families who are already 
disadvantaged the most. 

The 2004 National HIV and Syphilis Antenatal Sero-
prevalence Survey shows rising HIV/AIDS prevalence. 
Prevalence among pregnant women attending antenatal 
clinics had increased to 29.5 per cent in 2004 from 27.9 
per cent in 2003 and 26.5 per cent in 2002. KwaZulu-
Natal, Gauteng and Mpumalanga recorded the highest 
prevalence rates in 2004 – 40.7 per cent, 33.1 per cent and 
30.8 per cent, respectively. However, between 2002 and 
2004 the highest percentage increases in antenatal preva-
lence were recorded in the Eastern Cape, Limpopo and the 
Western Cape, while Free State, Gauteng and North West 
Province showed the lowest rates of  increase.

It is noticeable from Figure 4.1.1 that the four provinces 
with the lowest prevalence rates in 2002 and 2003 – 
Eastern Cape, Limpopo, Northern Cape and Western Cape 
– registered the four highest percentage increases in 
prevalence. This has two implications: firstly, that provinces 
like KwaZulu-Natal and Gauteng may simply be ahead of  
the curve and that over time all provinces will be affected 
equally; and, secondly, that this outcome may be amelio-
rated if  AIDS awareness and prevention campaigns are 
stepped up significantly society-wide. While a disaggrega-
tion of  spending information for the public sector response 
does not tell us how much of  the health grant is spent on 
awareness and prevention programmes, one indicator of  
state interest in spending in this area is spending through 
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the education sector where the conditional grant goes 
towards life-skills campaigns (see above). However, after a 
significant increase between 2001/2 and 2002/3, spending 
in this area remains flat over the medium term.

While prevalence across age groups has increased, the 
increase was faster in some age bands than others. Over 
38 per cent of  participating women aged between 25 and 
29 tested HIV-positive in 2004, up from 35 per cent and 
34 per cent in 2003 and 2002, respectively. For the 30–34 
age group, prevalence increased from 30.9 per cent in 
2003 to 34.4 per cent in 2004. However, the highest 
percentage growth occurred in the 35–39 age group, 
where nearly 25 per cent more women tested positive in 
2004 compared to 2002 (see Figure 4.1.2). Prevalence 
growth in the lowest two age groups showed a sharp 
reduction between 2003 and 2004, compared 2002 
and 2003.

The Department of  Health uses a demographic model 
to extrapolate from the antenatal surveys the number of  
individuals nationally who may be HIV-positive. These 
extrapolations show the best estimate for the number 
of  infected females to be 3.3 million. The best estimate 
for the number of  males infected is 2.8 million, and for 
babies 104 963, bringing the estimated number of  HIV-
positive individuals to over 6 million. If  this is adjusted 
to allow for the antenatal clinic method slightly over-
estimating the true prevalence in the general population, 
the number of  people potentially infected is most likely 

to be in the range between 5.7 million and 6.2 million, or 
approximately one in every seven people. The challenge 
that HIV/AIDS presents to growth and poverty alleviation 
is clear.

Some of  these challenges are already being felt on the 
economic front. The 2004 Bureau for Economic Research 
(BER) survey found that lower labour productivity, increased 
absenteeism and higher employee benefit costs were the 
factors having the largest impact on the production side of  
companies. The mining and manufacturing sectors (where 

Figure 4.1.1: Prevalence by province

Source: Department of Health (2004)
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Figure 4.1.2: Prevalence by age group

Source: Department of Health (2004)
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proportionally more high-risk, semi-skilled and unskilled 
workers are employed) are by far the worst affected. The 
majority of  the mining companies surveyed indicated that 
the epidemic has led to higher labour turnover rates, lost 
experience and skills and higher recruitment and training 
costs. In fact, 30 per cent of  mines and 18 per cent of  
manufacturers indicated that they foresee appointing 
extra employees to compensate for the labour productivity 
effects, absenteeism and mortality. In addition, 23 per cent 
of  the mines and 17 per cent of  manufacturers reported 
that they were investing in machinery or equipment to 
reduce dependence on labour. Coinciding with the antenatal 
prevalence statistics, the companies located in KwaZulu-
Natal, followed by Gauteng, reported the worst effects of  
the epidemic. 

Data show that both the public and private sectors have 
stepped up their response to HIV/AIDS over the last three 
years. Most company HIV/AIDS policies were implemented 
between 2000 and 2003. Again, a larger proportion of  
mining and manufacturing companies than companies in 
other sectors have responded to the challenge. Nearly 80 
per cent of  mining sector respondents had HIV/AIDS 
awareness programmes, 52 per cent provided voluntary 
counselling and testing services and 48 per cent had HIV/
AIDS care, support and treatment programmes. Only 21 
per cent, though, supported antiretroviral (ARV) therapy. 
In the manufacturing sector, 61 per cent of  companies 
had awareness programmes, while only 35 per cent had 
voluntary counselling and testing.

Companies in the financial services sector performed 
second best in terms of  providing HIV/AIDS care, 
support and treatment and antiretroviral programmes. 
An alarming finding of  the 2004 survey was that 
building and construction sector companies, which 
report a high impact of  HIV and AIDS, scored the 
lowest in terms of  awareness programmes and close to 
the lowest in the other types of  programme. The BER 
relates this behaviour to the average size of  companies 
being smaller, leading to less regulatory pressure, less 
pressure from stakeholders such as shareholders and 
unions, and to an increase in the use of  short-term 
contracts. Also, being providers of  largely semi-skilled 
and unskilled jobs, replacing existing labour is less 
costly. In contrast, the higher cost of  replacing labour 
in the financial services sector may contribute to 
the opposite position of  financial services companies, 
a high proportion of  which have treatment and 
care programmes, despite their labour forces being 

proportionately less affected by HIV/AIDS.
In the public sphere, budgeted spending by the national 

and provincial governments shows a growing commitment 
to respond to the epidemic. Total HIV and AIDS sub-
programme budgets (including conditional grants) in the 
national budget increased from R1.4 billion in 2004/5 
to R1.9 billion in 2005/6. This is a real increase of  36 per 
cent (Ndlovu 2005: 2). The main portion of  this allocation 
is transferred to the provinces, where it is topped up by 
allocations from the discretionary portion of  provincial 
budgets, except for in the Free State, Mpumalanga and 
Limpopo, which do not top up national conditional grant 
transfers. Figure 4.1.3 shows the distribution, against the 
provincial prevalence rates (although it should be noted 
that the shares are driven more by population shares than 
by prevalence rates). 

KwaZulu-Natal has the highest allocated share, absorbing 
more than 30 per cent of  total expenditure; this makes 
sense, on account of  it being a populous province and 
having a high prevalence rate. It is followed by Gauteng, 
with 25 per cent of  expenditure. Of  the total amount 
budgeted for spending in Gauteng this year, more than half  
represents allocation from the province’s discretionary 
funds. The remaining provinces all have shares smaller 
than 10 per cent, with the exception of  the Eastern Cape, 
where just less than 15 per cent of  total HIV/AIDS-related 
provincial expenditure is budgeted. 

Across the provinces, the conditional grant portion of  

Figure 4.1.3: Provincial HIV/AIDS expenditure shares 

Source: Ndlovu (2005); Department of Health (2004)
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expenditure is almost double the top-up amounts from 
provincial discretionary budgets. The conditional grant 
amount per province comprises three different components: 
a health grant (utilised for health prevention and care pro-
grammes); an education portion (the life skills conditional 
grant, utilised for awareness and education programmes); 
and a Community and Home-based Care and Services 
(CHBCS) programme (funded through the Social Develop-
ment Department and utilised to provide services to people 
infected and affected by HIV/AIDS). 

As can be seen from Figure 4.1.4, the increase in ear-
marked transfers from national government to provincial 
governments has been driven primarily by an increase in 
the health conditional grant. According to the 2004 Inter-
governmental Fiscal Review (National Treasury 2004), the 
money has been used to roll out substantial services 
related to prevention and care, including distributing 302 
million condoms a year, mother-to-child prevention services 
at over 1 652 sites, voluntary counselling and testing 
at over 2 582 sites, including 75 per cent of  clinics. ARV 
treatment commenced in 2004 and, at the time of  the 
Review (September 2004), had reached only 5 363 patients. 
By September this year, 61 000 patients were receiving 
treatment. The grants have also been used to put into 
operation 892 home and community-based care projects, 

life-skills education in all schools, and preventive pro-
grammes in many targeted sites, including the defence 
force, the public service, prisons, workplaces, universities 
and trucking routes.

To this conditional grant picture should be added the 
growth in grant spending, particularly the disability 
grant. Between April 2001 and April 2004, the number of  
disability grant recipients doubled, from just over 600 000 
to over 1.2 million. Highest growths were recorded in 
the Eastern Cape, Free State, Gauteng, KwaZulu-Natal and 
North West, of  which four are the provinces with the 
highest prevalence rate in the antenatal survey. One of  the 
reasons given for this growth is changing disease burdens, 
with HIV/AIDS contributing to greater numbers of  disabled 
people. Growth in foster care and child support grants can 
also be linked to HIV/AIDS.

Of  course, the question is whether government response, 
while showing substantially increased commitment since 
2000/1 and into the medium term, remains a case of  too 
little too late. Current debate over the roll-out of  antiretro-
viral treatment remains heated. An additional area of  
concern is whether the support provided for children 
affected by AIDS is sufficient, given the high and growing 
number of  AIDS orphans – who, it is estimated, will number 
3 million by 2010. One valid argument is that given state 
capacity, increasing funding to care programmes would 
not necessarily lead to better support. This again highlights 
the critical role of  capacity in the state for making pro-poor 
policies work. The challenge is not so much the funding 
of  services, but their delivery. Whichever way one looks 
at it, in addition to lower economic growth, the potential 
impact of  the epidemic in terms of  human and social capital 
for transformation cannot be underestimated.

An overall paucity of  comprehensive, reliable and up-to-
date information on changes in poverty has long been a 
factor in the South African public policy landscape. As 
Friedman (2004) put it: ‘It is not enough … to know that we 
have a poverty problem. We need to understand trends so 
that we know which policies are working, and which must 
be revised.’ 

The evidence considered here is mixed but, on balance, 
suggests that a significant shift in poverty levels is unlikely. 
While there are positives (increases in social services and 
social security spending, macroeconomic growth and in-
creased access to basic services), these are counterbalanced 
by growth in demand, and negatives such as stagnant job 
creation and the impact of  HIV/AIDS. 

Figure 4.1.4:  Real growth and functional distribution in 
 HIV/AIDS conditional grants

Source: Ndlovu (2005); own calculations
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On 23 February 2005, Councillor Sithembiso Cele, 
the mayor of  the Ugu District Municipality in 
southern KwaZulu-Natal, was called out of  the 
district HIV/AIDS Summit to deal with a problem 

that has become increasingly prevalent across the coun-
try: crowds in the street, missiles in the air, temperatures 
rising. The incidents were occurring in Harding, a small 
town inland from Port Shepstone, which is the seat of  the 
local municipality of  Umuziwabantu.

This was not a common event in the Ugu area. It was 
an isolated instance. But Mayor Cele was not surprised:

People were upset about potholes in the roads and no trans-
port. People do here what they do elsewhere. That was
our Harrismith here in Ugu. We set in place a process
to deal with the issues and to access funding to resurface
the road. Usually, our approach, the way we operate, helps
us not to get the unrest and uprisings in the rest of  the
country. When we deliver a project, we form a community
project steering committee to liaise with us and with
stakeholders. This applies to any project – water, a hall, a
multi-purpose centre. We explain: ‘This is where we are
going.’ Communication! The way we operate is meant to
avoid the recurrence here of  the things we see on TV. We
know the concerns of  the people. They know where to raise
them. We have to be honest. ‘We know the problem exists.
It will take a while to deal with it.’ For example, electricity
is a particular need in this district. When there is an
electricity project, we invite the deputy minister to hand
it over. We make it an event and show people what we
are doing.

On 20 July 2005, a group of  senior officials of  the Buffalo 
City Local Municipality, based in East London, met to 
discuss the details of  a planned Service Delivery Charter. 
The charter would outline clearly, in writing, the quality 
and level of  services that customers could expect from the 

municipality. As the workshop drew to a close, a messenger 
delivered a scribbled note to the head of  community 
services. It read: ‘Tyres are burning at different places 
in Dimbaza.’

‘In a large area like Buffalo City, people have very specific 
reasons for how they act,’ said Matthew Moonieya, the 
head of  the Mayor’s Office. ‘In Dimbaza, the ward commit-
tees are perceived to be in opposition to the Dimbaza 
Development Forum, a grouping of  old activists from the 
area who feel entitled to be leaders but find they have been 
marginalised by the new municipal structures.’ The ward 
councillors are seen by them as people who have usurped 
their role. He also thought that the approaching local gov-
ernment elections were a factor in the timing of  the unrest.

Poverty is the context for these three incidents from 
the diaries of  civic managers in South Africa. When one 
examines the depth and breadth of  poverty in South Africa 
and the backlogs in basic municipal service provision, the 
surprising feature is that open conflict is not more wide-
spread. The Presidency’s Towards a Ten Year Review and other 
records can point to remarkable achievements in the first 
decade of  democracy. But the distance still to be travelled 
is huge.

One of  the most instructive reads for the South African 
student of  transformation and service delivery is the annual 
intergovernmental fiscal review published by the National 
Treasury. Drawing on both census and administrative data, 
it provides an overview of  developments nationally and 
within provinces and municipalities. The Poverty Rate, for 
example, gives the proportion of  poor households in each 
municipality – defined as those that spend less than R1 100 
a month. This reaches 85 per cent in Port St Johns and 
Msinga, compared to a national average of  47 per cent. The 
Poverty Rate has best performance levels of  around 20 per 
cent in Cape Town and parts of  the Western Cape. These are 
exceptions. Backlogs are broken down into the categories of  
Water, Sanitation, Refuse, Electricity and Housing – but 
they do not deal with issues of  quality and reliability, which 
are frequently the triggers for dissatisfaction. (See National 
Treasury 2004.)

Much of  the unrest and discontent in South Africa has its 
roots in poverty. But poverty does not have the same effects 
in each place. Conflict becomes violent or destructive only 
in some cases. Just as competition in the marketplace can be 
constructive, leading to better quality goods at lower prices, 
conflict can be managed to contribute positively to develop-
ment. Its energy can be harnessed for positive ends.

This article is about an area of  controversy in South 
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THE MUNICIPAL INTEGRATED DEVELOPMENT PLAN (IDP) 

The IDP is the key mechanism that allows local government to play a developmental role. It is a 5-year strategic plan 
that all municipalities have to prepare in terms of the Municipal Systems Act. The IDP has to involve consultation 
with communities and stakeholders and it has to be reviewed annually. An IDP Representative Forum allows 
communities, businesses and organisations a direct role in influencing the content of the IDP, which also has to be 
published and made available for public comment before being adopted by a Council resolution. The IDP has to be 
in place before the municipal budget can be passed – and its priorities must be reflected in the budget. IDPs are 
intended to link a municipality’s plans with those of the other spheres of government, including provincial growth and 
development plans.

African political life – local government. Local government 
is regularly pilloried in the press as being corrupt, 
ineffective and idle. Failures to invest in and to maintain 
infrastructure have led to regular electricity and water 
outages in industrial areas, gravely undermining efforts 
to promote the country as a site for new and expanded 
investment. Even within government, local government 
has been singled out as an area of  weakness and poor 
performance. Project Consolidate was launched in 2005 as 
a hands-on engagement programme that will deploy teams 
to work at municipal level to assist in addressing practical 
issues of  service delivery and local governance. No fewer 
than 136 out of  284 municipalities have been targeted as 
being in ‘dire need’ of  this external assistance to devise 
strategies to improve service provision (GCIS 2005). 

Each municipality is very different. Their revenue bases 
differ radically. All rural areas in South Africa now fall 
within municipal boundaries. The notion of  a community 
that includes the whole municipality has yet to find real 
meaning.

The word ‘challenge’ occurs frequently in describing the 
tasks of  local government. Even if  all local governments 
were exemplary in planning, efficiency and implementa-
tion, the ‘C-word’ would still have a place. Because what 
local government has to do is difficult – for anyone – given 
the context of  poverty and limited resources. But these are 
not the only obstacles. In addition to poverty and resource 
limits, local government has undergone a complete 
structural transformation since 1994. 

The last five years have seen a total, and often wrenching, 
readjustment of  institutional forms, as a whole set of  new 
laws and regulations governing municipalities has been 
implemented. The highly prescriptive laws and regulations 
on finance, procurement, property rates and internal 

governance would threaten the stability of  any corpora-
tion, let alone uncertain and vulnerable municipalities. 
In addition, municipalities have to honour all the normal 
business requirements on employment equity, labour 
standards, skills and education and black economic 
empowerment. The legislative landscape of  local govern-
ment has changed in important ways every year. The 
new suite of  legislation requires municipalities to develop 
innovative approaches to dealing with issues. Together with 
the new and very complex legal structure have come 
added responsibilities imposed by the Constitution and the 
Municipal Demarcation Board. Municipalities now cover 
every inch of  South Africa. Some wards are huge areas. 
For the first time, municipalities have been charged with a 
specific developmental role, making local government the 
zone of  delivery not only for basic services, but also for 
economic development and democratic participation. The 
rationalisation of  municipal boundaries also led to mergers 
between municipal administrations with very different 
resources and traditions. The new book of  best practice is 
being written and revised every day. 

There can be little mystery about why many municipali-
ties fail in their duties. And it needs to be understood that 
those excluded from Project Consolidate are not successful 
municipalities – they are simply not yet in extreme distress. 
They may cover remote areas with fewer people, or they 
have the luck to have inherited better-managed revenue 
bases. They are not exceptions, they are exclusions. Laden 
with legislative safeguards, directive regulations and huge 
expectations, municipalities live on after the last straw 
has been placed on the camel’s back. Some find ways to 
continue operating beyond the theoretical breaking point. 
They shape their capacity to meet the larger part of  their 
responsibilities, but their continued success is tested every 
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day. Of  all the spheres of  government, municipalities 
are the most susceptible to peculation. Unless there are 
effective mechanisms of  accountability – within both the 
administrative and political structures – municipalities can 
show the characteristics of  a fiefdom.

Two municipalities are featured here, in partial outline 
rather than in full profile. The Local Municipality of  Buffalo 
City (based in East London) and the District Municipality of  
Ugu (based in Port Shepstone) each have about 700 000 
residents. Each experiences the same problems of  limited 
resources, restrained capacity and widespread poverty and 
unemployment that mark most of  the country. Ugu is 
mainly rural. Buffalo City includes both rural and urban 
areas. While neither of  the municipalities is free of  conflict, 
and isolated instances of  flaming tyres and flying rocks 
have occurred in 2005, each has a conscious and active set 
of  practices to channel conflict away from violence.

UGU DISTRICT MUNICIPALITY

Ugu’s limitless horizon over the sea and its bustling holiday 
strip are just its edge. Taken together, its local municipalities 
cover some of  the poorest and most deprived areas in 
South Africa. Ugu was selected in 2001 as one of  the nodal 
regions for the Integrated Sustainable Rural Development 
Programme (ISRDP). These are 13 rural areas of  extreme 
poverty, with a serious lack of  facilities and services. 
Four nodal areas are in KwaZulu-Natal and four are in the 
Eastern Cape. The Ugu district has a particular history 
of  involvement in political violence. For over ten years, 
the South Coast exhibited a bitter and brutal pattern of  
violence. Conflicts and killings were repeated in an endless 
cycle of  reprisals (see Goodenough 1998). Only a decade 
ago, the area was in the news on a daily basis with grue-
some reports of  community-based conflict. This terrible 
past remains at the forefront of  the memory of  the leaders 
of  Ugu today. Mayor Sithembiso B Cele reflected on the 
worst manifestation of  this conflict: 

Our district is one that was engulfed by the political 
violence of  the mid-1980s and 1990s. 25 December 
1995. That was the day of  the Shobashobane Massacre. 
The actions of  the attackers sent shockwaves through the 
whole world. This pulled in a lot of  attention. Community-
based organisations and NGOs worked with the President, 
the SA Police Services and the former Deputy President 
(who was then chair of  the ANC in the province) with 
great commitment to face the situation. We all decided that 

enough is enough. We arranged counselling for survivors, 
for which the German churches provided funding. We re-
built the houses destroyed during the massacre. Everyone 
was resolved: what happened at Shobashobane should 
not happen again. That was the spirit – to move from the 
violent path we were on towards peace, irrespective of  the 
political alignment of  officials and politicians.

There are two important themes here – that of  the under-
standing between politicians of  different parties and that of  
the relationship between political leaders and municipal 
officials. Both provide fertile soil for destructive conflict that 
would immobilise a municipality. In both cases, Ugu sets a 
consistent example that other municipalities could envy.

In November 2003, Ugu hosted a peer review. Peer 
reviews are part of  a self-directed support programme for 
local and district municipalities that is run under the 
auspices of  the Department of  Provincial and Local Govern-
ment (DPLG) and the SA Local Government Association 
(Salga). Senior politicians and two municipal managers 
from four districts in the Western and Eastern Cape, the Free 
State and Limpopo were invited to spend a week assessing 
the performance of  Ugu and presenting their findings to 
the council and to stakeholders. The peer review panellists 
remarked specifically on the very good relationship between 
the administration and the politicians. At that time, 
Councillor Mntomuhle B Khawula of  the Inkatha Freedom 
Party (IFP) was the district mayor and Councillor Cele 
was deputy mayor. Councillor Cele was elected mayor after 
the floor crossings in 2004, when Ugu changed from being 
a council perfectly balanced between the ANC, the IFP 
and the DA to one led by the ANC. Although the mayor 
had to change, in a move untypical for South Africa the 
municipal manager stayed on. Mayor Cele said:

After the crossover there were many people who were 
worried. They were perceived to be loyal to the previous 
leadership. It was important to have a common under-
standing. I addressed every employee. It is not about political 
parties. It is about what we do together to deliver on the 
aspirations of  the people. I can’t say there have been no 
problems. But people are focused. There was a very smooth 
walk over between the two administrations. We must be 
loyal to the people we are serving. It is amazing how it has 
turned out. It has exceeded even our own expectations.

The close rapport between the political and administration 
components is the main strength of  Ugu. In Ugu, we know 
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where we stand. They know where they stand. For this
reason, we have managed to deal. A politician wants every-
thing to come from him. But we have a clear understanding 
of  our responsibilities. We can thrash things out and come 
to a common approach. 

The political environment in Ugu includes a positive 
relationship with Traditional Authorities. Mayor Cele 
observed:

In some cases, the Traditional Authorities are perceived as 
having an allegiance to a particular political view. But at 
local level, the concern is for people to bring development. 
We have never had complaints from traditional leaders that 
we hold meetings, except one will say he wanted to speak 
and was sorry not to have been there. We are very blessed 
because all the Traditional Authorities co-operate. We 
invite the local Traditional Authority to be with us in 
meetings and they participate. At the 50-year celebrations 
for the Freedom Charter there was an address allowed 
by an Inkosi. He said, ‘You have all this because of  the 
Freedom Charter. But you don’t yet have this.’ The
Freedom Charter becomes a reality. It is a reference point 
for everyone to use.

The wide impact and the novelty of  the changing municipal 
legal environment for rural areas are well illustrated in 
Ugu. Before 2000, the rural areas were kept out of  the 
Transitional Local Councils (TLCs), which were limited to 
the metros and the towns. There were Transitional Rural 
Councils (TRCs) in place covering the ‘remaining areas’, as 
they were called – the farms and Traditional Authority 
areas. Since December 2000, the two-tier municipal struc-
ture has been in place. The district municipality represents 
everybody: 40 per cent of  councillors are directly elected 
by the people, but 60 per cent directly represent the local 
municipalities. ‘It is not the case that the district takes 
decisions on behalf  of  the local municipalities,’ explained 
Mayor Cele. ‘The 60 per cent from the local municipalities 
are in a majority.’

At the peer review of  Ugu, there was talk that there was a 
‘big brother’ perception of  the district from the viewpoint of  
the local municipalities. Mayor Cele noted:

Progress with transformation issues nationally has been 
assisting us to address this. A District Intergovernmental 
Forum (IGF) has been created in which all seven mayors 
meet. A local municipality mayor used to say: ‘You can’t 

go into my municipality without me knowing.’ This issue 
is now addressed. We always notify the ward councillor 
of  the meetings and the ward councillor must report to 
the mayor. This works very well. We can see the value 
of  formal structures of  intergovernmental relations to 
create common understanding. There is also a mayors’ co-
ordinating forum with MECs. This link with provincial 
government augurs very well and it filters issues that 
are passed on to the President. Co-operation between all 
the spheres of  government really works in our experience. 
The municipal managers’ forum complements the District 
IGF. They are the technical advisory committee to the 
forum. All the chief  financial officers in the district will 
also have a forum and develop a common approach on 
finances. This is still to be established and will assist 
with issues of  capacity and compliance with the MFA, 
GAMAP and the regulations of  the national and provincial 
treasuries.

Ugu’s strategy to manage conflict first explicitly covers 
four bases:

m agreement between political parties, which have been 
 locked in violence in the past; 

m constructive understanding of  the roles and responsi-
 bilities of  politicians and officials;

m sound intergovernmental relations with the local 
 municipalities and the province; and 

m mutually respectful and co-operative links with 
 Traditional Authorities.

These areas each require constant maintenance, but they 
are in place. They are supplemented by a still more carefully 
tuned and attended set of  strategies to encourage commu-
nity involvement and understanding. 

Unemployment is intense in the district. Many house-
holds survive on state grants, which now cover children up 
to 14 years of  age. The pillars of  the local economy are 
tourism and agriculture. There are some small manufac-
turers, and cement and lime plants, but they are not 
large-scale contributors to the gross geographic product. 
Economic development is the basic requirement for the 
future of  the region. The municipality plays the role that 
it can. 

Direct support for tourism promotion is supplemented 
with sanitation infrastructure improvements on the coastal 
strip. These serve the needs of  the wealthy urban areas, but 
they will be essential to retain the prestigious ‘Blue Flag’ 
environmental status of  the four main Ugu tourist beaches. 
Support for agriculture comes in the form of  a multimillion-
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rand fresh produce market. This is the flagship project of  
the municipality, which has allocated R4 million from the 
2005/6 budget. Additional funding has come from Eskom, 
the Development Bank of  Southern Africa (DBSA) and the 
Provincial Department of  Agriculture and Environmental 
Affairs. Approximately 2 000 new farmers and a further 
4 000 people are expected to form a supply base to the 
market from the rural areas. The aim is to convert current 
subsistence farmers into commercial farmers and to 
improve the distribution of  fresh produce within south-east 
KwaZulu-Natal while, at the same, time ensuring higher 
levels of  food security in the district. ‘May this project serve 
as a beacon of  hope and a catalyst for the future growth and 
development of  the district,’ said Councillor Khawula, the 
former mayor of  Ugu, at the laying of  the foundation stone 
for the market in early 2005.

Mayor Cele observed that ‘when it comes to the services 
we deliver and the infrastructure we build, contractors who 
get tenders are required to use labour-intensive methods so 
more people in communities can access job opportunities. 
The municipality has developed an investment profile, with 
incentives on offer, to attract outside investors.’ There is, 
however, a clear realisation that local economic develop-
ment has to draw in the people as active agents:

What are we able to do in practice to involve the commu-
nity so that they embark on projects that will add value to 
their lives and impact on the economy? The IDP gave us a 
clear focus to turn things around. Civil society is involved 
through formal structures in the IDP Representative 

Forum, which includes the state, provincial and local 
government, NGOs and local municipalities. We interact at 
that level. At ward level, we have ward councillors in all 
local municipalities to identify needs at the local level, 
which are then conveyed to the district. It is taken for 
granted that this mechanism requires ward councillors to 
interact with civil society. Also, early in 2005 we revised 
the IDP and adopted the 2005/6 budget. This followed 
a series of  19 large meetings. Together with local munici-
palities we hosted 18 izimbizo on the budget, three in each 
municipal area. The nineteenth was a repeat held at the 
request of  an Inkosi who had missed the meeting in his 
area. Each meeting lasted a minimum of  three to four 
hours and covered the IDP, the budget and the performance 
management system. People talked, the officials and politi-
cians explained and there are opportunities for people 
to input further. The exercise was very informative for all. 
Meetings were characterised by vigorous debates, which 
were not only limited to budget issues, but also covered 
political and operational issues. When we did the budget 
we knew exactly what to put in as prioritised by the IDP 
review process.

The process has not always been so smooth. Mistakes have 
been made.

As local government, we work with many communities. 
Some projects, ideas developed within the first IDP, were 
put in place. But recently we have realised that many 
projects are not being utilised. Some are white elephants, 

UGU

The Ugu District Municipality covers the area inland from a 112 km stretch of coastline in southern KwaZulu-Natal. 
Scottburgh, Port Shepstone, Margate and Port Edward are the main signs on the excellent holiday highway. The area 
is bordered on the north by the eThekwini Municipality (Durban) and on the west by the uMgungundlovu and Sisonke 
District Municipalities (Pietermaritzburg and Kokstad). On its southern border is the Eastern Cape Province. Ugu is 
the isiZulu word for ‘coast’, but the greatest number of its people live inland, over an area of 5 866 km2. 

The Ugu District Municipality consists of 81 municipal wards. It comprises six local municipalities – Hibiscus 
Coast, Ezinqoleni, Umdoni, Umuziwabantu, Umzumbe and Vulamehlo. These include 39 Traditional Authorities. 
Umzumbe and Vulamehlo are assisted by Project Consolidate.

In 2001 the district had an estimated population of 710 000 – some 160 000 households. Sixty-two per cent of 
households spend less than R1 100 a month.

See the Ugu website at <www.ugu.gov.za>
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buildings and trading areas standing empty, many have 
been vandalised. We must ask why. Answers are beginning 
to emerge. There was no consultation when projects were 
designed. People needed water, or they needed a road, but 
Councillor So-and-so wanted a hall, so the hall was built. 
No one would use it. The community had no sense of  
‘ownership’. Now we plan to visit a project. We speak to 
the communities and see if  they can make use of  the assets. 
There have been some positive responses. This has led to 
the revitalisation of  some projects to bring them closer to 
community needs.

In the 2005/6 budget, R1.14 million was allocated for 
this purpose. The budget and IDP processes have provided 
a focus for the municipalities in Ugu to engage with people 
on their needs and on what can be done with the resources 
available. Mayor Cele explains:

The council had to go on road shows through the district. It 
convened big meetings to ask a few questions and to listen 
to the people and to explain. The message was that there is 
only one government, with three spheres. The government 
promises a better life for all. What will constitute that for 
you if  they are delivered? What is number one? What is 
number two, three, four? People began to say, ‘number 
one is water, then electricity, then roads, then community 
facilities’. Those were the priorities that came from the 
meetings. Eighty-four per cent of  our population lives 
in the rural areas. Housing is traditional – it is not a big 
priority, but it was mentioned, especially in the context 
of  safe houses, that is the request.

The first IDP was rolled out in 2001. Road shows and 
imbizos collected details by area. The local municipalities 
embarked upon the same process. 

Ward committees are a prominent feature in the com-
munication and mobilisation approach of  the municipality, 
but their weaknesses are well recognised. Mayor Cele 
pointed out:

When people get elected to these structures, they think 
they will be receiving some compensation. In fact, it is 
voluntary. People are very enthusiastic when they start, 
but they become discouraged because things take so long. 
Government is bureaucratic. They get disillusioned when it 
is two weeks before an issue they have raised is attended to. 
We need more resources to skill the ward committees. The 
wheels of  government grind slowly. Ward councillors give 

people the impression that things will happen quickly when 
they report back at meetings. The ward committees need to 
understand that things don’t happen within a week of  a 
ward committee decision.

Ugu has found that a partnership with the Port Shepstone 
office of  the Institute for Democracy in South Africa (Idasa) 
has been useful in training people to participate meaning-
fully in the municipality. Fifteen civil society organisations 
were selected for a series of  progressive interventions to 
assist them to interact with local government. Workshops 
have also been held with councillors to make them less 
defensive when approached by civil society organisations. 
‘Civil society here responds well to this skilling and 
training,’ said Mayor Cele. 

Conflicts and disagreements are a daily feature, but there 
are mechanisms to deal with them. As a district municipality, 
Ugu may assist in resolving local municipality issues. For 
example, Mayor Cele said:

Ezinqoleni is supposed to have a multi-purpose centre, 
which has been long delayed. Councillors wanted it in spot 
A, and they passed a council resolution to build it there. 
The community held a meeting and wanted it in spot B. 
Where should it be built? The two mayors – from the 
district and from the local municipalities came together 
to deal with the issue in a public meeting. People will not 
take ownership unless there is community involvement. 
Conflict resolution is built into the process. Project steer-
ing committees are representative of  all wards where the 
project operates. We have them to work on any problems.
Institutional social development officers (ISDOs) from the 
municipality are appointed to deal with all the projects. 
They train people to understand the responsibilities they 
face. When there is conflict, the ISD officer who sits on the 
steering committees picks it up. Heads of  department can 
mediate or go to the portfolio committee for guidance from 
politicians. A task team may be formed of  politicians and 
officials to find a way forward. We had a case recently when 
there were discussions about a new cemetery. There was 
an on-site discussion and an Inkosi was offended. It was 
necessary to find the best way for the person to apologise. 

In dealing with conflict, noted Mayor Cele, ‘we try to tackle 
problems when they are small, before they become big 
problems’. And the municipality does not pass the buck: 
‘At road shows, when questions come, we can’t say, “That 
is not our job”. We have to answer for everything. We do 
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invite the national and provincial governments to come 
with us to road shows. But always we answer people as a 
government, not as a municipality.’ 

BUFFALO CITY LOCAL MUNICIPALITY

In 2003, the Buffalo City Local Municipality won the Vuna 
Award for the best-governed municipality in South Africa 
(the Vuna Awards are an initiative of  the DPLG, together 
with Salga, the DBSA and the National Productivity 
Institute). Mayor Sindisile Maclean attributed the city’s 
achievement to:

the people … the political leadership who guided us to glory 
and … to the officials who implemented the policies we all 
decided on collectively … The award, however, does not 
mean we have completed our task. We have a long way to go 
… only 65 per cent of  our households have basic services. 
We still have to bring services to the rest. More than 35 per 
cent of  our people need employment. This means we all 
have to continue working together to enable all our people 
to enjoy the fruits of  freedom. We must develop a united 
front to achieve this because while 35 per cent of  our 
people are still without services and without work, we will 
never be able to rejoice and enjoy our freedom for which 
many paid with their lives. (Maclean 2004)

Reflecting on the experiences of  his first three years in 
office, Mayor Maclean said that the mandate of  city 
government in South Africa:

is akin to refuelling a Boeing in mid-air while doing main-
tenance work and changing the flight programme. It needs 
a frightful amount of  co-ordination and technocratic skills, 
not to speak of  the political acumen to effect trade-offs 
and deal with the contestation about who gets what, when 
and how to among nearly one million massively needy 
people. There is little margin for error and tardiness in 
the mandate to restructure, transform, deracialise and 
unite an apartheid-planned city that is dysfunctional 
because of  bureaucratic wastage and racial discrepancies. 
(Maclean 2003) 

Matthew Moonieya, the head of  the Mayor’s Office, 
confirmed that two years later these difficulties remain:

The IDP hearings have raised people’s expectations. They 
have stated the need for dams, roads, electrical substations 

and so on. The hearings give rise to a wish list, but their 
formality and publicity around them give the impression 
that people will actually get these things. In fact, the full 
list is way above what we can afford. The main foot soldier 
is the ward councillor and their capacity is not all 
that great. Ward councillors are intimidated into making 
undertakings. Over a hundred issues have been taken to 
the mayor. The council is made to appear as ogres who are 
not delivering.

In 2003, a peer review conducted by the SA Cities Network 
gave Buffalo City a glowing report, but included warnings 
about the right things to do (SACN 2003). The peer review 
panel was impressed that:

Buffalo City has a fully functioning ward committee 
system in place. The ward committees play an active role 
in maintaining public participation in municipal issues. 
The strong voluntary commitment shown by ward 
committee members is to be commended. There was a great 
deal of  public consultation in the IDP process. Workshops 
were held in each of  the 45 wards. Small groups were set 
up within the wards, which comprised ward committees 
and local community leaders. Community liaison officers 
were appointed to facilitate the process. Priority was given 
to training the ward committee members.

Despite the substantial achievements, the panel saw the 
need for greater effort to be applied to the support of  the 
ward committees:

Ward committees will require nurturance and development 
if  they are to be sustained. An appropriate training and 
development programme for ward committee members and 
other community leadership must be considered. There are 
also great opportunities for the role of  ward committees 
to evolve from being merely admin support to fulfilling a 
more development facilitation role. To encourage active and 
sustained participation of  volunteers, more positive ways 
of  incentivising involvement must be found.

In 2005, Matthew Moonieya’s comments show that the 
advice still stands:

If  you look at the macro-environment, the first processes 
of  participation have not evolved enough. For example, 
ward committees are a key feature, but no one can say that 
their ward committee functions as it is supposed to. In the 
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micro-environment there are then blockages because of  the 
ward committees. They don’t call the meetings they are 
supposed to. The timing of  the disruptive processes we 
can see in the city today is related to the coming elections. 
Animosity is rearing its head, but the reasons behind the 
animosity are not clear – that is to say, it is not specific. 
The development forums, which were crucial organisation 
points in the region before 1994, have become a site 
for tension and conflict. Older people feel that the new 
municipal system has marginalised them.
Ward committees need people with passion to serve on 
them. Dealing with the issue of  non-payment for services 
requires people who are committed. But they must also 
be people who are empowered to work correctly. Training, 
resources and capacity are needed in the ward committees. 
In practice, the institutional system does not work at 
the micro level.

Tough work at the front line in Buffalo City goes hand 
in hand with continuing efforts by the administration to 
put in place systems to improve service delivery. The 
municipality is developing a Service Delivery Charter 
following the 2005 Customer Care Survey. City communi-
cations manager, Darby Gounden said the charter would 
establish a social pact between providers of  municipal 
services and customers: ‘We want to improve awareness of  
the availability and quality of  municipal services on offer, 
and thus establish a platform for a municipal performance 
commitment and accountability in relation to specified 

service standards’ (see Mabindla 2005). Given the great 
disparities in the levels of  service between rural and urban 
areas and between poor and wealthy areas generally, this 
is a daunting task. But it has begun. Ward councillors in 
Dimbaza will await the new charter with eagerness.

REFLECTIONS

This study is based upon interviews and engagements with 
three municipalities that have successful, but individual, 
strategies and practices in place to manage conflict. 

Three positive aspects, related to leadership, intergovern-
mental relations and a basic openness to participation by 
citizens, contend against a common negative aspect – the 
weakness of  the ward committees and the volatility of  the 
social and economic environment in which they operate.

Leadership. Municipal leaders, especially the mayors, set 
an example of  open and truthful engagement on issues 
of  importance. They find ways of  communicating that 
acknowledge the needs of  people and set out what the 
municipality will do, without making promises that cannot 
be kept. An effort is made to acknowledge and clarify the 
complementary but different roles and responsibilities of  
politicians and municipal staff. 

Enthusiasm for the developing framework to assist inter-
governmental relations. The municipalities rely on building 
and maintaining strong links between the different spheres 
of  government. This process predated the enactment and 
promulgation of  the Intergovernmental Relations Frame-
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BUFFALO CITY

The Buffalo City Local Municipality is based in East London. An airport, a harbour and a commuter rail system, as 
well as excellent major roads, make Buffalo City a powerful economic centre. The city is home to a large car plant 
that manufactures Mercedes Benz, and it has launched the East London Industrial Development Zone. One of the 
nine members of the SA Cities Network, it has recently motivated to be accorded metropolitan municipality status. 
Buffalo City includes a large rural hinterland along a corridor leading inland to Bhisho, the capital of the Eastern 
Cape Province, and King William’s Town. There are huge inequalities within the area, with pockets of employment 
and urban services next to deep rural poverty. The city is not growing strongly and is affected by an exodus of people 
to other provinces, and especially to Cape Town.

The Buffalo City Local Municipality consists of 45 municipal wards. It is part of the Amathole District Municipality, 
also based in East London.

In 2001 the municipality had an estimated population of 700 000 – some 190 000 households. Forty-seven per 
cent of households spend less than R1 100 a month. Buffalo City is assisted by Project Consolidate.

See the Buffalo City website at <www.buffalocity.gov.za>
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work Act, but very much follows the precepts of  the new 
law. When relationships between the district and local 
municipalities are smooth and respectful, they are of  great 
significance and make interactions with provincial and 
national government more effective. 

Mechanisms to listen to citizens and show that their concerns 
have been heard. Imbizos, road shows, forums (including 
the IDP Representative Forums) and summits are combined 
with a receptiveness to petitions, demonstrations and 
marches, which allow people their democratic right to 
protest. Efforts are made to improve the flow of  information 
to ward councillors who are not on the Mayoral Committee 
(Mayco) and to assist the understanding of  ward commit-
tees. Fundamentally, the municipalities try to show respect 
to citizens by acknowledging that their concerns are valid.

The strategies in place are commonly threatened, 
however, by the weakness of  municipal councillors and ward 
committees. The new local government system is complex 
and rule-bound. It makes heavy demands on the time, 
understanding and bravery (let alone commitment) of  local 
councillors, who are not well supported in their roles, 
are not well trained and lack the capacity to perform the 
functions expected of  them as community leaders. Even 
more poorly resourced are the ward committees, which, 
as voluntary bodies, often fail to attract well-capacitated 
people, and whose understanding of  the municipality as 
an institution is frequently lacking. The municipalities are 
all aware of  the threats posed to public order, and to demo-
cratic development, by the limitations of  ward councillors 
and committee members. Despite their best efforts, none 
has in place a programme on a scale able to remedy the 
defects.

Sites of struggle
‘Civil society’ is a vague concept at the best of  times. In many 
municipalities there is an important difference between 
organised civil society (the youth and church groups, 
political parties, and so on, with whom the municipality 
engages to some measure) and ‘broader’ civil society, which 
covers people who are not formally organised, but who 
nevertheless become a noticeable force at certain times.

Local government is a site of  conflict. It has multiple 
customers – households, businesses, school children, the 
aged, civic organisations, people in different areas and in 
different income groups. Local government provides basic 
and essential services (water, transport, sanitation, elec-
tricity, housing) and people can become emotional about 
these issues. Local government and its actions or inactions 

can be a catalytic factor in stimulating conflict and in 
determining the forms that dissatisfaction may take.

Transformation within a community is much harder 
than transforming an institution, as difficult as that process 
may be in many municipalities.

Interaction has both positive and negative potential. 
Today, the new laws absolutely require consultation. 
Consultation is necessary and a part of  the new democratic 
dispensation. But many people do not understand the 
intention of  institutionalising conflict – the way that 
consultation is supposed to make differences clear and to 
open a discussion on how they can be resolved reasonably, 
given the constraints of  time and resources. Before 1994, 
civil society had developed powerful and organised ways of  
interacting with the authorities – municipalities, security 
forces and business as well. Meetings and negotiations, 
when they occurred, were backed up by an organised 
community, by marches, boycotts, stay-aways and mass 
rallies. Communities developed their own mechanisms 
for engagement. Today, the communities have the right 
to raise their issues, but in a manner that is strict and 
rule-bound. People are not used to this. There is not enough 
explanation of  the new system, which does not work 
smoothly for this reason, and because of  imperfections in 
its implementation. 

Legislation has been passed that gives communities 
leverage to influence the policies and decisions of  munici-
palities. The IDP is the main vehicle for this, but there 
are many other ways that any organised group, or even 
individuals, can approach the municipal structures. The 
legal framework is excellent. But passing a law does not 
change anything easily. Often municipalities do not budget 
for capacity building beyond their employees. Communities 
and community organisations and representatives are 
expected to fulfil important roles without support or training 
and without remuneration. This may be a viable system 
in a developed country where people are well established, 
have had full access to formal education and may have 
commercial interests that focus their involvement. In a 
country like South Africa, where inequalities are so 
extreme, these issues cannot be ignored.

The issue of capacity
Capacity is not wanting in every single area. Some munici-
palities are, indeed, generally weak. All municipalities, like 
all organisations everywhere, have some areas where 
improvement is necessary. But it is not true or useful to say 
that all municipalities lack capacity, if  this just means that 
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some measurable ingredient is missing. Whoever the 
municipality employed would have huge problems in 
working effectively. Resources, infrastructure and funding 
are all subject to severe restraints. The business community 
– a hugely influential factor in every municipal jurisdiction 
– is often suspicious and unforthcoming, although in 
many cases it is also true that councils are not adept at 
including business.

There are some areas, however, where capacity issues are 
commonly pressing across the country. Councillor and 
ward-level problems merit wide attention. 

Councils are usually led by an executive mayor and a 
mayoral committee of  senior councillors. The Mayco 
members are full-time, paid officials. They usually have 
access to skills-training courses. They attend conferences. 
They go on visits to other municipalities, locally and over-
seas, and have many opportunities to broaden their 
exposure to issues of  municipal government. 

The remaining councillors, the great majority, are not 
given the same opportunities. They are part-time council-
lors and are not generously paid so they have other work 
and other responsibilities. They often do not have access 
to sufficient information to report back to the community. 
The feedback loops between councillors and the community 
break down all the time. 

The speaker in each municipality chairs council meetings, 
like the speaker in Parliament. He or she is responsible for 
public participation in municipal affairs. In some cases the 
speaker will run a municipality-funded public participation 
programme but without including the ward councillors.

Not all councillors have offices from which to operate. 
They use their private phones to deal with constituents. 
District councillors get assistance with travel in many cases, 
but that is not always so for local councillors. Many 
demands are placed upon councillors, but they are not 
sufficiently resourced to take up their responsibilities 
effectively and to play the role specified in the laws. 
Communication between the municipal councillors and 
the municipal officials is often weak. Councillors get calls 
about water and electricity cuts, which they cannot 
answer. These issues do not, of  course, belong at the door 
of  the councillor, but this is not understood by the people 
and often not by the councillors either. 

Political interference by councillors in the work of  the 
municipal administration is a complex and vexed area. 
Many officials have a very narrow interpretation of  the role 
of  councillors. Officials respond to the instructions of  their 
superiors within the municipal hierarchy and to the formal 

resolutions of  council. At best, councillors have a guiding 
role. Officials complain in peer reviews that councillors 
phone up to get to the front of  the queue to book halls, 
stop evictions or restore electricity. 

On the other hand, councillors give instructions to 
officials when they are not entitled to. A councillor will 
complain that city officials refuse his request for permission 
to march or to hold a meeting when he has been mandated 
to organise for permission from the council. 

This is a major source of  conflict within municipalities 
and one that is likely to become worse as the municipal 
elections approach. Councillors do not understand the 
extent to which they can intervene and what the correct 
channels are. The integrity of  the interface between the 
politicians and the administration is constantly being tested. 

Municipalities have to manage this internal conflict in 
addition to the pressures of  external conflict. Many people 
do not have a clear understanding of  their roles and respon-
sibilities. The system is new. Understandings are still being 
created. But the weak support available for councillors and 
ward committees means that they are being left behind. 
They cannot play the roles marked out for them in the 
laws – so people are looking elsewhere for ways of  making 
their views known.

People in the broader community feel that their issues are 
not taken up. The legislative provisions to support wider 
democracy are there – the IDP representative forums, 
the steering committees formed to manage municipal 
projects in communities. But the system is not working as 
an integrated whole. The weaknesses and problems are 
evident, and are openly discussed, in the two municipalities 
that are the subject of  this study. Weaknesses at ward 
committee and councillor level make it much harder 
for these ‘best’ municipalities to channel conflict and to 
manage expectations. 

Peer reviews for local government
The national government is well aware of  the weaknesses 
within local government. Tongue-lashings from national 
leaders have now been followed by active programmes of  
support to boost service delivery. These include the restruc-
turing grants provided by the National Treasury to certain 
larger municipalities (such as Buffalo City), support under 
the Urban Renewal Programme (in which Mdantsane 
is included), the ISRDP (which covers Ugu) and Project 
Consolidate (which includes Buffalo City and two Ugu 
Local Municipalities). Money and outside assistance are 
welcome and useful. But some of  the basic lessons of  
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operating ‘beyond breaking point’ are best available from 
other local governments. The experience gained by politi-
cians and senior municipal officials over ten years, half  of  
which have been within the new municipal boundaries 
and structures, is invaluable.

A practical and accessible way of  sharing this knowledge 
has begun through holding peer reviews. By 2005, twelve 
municipalities had hosted peer reviews. These are under-
taken by teams of  ‘peers’ from other municipalities under 
the auspices of  the South African Cities Network, the 
District Learning Network and the Local Learning Network. 
The peer reviews involve a 5-day evaluation exercise, with 
members of  the review team visiting the municipality, 
meeting staff, councillors and stakeholders and getting a 
feel for how the organisation functions. A peer review 
helps the municipality assess its current achievements and 
its capacity to change. It is not an inspection. It offers a 
supportive approach, undertaken by friends, albeit ‘critical 
friends’ and its intention is to help a municipality identify 
its current strengths as much as its weaknesses. It is the 
beginning of  an ongoing process of  change. This can then 
be taken forward by the municipality with an improve-
ment plan to address the areas where the review team 
recommends action.

The peer review approach is powerful. The benefits are 
gained in equal degree by the host municipality and the 
review panel and participants. One part-time councillor 
in uMgungundlovu joined a peer review panel and went out 
to interview stakeholders in Sedibeng District Municipality. 
She said that she had learned more about municipal 
government in the five days on the peer review team than 
in two years sitting as a councillor.

One of  the tools developed for the peer reviews has been 
an Ideal Municipality Benchmark for SA (see Figure 4A.1). 
Customised benchmarks are used for district and local 
municipalities. This guides the peer review team in the 
assessment of  municipal capacity in the following areas: 

m sustainable development, including social development 
 and community empowerment;

m leadership, communication and consultation;
m governance and democracy;
m intergovernmental relations;
m performance management and resource management; 

 and
m financial management and control.

The lack of  an explicit concentration on conflict and 
conflict management is a weakness within the benchmark. 
This comment is made in the light of  the violent events that 
have marked many municipalities during the year following 
celebrations of  the first decade of  democracy.

This study suggests that good conflict management may 
be assessed by examining:

m the extent to which democratic rights of  protest are 
 respected (and constructively channelled);

m whether the municipality participates actively in the 
 mechanisms to improve intergovernmental relations 
 within and between local government – these cover 
 district forums for mayors and municipal managers 
 (and often chief  financial officers);

m the quality and nature of  feedback and communication 
 mechanisms between the municipality and stake-
 holders;

m the effectiveness of  the ward committee system;
m the extent to which ward councillors are able to get 

 support, training and relevant information; and
m the relationship between politicians and officials,

 including how the political-administrative interface is 
 managed.

Conflict can take many forms in a municipality. It can 
be related to service delivery, to race, to gender or to insti-
tutional weakness.

The two municipalities in the study exhibit diverse 
responses, related to their circumstances and history. 
They show the dynamism and creativity that lie within 
our system of  local government and which have been 
unleashed, as much as constrained, by South Africa’s 
new administrative order for local government.
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Table 2A.1: Unemployment rate by province

Province 1995 2002 2004

Western Cape 20% 25% 22%

Eastern Cape 42% 40% 50%

Northern Cape 29% 41% 39%

Free State 27% 41% 38%

KwaZulu-Natal 34% 47% 45%

North West 33% 46% 45%

Gauteng 24% 36% 36%

Mpumalanga 34% 42% 41%

Limpopo 42% 55% 57%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)

Table 2A.2:  Unemployment rate by area 
 of residence

Area type 1995 2002 2004

Urban 26% 37% 36%

Rural 38% 48% 50%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)

Table 2A.3:  Unemployment rate by 
 educational attainment

Education 1995 2002 2004

No education 34% 33% 35%

Incomplete primary 37% 42% 42%

Complete primary or 
incomplete secondary

35% 48% 49%

Complete secondary 27% 42% 41%

Tertiary 6% 16% 12%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)

Table 2A.4: Unemployment rate by age group

Age 1995 2002 2004

16–24 53% 68% 71%

25–34 34% 45% 45%

35–44 22% 29% 28%

45–54 18% 23% 23%

55–64 14% 18% 18%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)

Table 2A.5: Sectoral composition of employment

Sector 1995 2002 2004

Agriculture, fishing & forestry 12.4% 13.2% 10.6%

Mining and quarrying 6.2% 4.3% 4.9%

Manufacturing 14.9% 14.3% 14.0%

Utilities 0.9% 0.8% 0.9%

Construction 4.5% 4.7% 5.6%

Internal trade 17.3% 19.6% 20.5%

Transport & communication 4.9% 4.9% 5.0%

Finance, real estate & 
business services

6.1% 9.2% 9.2%

Community, social & 
personal services

30.9% 27.9% 29.0%

Domestic services 8.4% 10.2% 10.0%

Community services 
(excl. domestic services)

22.5% 17.8% 19.0%

Other producers 2.0% 1.0% 0.2%

Source: Own calculations from Stats SA, OHS (1995), LFS February (2002), 
LFS March (2004)
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Table 3A.2: Reading and mathematics scores for pupils repeating a grade

Reading score Maths score

Status Minimum Maximum Mean SD Minimum Maximum Mean SD

Never repeated 5.7 1 061.8 531.9 130.8 147.7 1 065.3 516.2 120.7

Repeated once 78.2 806.0 447.9 88.4 0.4 805.8 450.5 74.3

Repeated twice 254.4 669.8 426.0 67.9 222.3 719.6 441.0 64.9

More than twice 78.2 669.8 410.4 73.0 147.7 615.5 418.6 62.4

Total 5.7 1 061.8 492.3 122.4 0.4 1 065.3 486.1 109.1

Source: Derived from the SACMEQ data set

Table 3A.3:  Percentage of pupils with their own textbooks

Province Reading Maths

Eastern Cape 42% 42%

Free State 61% 49%

Gauteng 55% 51%

KwaZulu-Natal 40% 40%

Limpopo 44% 43%

Mpumalanga 45% 35%

North West 35% 25%

Northern Cape 30% 28%

Western Cape 49% 37%

Total 46% 41%

Source: Derived from the SACMEQ data set

Table 3A.1: Reading and mathematics scores by location of school

Reading score Maths score

Location Minimum Maximum Mean SD Minimum Maximum Mean SD

Isolated/rural 5.7 806.0 426.6 68.3 0.4 732.0 436.6 65.3

Small town 78.2 836.4 482.9 110.0 222.3 869.9 472.4 87.8

Large town/city 323.0 1061.8 600.4 122.3 147.7 1065.3 571.3 126.9

Total 5.7 1061.8 492.3 122.4 0.4 1065.3 486.1 109.1

Source: Derived from the SACMEQ data set



APPENDIX100 Economic Transformation Audit 2005 APPENDIX 101Economic Transformation Audit 2005

Table 3A.4: Percentage of pupils with access to school necessities

Province Exercise 
book Notebook Pencils Pencil 

sharpener Eraser Ruler Pens Files/
folders Chair Desk 

Eastern Cape 77% 67% 73% 53% 61% 77% 74% 21% 94% 91%

Free State 87% 60% 66% 37% 49% 76% 76% 28% 99% 98%

Gauteng 86% 49% 90% 83% 82% 92% 87% 62% 100% 100%

KwaZulu-Natal 88% 66% 84% 60% 67% 82% 81% 35% 98% 96%

Limpopo 60% 48% 57% 36% 42% 58% 54% 18% 98% 95%

Mpumalanga 59% 48% 54% 39% 38% 57% 55% 13% 98% 99%

North West 89% 69% 86% 67% 73% 81% 83% 26% 99% 98%

Northern Cape 79% 37% 87% 60% 58% 78% 72% 36% 100% 99%

Western Cape 86% 63% 91% 68% 75% 82% 93% 87% 100% 98%

Total 79% 58% 76% 57% 62% 76% 75% 36% 98% 96%

Source: Derived from the SACMEQ data set

Table 3A.5: Availability of classroom necessities

Province
Writing 
board

Chalk
Wall
chart

Locker/
cupboard

Bookshelf
Classroom

library
Teacher’s

table
Teacher’s

chair

Eastern Cape 98% 98% 84% 84% 21% 53% 86% 74%

Free State 96% 100% 85% 62% 23% 42% 85% 88%

Gauteng 96% 98% 93% 70% 52% 61% 91% 93%

KwaZulu-Natal 96% 100% 85% 80% 54% 65% 93% 96%

Limpopo 100% 100% 68% 39% 21% 55% 71% 71%

Mpumalanga 100% 100% 83% 17% 3% 38% 69% 69%

North West 100% 100% 79% 79% 31% 45% 90% 83%

Northern Cape 88% 88% 84% 84% 31% 34% 88% 88%

Western Cape 96% 96% 87% 96% 78% 78% 96% 96%

Total 96% 98% 83% 68% 35% 53% 86% 84%

Source: Derived from the SACMEQ data set
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Table 3A.6: Visits by inspectors and advisors

Year Percentage of teachers reporting visits by inspectors Percentage of teachers reporting visits by advisors

1998 15% 15%

1999 15% 17%

2000 18% 21%

Source: Derived from the SACMEQ data set

Figure 4A.1: The Ideal Municipality Benchmark for South Africa
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The Ideal Municipality Benchmark provides a method that specifies the issues to be systematically investigated in interviews, and many are further defined 
by specific questions. The original peer review methodology developed by Organisation Development Africa (ODA) with the SA Cities Network and Salga was 
adapted for South African use by the local government Improvement and Development Agency (IDeA) in the UK. The 1998 Local Government White Paper 
was the main reference point for the first draft of an ‘ideal municipality benchmark’ for South Africa. Pilot peer reviews were conducted in Johannesburg and 
Buffalo City in 2002. It was then adjusted for use in the peer reviews conducted under the auspices of the District Learning Network (DLN), which was 
launched in 2003, and again for the local municipality peer reviews organised for the Local Learning Network in 2004 and 2005. The benchmarking tool 
for local municipalities excludes ‘metro issues’ and some details on intergovernmental relations. The DLN benchmarking tool is currently the most advanced, 
as it was subject to a formal review in late 2004; this is the one used to frame the case studies of Ugu and Buffalo City. 
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