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Introduction

s South Africa entered an unfettered dem-

ocratic era twenty years ago, the optimistic

among us expected that the economic stag-
nation of the last two decades of apartheid would
gradually be left behind. As one of the strongest
and most diversified economies in Africa, and cer-
tainly the largest, we believed that sensible policies
would gradually throw off the shackles of apart-
heid.

It’s location on the African continent which at last,
half a century after the end of colonialism was as-
serting its own right to grow, seemed also to bode
well for South Africa.

Moreover, the world was changing in a decisive
way. Korea and China showed that poor develop-
ing countries could take charge of their own des-
tinies and move steadily and swiftly towards con-
vergence with the wealthy countries of the world.

But, as we look around the world today, it seems
that South Africa was not ready to make that leap
to convergence, and that it will take a great effort
from imaginative and committed leaders to drive
the South African economy towards a path of con-
vergence with the industrialized world.

Long-Run Growth Dynamics in South
Africa

Amongst others, Dervis has pointed to a new “age
of convergence in the global economy around 1990
when average per capita incomes in emerging mar-
kets began to grow much faster than in advanced
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economies.” In the two decades after 1990, quite
contrary to previous periods, per capita income in
emerging and developing economies as a whole
grew three times as fast as in advanced economies.
For Dervis this marked a delinking in the trend
growth rate of emerging economies in the 1990s
and developing countries in the subsequent de-
cade. Three factors supported this: globalization,
through trade and investment; the demographic
transition with the proportion of working age peo-
ple in developing countries reaching a peak in re-
lation to the population as a whole, and the higher
rates of investment in many developing countries.?

What we can see in Figures 1, 2 and 3 is that South
Africa does not conform to the general growth
pattern of emerging economies, though its perfor-
mance did not, until recently, diverge a great deal
from most of its non-Asian peers. With regard to
the overall rate of GDP growth, the rate of per cap-
ita GDP growth and the average level of income
per capita, South Africa has underperformed most
of its peers.

Part of the reason for this is well known. At the
point of transition to freedom in 1994, the legacy of
apartheid was one of the most extremely unequal
societies in the world in income, wealth and social
and physical infrastructure investment and human
capital accumulation. This legacy weighed heavily.
However, early in the second decade of freedom
it seemed as if some of the backlogs were being
rolled back and the growth rate picked up to lev-
els comparable with some of its emerging market
peers. After the onset of the global financial crisis,
which hit South Africa quite severely, the growth
rate fell back to below the rate of most of its peers.
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FIGURE 1. GDP INDEX IN EMERGING MARKET SAMPLE, 1990-2013
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FIGURE 2. REAL GDP PER CAPITA IN EMERGING MARKET SAMPLE, ANUALIZED GROWTH RATE
(PERCENT), 1990-2013
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FIGURE 3. GDP PER CAPITA LEVELS IN EMERGING MARKET SAMPLE (CURRENT US$ PRICES)
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FIGURE 4. VOLUME OF EXPORTS IN EMERGING MARKET SAMPLE, PERCENT OF GDP
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In retrospect, the boom of the 2004-2008 period
was based on a credit bubble, supplemented and
underwritten by rising prices for export commod-
ities. But real underlying growth was weak.

The poor performance of exports in a period when
other emerging markets were expanding real

output was symptomatic of an overall low level of
investment. Though foreign investment poured
into South Africa, it was largely portfolio capital
aimed at capturing strong returns in a high mar-
gin economy. Little of it was direct investment and
little of it was converted into investment that in-
creased the output of the productive sector.
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Figure 5 shows the very low level of investment
in relation to GDP. Though efforts to encourage it
improved the rate of investment over the period
concerned, the rate remained well below South Af-
rica’s peers, and well below the 27 percent average
investment rate of emerging and developing econ-
omies calculated by Dervis (2012). Indeed, the av-
erage investment rate remained below the rate of
20.5 percent, the relatively low rate of investment
of the advanced economies according to Dervis.

So, for many of the factors which Dervis identified
as characterising the opportunity for convergence
in the post-1990 period, South Africa performed
considerably below its peers: we have noted that
in globalisation (trade and direct investment) and
in the level of investment to GDP, South Africa
failed to conform to the pattern set by its devel-
oping country peers. The third factor identified by
Dervis is the demographic transition. In the next
section we will focus on why South Africa has
been unable to take advantage of the demographic
transition, so far.

Demographic Transition, Education
and Inclusive Growth

Sub-Saharan Africa’s share in the world’s popu-
lation is expected to increase from 12 percent in

2010 to 16 percent in 2030. This demographic tran-
sition will have important implications for the size
of sub-Saharan Africa’s working age population and
therefore, the labor market. More specifically, the re-
gion projected to have the fastest growing working
age population in the world is sub-Saharan Africa.
Yet this demographic dividend is not homogenous
across Africa. Whilst economies such as Ethiopia,
Kenya and Nigeria yield rapid increases in the work-
ing age population, South Africa lags considerably.
Estimates show that over the period 2020-2050,
South Africa’s working age population will grow at a
rate of 0.6 percent per annum, compared with Nige-
ria, for example, at about 3 percent per annum.

Ultimately, in the conception alluded to above,
there is no demographic transition projected for
the South African economy. South Africa then
will not realise the growth gains which can poten-
tially be unleased in much of sub-Saharan Africa
through the demographic channel in the form of
potential untapped consumer market and a growth
potential driven by the rising numbers of young
people entering the labor market. If anything, the
current inordinately high unemployment levels in
South Africa—currently costituting more than a
quarter of the economy’s labor force—means that
a lower demographic growth rate, is not a liabili-
ty for medium-run economic growth and welfare
prospects for an economy starved of jobs.

FIGURE 5. INVESTMENT LEVELS IN EMERGING MARKET SAMPLE, PERCENT OF GDP

60

50

40

30

20

10—

0_

China India Indonesia Korea

Il 1990

Malaysia

2000 [W2010

Philippines  Brazil Turkey South

Africa

Source: IMF Economic Outlook 2014

THINK TANK 20:

Growth, Convergence and Income Distribution: The Road from the Brisbane G-20 Summt



One of the possible mechanisms for convergence
though, as shown by some Asian economies, re-
mains through improved human capital accumula-
tion across the educational pipeline. In the view of
long-run economic growth, currently espoused by
Thomas Piketty and others, human capital accumu-
lation is one possible mechanism through which to
overcome a growth path where the rate of return on
capital (r) exceeds the rate of economic growth (g)
- r>g. To generate a more equal growth path, thus
equalizing r and g, it is argued that the schooling
and educational pipeline plays a potentially crucial
role in an economy’s long-run growth trajectory.

So, where does South Africa find itself in this area?
We noted above the very low growth levels experi-
enced by South Africa, when compared with com-
parator economies, with much of this driven by low
levels of GDFI (gross domestic fixed investment) and

domestic savings. South Africas educational out-
comes, however, do not suggest that the economy cur-
rently possesses this lever—arguably so essential for
generating a more equal long-run growth trajectory.

The South African schooling, vocational train-
ing and higher education system does not cur-
rently provide the ingredients for the pursuit of
longer-run higher and more equal growth out-
comes. Figure F estimates mean scores by country
based on the Trends in International Mathematics
and Science Study (TIMSS). The TIMSS is an on-
going cross-country standardized testing instru-
ment, which measures math and physics compe-
tence in-country, at various levels of the schooling
system. The survey has been ongoing since 1995
and remains one of the most widely used compar-
isons for educational performance.’ The results
for South Africa reinforce the extent to which the

FIGURE 6. STANDARDIZED MEAN MATH AND SCIENCE SCORES IN EMERGING MARKET SAMPLE, 201
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Source: TIMMS (2011)
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country—in a sample of emerging market peers—
lags considerably in schooling performance.

The mean scores for math and science for South Af-
rica, stand at 1.7 and 1.8 respectively. Putting this into
perspective, the global average for the two subjects
was between 26 and 28 percentage points higher than
that of South Africa. Hungary, Slovenia and Korea
readily score twice as well, whilst Turkey, Thailand
and Malaysia produce results which are between 35
and 70 percent higher than South Africa. Only Gha-
na in this sample scores below South Africa.

Perhaps a more powerful reflection of the failure of
the South African schooling system lies in the pro-
duction function estimates provided below. The re-
sults, in Table 1, are based on a two-stage, semi-para-
metric production function which controls for both
the simultaneity and non-linearity concerns.* We
measure, as is standard in the growth literature, the
logged number of employed and those in the popu-
lation as a whole, by education level.

TABLE 1: PRODUCTION FUNCTION ESTIMATES
OF SCHOOLING, 1995-2012

Dependent Variable: Real GDP By Industry

Variables Employed Population
None -0.024 0.029
Primary -0.023 0.164
Secondary 0.145 0.669***
Matric 0.159 -0.037
Certificate -0.05 -0.025
Degree 0.104* 0.095*

Standard errors in parentheses: *** p<0.01, ** p<0.05, * p<0.1

1. Dependent variable is annualized quarterly gross domestic
product by industry at constant 2005 prices.

2. Control variables are those for capital and investment
expenditure. Capital, a stock variable, is measured by the
rand value of tangible goods including fixed property,
plant and equipment, while investment captures its gross
formation. All variables are logged.

3. Capital and investment expenditure include 3rd order
polynomials, which serve as additional controls, to proxy
for the unobserved productivity shocks and resolve
the simultaneity problem of the functional relationship
between investment and capital. .

4. A constant term is not included because the model
assumes that the effect of TFP is invested within labor by
various levels of education as human capital gains.

Source: Bhorat, Cassim & Tseng (2014)

The results are stark. They suggest that when ex-
amining the employed only, the entire schooling
pipeline does not significantly contribute to long-
run economic growth in the South African econ-
omy. It is only the employed, with a qualification
from a higher education institution in South Af-
rica, where a significant and positive impact on
economic growth is recorded. When the sample is
switched to the population as a whole, the second-
ary schooling system does have some positive im-
pact on economic growth. Ultimately though, the
evidence suggests either a weak or non-responsive
schooling system in South Africa, with respect to
impacting on productivity gains and economic
growth.

The notion then that income inequality can be
mitigated through human capital accumulation is
surely not feasible within the current schooling en-
vironment in South Africa. Put differently, it is not
evident that South Africa is at a point at which the
institutions of human capital can act as a mecha-
nism for growth convergence.

The above suggests that on the basis of low eco-
nomic growth, a divergence from the growth tra-
jectory of high-income economies and poor qual-
ity outcomes in human capital, that South Africa’s
economic growth path would be both uneven and
highly unequal. This growth path, without the
channels through which to more evenly distribute
the gains from growth, would be delivering growth
to those with high initial endowments of land, cap-
ital and education. Indeed, this is in many ways a
summary of the general nature of South Africa’s
long-run growth path. In order to explain these
distributional outcomes from economic growth,
we use a Growth Incidence Curve (GIC) for South
Africa over the period, 1995 to 2010. This period
covers the first 15 years of democracy in South Af-
rica.

The graph suggests very clearly that the gains
from economic growth have been unevenly shared
across the income distribution. In particular, the
data show that since 1995, those households at the
top-end of the distribution have seen their real per
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FIGURE 7. GROWTH INCIDENCE CURVE FOR SOUTH AFRICA, 1995-2010
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Source: Statistics South Africa (1995 and 2013); Own Calculations using Per Capita Household Income

capita income rise by over 2 percent per annum.
Mean income increased at a real average annual
rate of just less than 1 percent, whilst median in-
comes declined marginally. Two additional results
are important from this GIC: Firstly, those in the
middle of the income distribution have witnessed
a decline in their real incomes since the end of
apartheid. Secondly, for the poor, the state has pro-
vided income support in the form of an extensive
social protection scheme, built around support for
the elderly and children. As a consequence the in-
comes of the poor since the end of apartheid have
either remained steady or increased a little.

Ultimately, though, the poor returns from human
capital accumulation, driven by the poor quality of
the schooling system, have served to reproduce a
highly unequal growth path in South Africa. There
are limits to a redistributive state especially when
growth is pedestrian, and whilst the incidence of

growth suggests some support for the poor, in the
main there is a strong evidence here of the unequal
and uneven nature of this economy’s growth tra-
jectory.

Conclusion

The above suggests that South Africas long-run
growth trajectory remains defined by low levels of
per capita economic growth, in comparison with
its emerging market peers. Low levels of invest-
ment and mediocre export growth, coupled with
an unhealthy dependence on portfolio inflows, all
serve to reinforce an undynamic growth path for
Africa’s most advanced economy.

With South Africas very high unemployment rate,
the lack of a demographic bulge may be advanta-
geous to this low growth outlook for the economy.
However, a poor social return from human capital
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accumulation, driven by a low quality schooling
system, provides yet another key growth constraint
in the post-apartheid period. The result is a highly
unequal, slow growth economic development path
which, if not effectively addressed, will perpetuate
the current path of long-run economic divergence.

In the G-20 St Petersburg Action Plan, South Af-
rica committed itself to the following structural
reforms:

“South Africa will take steps to resolve the
energy constraint by starting the process
to build a third coal-fired power plant
and finalizing the process of authorizing
shale gas exploration in a responsible and
environmentally friendly manner. South
Africa plans to improve the investment
environment through streamlining the
procedure for obtaining environmental
impact assessments for water and mining
projects.”

These proposed reforms address some important
issues—the energy deficit and clumsy regulation—
but not much has been achieved, perhaps thank-
fully, towards shale gas exploration and a new
coal-fired power station.

In the 2014 Action Plan it would be welcome to
see a greater commitment to critical structural
impediments to growth. Most important are mea-
sures to increase the pace of investment, and the
firm commitment of the government to policies
that encourage savings and investment rather than
growth through government consumption, con-
sumer credit extension and reliance on foreign
inflows of portfolio investments. Interventions to
lift constraints in the labor market, including en-
couraging skilled in-migration and to reduce the
level of conflict in industrial relations are crucial.
Finally, a real commitment to improving the quali-
ty of basic and post-school education and training
is absolutely critical.
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