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INTRODUCTION
South Africa faces a deep social and economic crisis. About 37% of the workforce is 
unemployed. Millions of people live in poverty. Many families depend on social grants for 
their survival. And South Africa is one of the most unequal nations in the world.

The world-wide economic depression that followed the financial crisis of 2008 affected the 
South African economy badly. Figure 1 below shows that more than one million jobs were lost 
in less than one year between 2008 and 2009. By 2013, the economy still had fewer jobs than 
it had before the crisis. 

Figure 1: Employment in SA

Source: Stats SA, QLFS (Q1, 2013)

Poor people have suffered most from the crisis, but they have not accepted this quietly. After 
the police killed striking mine workers in Marikana in August 2012, workers went on one of 
the largest strikes in South African history. The strike spread to the transport and agricultural 
sectors. In the wage bargaining of 2013, workers demanded increases of up to 100%, i.e. that 
wages should be doubled.

Instead of responding to these demands, those in power have tried to use the crisis to weaken 
worker organisation and ensure that low wages continue. Newspaper articles claim that 
unemployment is caused by high wages. The articles say that unions are responsible for 
these high wages. Economists argue that productivity is falling and labour costs (wages) are 
increasing, and that this is making investors avoid South Africa.

This booklet is the first in a series of booklets that aim to help unionists and activists fight for 
economic alternatives. In particular, the booklets aim to help in the fight for wage-led growth 
rather than growth that is based on increased poverty, exploitation and inequality.
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This booklet introduces readers to relevant topics, concepts and data for the economic debate. 
It exposes some of the untruths that are spread by newspapers, television and other media.

Section one of the booklet discusses measures of inflation and how they are biased against 
workers. We explain why workers are correct in demanding increases higher than inflation. 

Section two looks at wages in post-Apartheid South Africa. We show that wages for the 
majority of workers have got stuck while earnings of the highly skilled and top earners have 
increased. We show that workers at the bottom are not “overpaid” as claimed in the media.

Section three looks at profitability. It shows that since 1994 South African companies have 
been amongst the most profitable in the world. But these profits have not translated into job 
creation. This demonstrates the problem with profit-led growth.

Section four explains the concept of productivity. We show that remuneration per person has 
grown more slowly than productivity since 1998. This has caused a decrease in the wage 
share of gross domestic product (GDP). 

In the end this booklet shows that high wages are not causing unemployment. In fact we need 
to raise wages to have wage-led growth  that creates employment.
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W H O S E  I N F L A T I O N ?

1. WHOSE INFLATION?

1.1 Measuring inflation

Inflation refers to the overall increase in prices in an economy. When prices increase, the 
amount of goods and services you can buy with each rand decreases. Price increases make 
people poorer unless their income increases. For example, if in 2011 a family spent R200 per 
month on electricity and in 2012 the same amount of electricity costs R250, the family will 
need an increase in their income of R50 to be able to buy the same amount of electricity.

“Nominal” and “Real”

To compare the actual value of money in different years, we distinguish between 
“nominal” and “real” value.  The nominal value is the number of actual rands in that year. 
The real value is the actual rands “adjusted for inflation” i.e. adjusted to show how much 
they can buy compared to what they could buy in a different year. For example, if a worker 
earns R3 500 in 2013 but it can only buy what R3 000 could buy in 2012, then the “real” 
value of the 2013 wage is R3 000 in “2012 rands”.

Inflation is usually reported as a percentage increase in prices. In the example above, the price 
of electricity increased by 25% (R50/R200 = 0.25). The calculation is more complicated if we 
want to measure the increase in prices of all the different goods and services in an economy 
because the price increases will be different for different goods and services. If the price of 
chicken increases very quickly, then someone who buys only chicken will face higher inflation 
than someone who buys only beef. This point is relevant because rich and poor people have 
very different spending patterns, which means that the inflation rates facing workers can be 
very different from the inflation rates facing employers.

1.2 Inflation reporting in South Africa

The most commonly used measure of inflation for wage bargaining is the consumer price 
index (CPI). CPI is meant to measure how price increases affect consumers, i.e. all people 
buying goods and services for them and their family to use. To do this, Stats SA needs to know 
how much people buy of each good and service because inflation will be higher if they buy a 
lot of a good whose price increases fast and inflation will be lower if they buy only a little of 
goods with fast-increasing prices.
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The challenge is that different people or groups of consumers spend their money on very 
different things. Families living in cities tend to buy different things to those in rural areas. 
Families in Gauteng may spend differently to those in Limpopo. Most importantly, the rich 
and the poor spend their incomes on very different things. Rich people can spend lots of their 
money on luxuries. Poor people spend most of their money on food and transport.

Stats SA cannot calculate different inflation rates for all the different groups and individuals 
in South Africa. Instead it focuses on the most important difference – income. It divides the 
country’s 12,5 million households into five equal groups depending on how much money they 
spend. The poorest 20% of the households are named Quintile 1, the next poorest are Quintile 
2 and the richest are Quintile 5. 

StatsSA interviews thousands of households within each of these five groups and 
asks them how they spend their money. Households are asked how much they spend on 
different categories of goods and services such as “electricity”, “energy”, and “footwear”. 
The information from these interviews is then averaged to get a typical “basket” for each 
quintile. This basket tells South Africa what “weight” (importance) it must give to each of the 
categories of goods and services when calculating the CPI.

For example, a Stats SA survey in 2010/11 showed that households in Quintiles 1, 2 and 3 
spend almost nothing on new cars. New cars therefore have a weight of zero in the baskets 
for Quintiles 1 and 2 and a weight of only 0,03% for Quintile 3’s basket. In contrast, new care 
have a weight of 7,91% for the Quintile 5 basket.

Figure 2: Spending on new motor vehicles in SA
Households Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5

Total monthly 
expenditure

From 0 to R21 399 From R 21 400  
to R35 750

From R35 751  
to R61 624

From R61 625 to 
R142 083

R142 084  
and above

Spending on new cars 
out of every R100 spent

Nothing Nothing 3 cents [0.03%] 15 cents 
[0.15%]

R7.91 [7.91%]

Source: Stats SA, 2012 weights

StatsSA reports the inflation rate for each of the five quintiles in its monthly CPI reports. Trade 
unionist should use the inflation rate that matches the expenditure quintile in which members 
fall when they are bargaining over wages. 

The problem is that most people – including employers – do not know about the quintile 
inflation rates. Instead they know only about the “headline” CPI that is reported in the media. 
To calculate the headline CPI StatsSA weights each quintile’s CPI by the proportion of total 
spending that the quintile accounts for. The poorest 20% of households account for only about 
2,3% of total spending, so their CPI has very little impact on the headline CPI. In contrast, the 
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richest 20% of households account for 67% of total expenditure. This means that the headline 
CPI mainly reflects the inflation rate of rich people. Nevertheless, employers, policy makers 
and even the South African Reserve Bank usually look only at headline inflation.

Figure 3: Composite and Quintile Inflation 1997 – 2011

In recent years, the inflation rates for poorer quintiles have usually been higher than for the 
richest quintiles. The inflation rates for poorer quintiles have therefore also been higher than 
headline inflation. This has happened, among other reasons, because large increases in food 
prices have a big effect on poorer households which spend most of their income on basic 
goods such as food. The differences between the headline and lower quintile inflation rates 
are usually less than 1 percentage point in a single year, but these small differences add up 
to bigger differences over time. Figure 3 shows that if the income of a worker in the poorest 
quintile had increased by headline CPI between 1997 and 2011 her real wage would have 
decreased by 37% after adjusting by the quintile 1 inflation rate. 

Employers and the media often say that wage increases must not exceed inflation. This 
approach would mean that – even if the inflation rate correctly reflected workers’ inflation – 
workers’ standard of living would not improve. After 10 years or 100 years workers would still 
not be better off. Workers would not benefit at all from the growth in the economy created by 
the work that they do. Instead, all the new wealth would go to the capitalists and workers’ 
share of the pie would decrease.

This is clearly unfair and cannot continue. But, as we will see below, it matches what has 
happened over past years.
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2. REAL WAGES AND UNEMPLOYMENT 
IN POST-APARTHEID SOUTH AFRICA

2.1 Unemployment in South Africa today

South Africa has one of the highest unemployment rates in the world. The unemployment 
rate is calculated by dividing the number of people who are not employed but want to be 
employed by the total number of people who are either employed or wanting to be employed 
(the labour force). 

Although the formula above seems clear, there are disagreements on how to measure 
unemployment. One of the big questions is whether to include people who have stopped 
actively looking for work when counting the unemployed. These people are called 
“discouraged” because the reason that they are not looking for work is that they have given 
up hope of finding a job or the costs of looking are too high. The costs can include transport, 
telephone, and internet among others.

StatsSA calculates a “narrow” estimate of unemployment that does not count discouraged 
workers and a “broad” estimate that includes them. The narrow estimate is considered the 
“official” unemployment rate and is usually reported as “the” unemployment rate. However, 
research has shown that discouraged workers tend to be unhappier than people who are 
actively looking for work. Women are also more likely than men to be recorded as discouraged 
workers.

The “broad” unemployment measure is therefore a better measure of unemployment in South 
Africa. According to the Quarterly Labour Force Survey of the 2nd quarter of 2013, the broad 
unemployment rate was 36,8%. Like most other countries, youth are far more likely than older 
adults to be unemployed. In the 2nd quarter of 2013, the unemployment rate of youth aged 15 
to 34 years was 50,0%.

We do not have reliable estimates for unemployment before 1995 because the Apartheid 
government did not include people living in the “independent bantustans” of Transkei, 
Bophuthatswana, Venda and Ciskei in surveys and censuses. The Apartheid government 
also did not do proper censuses and surveys in black townships and informal settlements. 
Although we do not have exact numbers, we know that the unemployment rate started to 
increase rapidly in the late 1970s and was more than 20% in the 1980s. In 1993, a survey that 
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covered all parts of South Africa, including the “bantustans”, reported a broad unemployment 
rate of 25,7%. Since then, the South African economy has not created enough new jobs for 
all the youth who start looking for work each year. This has caused the unemployment rate 
to go even higher.

To understand why so many millions of people are excluded from employment we need to 
understand the history and characteristics of capitalism in South Africa. The explanations of 
mainstream economists do not look at this. Instead mainstream economists say that there 
are “rigidities” in South Africa that prevent the economy from creating jobs. Firstly, they say 
that the education system does not produce the types of skilled workers that employers need. 
Secondly, they say that trade unions and labour laws push up wages and that this discourages 
job creation and labour-intensive methods of production. They argue that “labour flexibility” 
– in particular lower wages – will create jobs.

2.2 Mainstream economics: misunderstanding unemployment

The mainstream economists’ arguments are based on the “neo-classical” theory of economics. 
Neo-classical economists start by describing an ideal world in which the prices of all goods 
are determined by supply and demand in markets with perfect competition. In “factor 
markets”, capitalists choose (demand) a combination of two factors, “capital” and “labour”, 
to produce their goods. Each extra “unit” of capital or labour increases production, but usually 
the increase is less than the increased production from the previous unit of production. The 
price of each factor is its “marginal product”. This is the value produced by adding one more 
“unit” of that factor, without increasing the other factors. So the wage (the price of labour) is 
the value produced by employing one more worker, according to this theory.

Neo-classical economists say that this is the price (or wage) because if the wage were lower 
than the value produced by hiring another worker, then the capitalist would hire more workers 
because he would increase his profits by doing this. The increased demand FOR WORKERS 
would drive up the wage until it reached the “marginal product” of the last employed worker. 

Neo-classical economists admit that the real world does not work exactly like this because 
perfect markets do not exist. The absence of perfect markets means, among others, that 
capitalists’ demand for labour (and what they are prepared to pay workers) often does not 
meet the “supply” of labour (people who want work). 

“Marginal product” is also a meaningless concept because you can almost never increase 
production by adding labour but not increasing other “factors” (such as materials). How can 
a baker produce more bread by hiring another worker but not buying any more flour or yeast?
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As anyone who has actually had a job knows, wages are not determined only by market forces 
(supply and demand). Instead they are determined by many different social, economic and 
political factors, not least the strength of worker organisation. Gender is a factor! And we are 
battling with the apartheid legacy: The “Civilised Labour Policy” turned white workers into 
junior members of white privilege. Black workers were legally open for brutal exploitation.

Instead of looking for a better theory that matches reality, neo-classical economists try to 
adapt their theory to match how reality differs from the theory. One critic compared this to 
starting with the anatomy of a unicorn to study the anatomy of a horse!

In South Africa, neo-classical economists must find a reason why 37% of people who want 
a job cannot find a capitalist to employ them. The economists conclude that something is 
preventing the market from adjusting prices so that the supply of labour (workers who want 
a job) equals demand (capitalists who want workers). The economists then argue that trade 
unions and laws are keeping wages higher than the “marginal product” and this is the cause 
of unemployment.

Neo-classical economic theory says nothing about the industrial structure of the economy, 
its financial institutions, the mix of big and small companies and their linkages, the global 
economy and macroeconomic policy. Neo-classical economic theory also ignores politics and 
class and how these affect the power of capitalists and workers. That we, at the end of the 
day, are paid for our ability to work, our labour power, is not a part of that theory. Indeed, if 
left to capitalist employers, workers would be paid a little more or nothing more than the cost 
of mere survival. This is today the case for the majority of farm and textile workers in SA. But 
what it means to “survive” is dependent on time and place in history, and of your place in the 
hierarchies of our class society. The meaning of “survival”, and of “a living wage”, of decency, 
is time and again challenged by workers. CEOs in the big mining companies, for their part, 
“survive” on R20 million or more per year in remuneration.

2.3 Unemployment and the nature of South African capitalism

Before 1994

To understand unemployment in South Africa we must go back to the early 1900s. One hundred 
years ago, the 1913 Land Act set aside 13% of South Africa as “Native reserves”. African 
people were allowed to own land only in these areas. This Act served the needs of white 
farmers and mine owners as it prevented many African people from surviving on their own 
land and forced them to seek wage work. Over the next decades government supported white 
farmers to mechanise. The farmers’ decreased need for workers meant that government could 
then pass further laws that abolished systems such as share-cropping where workers were 
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allowed to farm on land outside the “Native reserves” if they worked for the white farmers 
for part of the year. These developments led to the dominance of large-scale capitalist 
agriculturally in South Africa instead of the small-scale family farms that are found in most 
other developing countries in Africa and Asia.

Migrants from the Reserves became the main source of labour for the mines that dominated 
the South African economy in the twentieth century. The Apartheid system set up by the 
National Party after 1948 strengthened the migrant labour system by preventing African 
people from being in areas outside the Reserves unless they were there to work for white 
bosses. The wives, children and parents of the migrant workers remained in the Reserves, 
where they could partly support themselves through subsistence agriculture on their small 
pieces of land. The white bosses then argued that migrant workers could be paid lower wages 
than urban workers because their wages did not need to cover all the costs of their families. 

A small number of very large mining and related companies grew on the back of this very 
exploited labour. These included mining companies such as Anglo American and parastatals 
such as Eskom which provided cheap electricity to the energy-hungry mines. Researchers 
named these strong companies and their relationships the “Minerals Energy Complex”. The 
companies were able to influence government policies and controlled large parts of the South 
African economy, including the financial sector. These developments left South Africa with a 
very capital-intensive economy, i.e. with more machines per worker than other countries with 
the same per capita (per person) income. 

As the economy grew and manufacturing became more important, some of the new capitalists 
realised that the system of cheap, less skilled migrant labour was holding back growth. They 
realised that productivity could be increased if there was a stable urban workforce. They also 
knew that other countries’ and investors’ opposition to Apartheid discrimination was closing 
opportunities for trade and economic growth.

Meanwhile, starting with the 1973 Durban strikes, workers began to rebuild their 
organisations. The workers and their unions used the restricted opportunities created by small 
government reforms to build a powerful union movement. Black workers’ wages increased 
over this period, although they were still much lower than the wages of white workers. 

The late 1980s were a bad time for the South African economy, with economic sanctions 
because of Apartheid, political turmoil, and low international prices for South Africa’s main 
products. Many capitalists realised that change was necessary.

After 1994

When the African National Congress (ANC) government won power in 1994 it faced an 
enormous challenge. It needed to change the skewed capital-intensive economy into a labour-

aidcWageProfits7.indd   11 2013/12/14   11:50 AM



W A G E S ,  P R O F I T S   U N E M P L O Y M E N T   I N  P O S T - A P A R T H E I D  S O U T H  A F R I C A

12

intensive economy that could provide jobs to millions of unemployed people. It had to do this 
at the same time as managing difficult political changes.

The companies of the Minerals Energy Complex still had a lot of power after 1994. Their 
power was increased by global economic and ideological developments after the collapse of 
the Soviet Union in the 1990s. In 1996, South Africa’s new democratic government approved 
the Growth Employment and Redistribution (GEAR) strategy as its new macro-economic policy. 
GEAR said that South Africa’s economy needed to be integrated into the global economy for 
growth and employment creation to happen. It said further that integration would only happen 
if South Africa’s economy became attractive for global investors and if government’s role (or 
“interference”) in the economy was small. Government also encouraged South African capital 
to get involved in the global economy. Some capital (and jobs) left the country legally, and 
other capital (and jobs) left the country illegally over the next decade, and it still does.

The opening up of the South African economy exposed South African companies to new 
competition from powerful international companies. The South African companies tried to 
compete by reducing labour costs. They did this by holding down wages, outsourcing and 
sub-contracting work, and retrenching workers. Labour broking started to grow.

Mainstream economists said that opening up the South African economy would encourage 
the South African economy to focus on sectors where it had a “comparative factor advantage” 
compared to other (developed) countries. The advantage they saw for South Africa was a 
large supply of less skilled labour could be paid low wages because supply and demand 
would mean that the large number of people wanting work would push down the wage.

What happened in reality was that many local companies struggled when they had to compete 
with cheap imports and South African wages were too low to create enough “demand” from 
workers for their products. The textile industry lost hundreds of thousands of jobs. Agriculture 
moved even faster towards exports and mechanization, causing even more job loss as well as 
evictions. The gold mines also retrenched thousands of workers.

Nevertheless, agriculture and mining contributed to dominate exports. Some other sectors also 
grew. These included communication and services. Part of the growth in services happened in 
finance. This is a sector that does not create many jobs and also does not create useful goods 
and services. Another part of the growth in services came from outsourcing. Outsourcing does not 
create any new jobs. Instead, jobs that were previously classified as, for example, manufacturing 
or retail trade (where security and cleaning workers were employed directly by factories and shops) 
get re-classified as services because they are now part of the “business services” industry. The 
fluctuating rand exchange rate also discouraged investment and job creation. 

The above paragraphs describe some of the characteristics of South Africa’s political 
economy that we must consider if we want to understand the country’s unemployment crisis. 
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The description shows that today’s high unemployment is not something that happened “by 
mistake”. Instead, it is a “natural” result of the way South Africa’s economy developed.

South African companies have struggled since 1994 to sell their goods both because of 
competition from cheap imports and because South Africans’ wages are too low to create 
enough “demand” for their goods. This illustrates another problem with neo-classical 
economic theory’s complaint that wages are too high.

An even cruder view that is common in the media argues that because wages are a cost to 
the company they must also be a “cost” to the economy. This argument says that if wages can 
be kept down, then profits will increase (and – they argue – the economy will then grow). The 
problem with this argument is that if all capitalists pays their workers as little as possible, there 
will not be enough money in the economy to buy the goods and services that are produced. The 
economic system will then collapse!  Instead of seeing wages as a “cost” to the economy, this 
booklet series shows that wages are the main source of demand. This means that increasing 
wages is one of the main ways of ensuring (equitable) economic growth.

Finally, there is no evidence to support the argument that too-strict labour laws are holding 
back growth. The 2013 country report of the Organisation for Economic Cooperation and 
Development (OECD) compared South African labour regulations to regulations in 39 other 
rich and emerging economies. The report states that South Africa’s labour regulations were 
the fifth weakest of the 39 countries. We also know that increasing numbers of contract and 
outsourced workers mean that workers are not effectively protected by South African labour 
laws and regulations.

2.4 Real wages since democracy

Almost everyone agrees that wages during Apartheid were extremely low. People who 
want to blame today’s unemployment on high wages therefore must show that wages have 
increased since 1994. Their campaigns have made many people believe that this is true. But 
this section of the booklet shows that it is not true for the majority of workers.

The 2012 Employment Report written by Mike Schussler of economists.co.za for Uasa stated 
that average wages in South Africa were almost R20 000 per month. This is almost as much 
as average wages in advanced capitalist countries. He argued that wages have increased 
hugely. Schussler also said that South Africa’s top wages are too low and the bottom wages 
are too high. He therefore argued that an increase in wage inequality was needed. 

There are several problems with Schussler’s claims.  Some people may say that this  average 
wage, also known as the “mean” wage, is the “wage that most people get”. But this is not 
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true in a society with high inequality. The average wage in an economy of five people where 
one person earns R1 000 and the other four earn R100 is R280 (1000+100+100+100+100 
divided by 5 is R280). But four of the five workers in this economy do not earn even half of 
this average.

Another problem is the data that Schussler used for his calculations. Schussler used 
information reported by employers to a private consulting firm. The number of employers who 
provided information for this survey was too small for reliable analysis. The employers were 
also not randomly selected to represent all the different types of employers in the economy. It 
is mainly formal, wealthy companies that can afford to use consulting forms. Information on 
these companies will not give an accurate picture of wages in the full economy. 

To get the most accurate picture of wages in South Africa we need to use StatsSAs household 
surveys of the labour market. These surveys are the largest, most statistically representative 
regular datasets in the country. Since 2008 they cover about 30 000 households four times 
every year. They are compiled from interviews with members of ordinary households, not 
employers. These data give us a more accurate picture of wage levels in South Africa since 
democracy. 

Figure 4 shows changes in real (after-inflation) wages in the formal sector from 1997 to 2011. 

Figure 4: Mean and Percentile Wages in the Formal Sector (2011 Prices)

Source: PALMS data, own calculations                       Headline CPI; Wage workers only

The graph shows that mean (average) wages did indeed increase from R5630 in 2000 to 
R8061 in 2011. All of the increase occurred after 2003. However, as we noted above, using 
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the mean wage can be misleading, especially in one of the most unequal countries in the 
world. Mean wages do not tell us at all who benefited from wage increases. If the top 10% 
of earners have very large increases, the mean wage might increase even if the other 90% of 
earners experience a drop in their wages. Unfortunately, this is more or less what happened 
in South Africa (and most of the world).

We can show this by dividing workers into groups based on the wages they earn. The 10th 
percentile (p10) shows the wage below which 10% of workers earn. The 50th percentile is 
also known as the median wage. It divides workers into two halves. One half earns above that 
wage and the other half earns below it. The 90th percentile wage shows the minimum wage 
for the top 10% of wage earners. 

The 50th percentile (p50) line in Figure 4 shows that in 1997 half of the workforce earned R3 
780 or less per month in 2011 rands. In 2011 half of the workforce earned below R4 330. This 
shows that the median wage did not really change by much over the period. The highest wage 
earned by the bottom 10% of earners increased, from R870 pm to only R1 250 pm between 
1997 and 2011. The biggest increases happened for the richest 10%. In 1997 the “minimum” 
wage for the top 10% was R11 720 and by 2011 it was R16 000. This is an increase of 37%. 
In rand terms it is an increase of R4 280. The increase was therefore about the same as the 
full median wage in 2011.

This analysis shows that the increase in mean real wages was caused by wage increases for 
the top half of earners, and especially for the top 10%.

We can also show what happened by looking at the change in real wages by skill level (Figure 
5). This time we use the mean wage in each category as there is not too much inequality 
within each skill category, except for the “highly skilled”.

Figure 5: Mean real wages in the formal sector by skill (2011 prices)

Source: PALMS data, own calculations                      Headline CPI; Wage workers only
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Figure 5 shows a similar pattern to Figure 4. Mean real wages for low and semi-skilled 
workers in the formal sector stayed more or less the same over the period. Mean wages of 
skilled workers increased by 5%, to R9 268. Mean wages of highly skilled worked workers 
increased by a massive 67%, from R10 380 to R17 350. 

Other studies also show that high skilled workers and managers in South Africa earn 
exceptionally high pay. A 2007 report commissioned by the World Bank (Clarke et al, 2007:xviii) 
found that the median monthly wage for a manager in South Africa was more than double 
that of Poland and three times that of Brazil. The report said that South African managers 
earn nine times as much as unskilled workers, while in Brazil and Poland managers earn only 
three times as much as unskilled workers. Similar patterns were found for other skilled and 
professional workers. 

The 2013 World Bank study stated clearly that:

 

‘ “High wages in South Africa appear to be mainly due to high wages for 
managers and professionals and not to high wages at the bottom of the 
income distribution.”

In summary, in South Africa less skilled workers continue to earn more or less the same 
wages that they earned towards the end of Apartheid. However, because unemployment has 
increased so much, each worker has more dependents to support. Our calculations of “real” 
wages also use headline CPI. Above we saw that headline CPI does not measure inflation 
properly for the poorer quintiles. This means that that real wages for lower income groups 
may have even have decreased in real terms since the mid-1990s. These patterns contradict 
the claims of mainstream economists that high wages are causing unemployment. 

Mainstream economists may argue that it is not the level of wages that matters, but instead 
how much profit is generated by what the workers produce. Capitalists will say that if 
productivity does not increase, then they will not have profits to invest to grow the economy. 
The next section looks at the evidence about profits in South Africa.
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3. PROFITS AND PROFITABILITY IN 
POST-APARTHEID SOUTH AFRICA

Profit is the money left over from revenues after the capitalist has paid expenses such as 
wages and raw materials. The goal of the capitalist is to maximise the profit – to make it 
as big as possible. The profit rate, or the profitability of the company, is the amount of profit 
divided by the total amount of money (capital) paid out by the capitalist in advance. 

This section examines profit rates in the non-financial corporate (NFC) sector over the last 
25 years. This is the major capitalist sector of the economy that produces goods and non-
financial services.

We use the national accounts data that StatsSA and the Reserve Bank use to calculate GDP. 
To measure profit we use the “net operating surplus”. At the company level this is equivalent 
to the profits generated from producing goods and services. 

Net operating surplus is calculated as the revenue from sales, minus (a) the cost of 
intermediate goods (like raw materials), (b) compensation of employees (wages and benefits), 
(c) after wear and tear of machines and equipment (“consumption of fixed capital”) as well as 
change in value of inventories and (d) before production taxes and subsidies. 

We add to this amount any government production subsidies received as well as the difference 
between interest received and interest paid. We then divide the number we have calculated 
by the total fixed capital stock for the non-financial corporate sector. Total fixed capital stock 
is the value of the physical assets of the sector (such as machinery, buildings, vehicles etc). 

Figure 6: Non-Financial Corporate Profitability South Africa

Source: South african Reserve Bank.
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Figure 7: Comparative returns on the JSE

Source: Brian Kantor (2013)

Previous research suggests that the profit rate in South Africa has been declining since the 
early 80s. Figure 6 shows that that the decreases happened only until about 1994.  It seems 
that the ANC’s macroeconomic policies succeeded in increasing profitability in the South 
Africa economy. In 1994 the pre-tax profit rate in the NFC sector was 7,4%. By 2012 it was 
13,5%. The pre-tax profit rate grew at an average of 2,1% per year. After-tax profitability grew 
slightly slower, but also increased. By 2012, the after-tax profit rate was 9,3%. 

National accounts data produce a reliable picture of profit rates but the data are not reliable 
for international comparisons because there are differences in how countries construct 
national accounts. For international comparisons we use different measures of profit.

One other way of measuring profitability is to look at the returns made by investors on the 
Johannesburg Stock Exchange (JSE) (Figure 7).  S&P 500 in the graph shows the returns of 
top firms on the American stock exchange. MSCI EM shows returns on the stock exchanges of 
emerging markets such as Brazil, Russia, India and China. The graph shows that companies in 
South Africa and other emerging markets have been much more profitable for investors than 
American companies over the last ten years.

In early 2012 StatsSA announced that the economy was still losing jobs from the crisis. 
Nevertheless, a few months later economist Brian Kantor published an article that announced 
“another outstanding year [for investors] on the JSE”. He reported returns of 20% for 2011. 
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Returns on investment of 20% means getting R200,000 back in one year if the investment was  
R1 million, and a doubling of wealth to R2 million in only 5 years: The original R1 million – 
which the investor keeps as a financial asset and can sell whenever he or she likes to get the 
cash back – plus five times R200,000 in annual return. Kantor reported further that returns 
averaged 18,4% over the past ten years while inflation averaged only 5.5%. A person who 
invested R100 on the JSE in 2003 would have had more than R430 in real terms by the end 
of 2012. 

In 2011 the International Monetary Fund (IMF) found that South African companies were third most 
profitable among the 20 emerging companies examined for the period 2007-2010 (Figure 8). The 
investment company Holt studied 31 000 companies from 57 countries and found that the largest 
South African companies amongst the most profitable in the world between 2002 and 2011. 

Figure 8: Return on Assets (Average 2007 – 2010)

Source: Corporate Vulnerability Utility and IMF Staff: 2012 Article IV Report

Continuing good profits together with increasing unemployment seem to say that capitalists 
have passed on most of the costs of the global economic crisis to workers. Figure 9 helps 
to explain how and why this happened. The graph shows that company profits (this time 
measured as “gross operating surplus”) continued to increase at an average of 5% from 2000 
onwards, even after the crisis happened. Private (non-government) investment also increased 
steadily from 2000 to 2008. In contrast, after 2008 investment fell and by 2011 was still not 
at the 2008 level (measured in 2005 rands).
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Figure 9: Profits and Investment in South Africa

Wages, Profits and Unemployment in Post-Apartheid South Africa 

Alternative Information and Development Centre 2013 
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In early 2012 StatsSA announced that the economy was still losing jobs from the crisis. 
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Continuing good profits together with increasing unemployment seem to say that 
capitalists have passed on most of the costs of the global economic crisis to workers. 
Figure 9 helps to explain how and why this happened. The graph shows that company 
profits (“operating surplus”) continued to increase at an average of 5% from 2000 
onwards, even after the crisis happened. Private (non-government) investment also 
increased steadily from 2000 to 2008. In contrast, after 2008 investment fell and by 2011 
was still not at the 2008 level (measured in 2005 rands). 
 

 

 
When demand decreased in South Africa and internationally because of the crisis, many 
capitalists stopped investing. They remained profitable by retrenching workers and 
keeping down wages. Meanwhile the media reports a large unused “cash pile” that 
capitalists could use to employ workers and increase production. 
 
Above we said that capitalists say that if productivity does not increase, they will not have 
profits to invest to grow the economy. In the next section we look at the relationship 
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Figure 8: Return on Assets (Average 2007 – 10, percent) 

Source: OECD (2013)

When demand for goods and services decreased in South Africa and internationally because 
of the crisis, many capitalists stopped investing. They remained profitable by retrenching 
workers and keeping down wages. Meanwhile the media reports a large unused “cash pile” 
that capitalists could use to employ workers and increase production.

Above we said that capitalists say that if productivity does not increase, they will not have 
profits to invest to grow the economy. We also saw that their profits have kept on growing, but 
that their investments tend to fall or stagnate. In the next section we look at the relationship 
between profits, wages and productivity.
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4. THE DECLINING WAGE SHARE OF GDP

4.1 Productivity, unit labour costs and the distribution of value

Productivity is the measure of how much output is produced from a given set of inputs. It is a 
measure of the efficiency of production.

The inputs to production can be divided into three large categories: labour, materials and 
capital. (In mainstream economics “capital” includes materials). We can measure productivity 
in relation to any of the three. We can ask, for example, how much gold a specified amount of 
ore (an example of materials) will produce. That would give us the productivity of the ore and 
could be used, for example, to compare the productivity of different mines. 

Labour is the source of all value in the economy because materials and capital will not produce 
any output unless there is labour. Labour is also often the biggest cost for capitalists. When 
economists talk about productivity without saying whether it is labour, materials or capital 
productivity, they are usually referring to labour productivity – the output produced per unit of 
labour (worker or worked hour). 

Productivity can be measured in physical terms (number of shoes made) or in value terms (the 
price of the shoes multiplied by the number of shoes). Economic statistics usually focus on 
value because this allows us to compare values across industries and economies. Physical 
productivity is usually measured only at the company level.

Physical and value productivity are linked, but the value measure of productivity can change 
even if the physical output stays the same because the price of the goods produced may change.

For example, workers in Gold Mine X may produce 200 ounces of gold in year 1. At that time 
the price of gold is R400 per ounce and the total value is therefore 200 x R400 = R80 000. In 
the next year, the same number of workers working the same number of hours produces 250 
ounces of gold. If the price has fallen to R300 per ounce, the total value will be only R75 000. 
In this example, the physical productivity of the workers has increased but their productivity 
decreases in value terms.

The labour productivity of the country is the valued added in the whole economy (GDP) divided 
by the total hours worked. South Africa, like many countries, does not have good data on the 
number of hours worked. Instead, we use the number of workers employed in the economy. 
Labour productivity (LP) is calculated by dividing the real (after inflation) new value in the 
economy (VA) during a period  by the number of workers (L): 

aidcWageProfits7.indd   21 2013/12/14   11:50 AM



W A G E S ,  P R O F I T S   U N E M P L O Y M E N T   I N  P O S T - A P A R T H E I D  S O U T H  A F R I C A

22

LP = VA/L
This value can be divided into two parts – wages and worker benefits (W) and capitalists’ 
profit (PR). 

VA = W + PR
After we adjust for taxes paid to the government and subsidies paid out by the government 
value added is the same as Gross Domestic Product. We can then define the wage share (sW) 
of GDP, which is the share of value created that goes to labour, as the sum of wages and 
benefits divided by Value Added (VA).

sW = W/VA
If we divide the sum of wages and benefits to employees by the number of workers in the 
economy, we get the average wage (wr):

wr = W/L
If productivity increases but the average real wage (the wage adjusted for inflation) does not 
increase, the wage share decreases. Expressed differently, if the economy produces more per 
worker but workers’ wages do not increase, then the share of value output taken by profits 
must be increasing.

If the average real wage increases, this does not always mean that labour is getting a larger 
share of the value of new output. The share going to profits can still increase if wages increase 
slower than labour productivity.

We can show the relationship between real wages, productivity and wage 
share with an example.

• Imagine a country with one (1) worker, which produces a gross domestic product 
(GDP) of value 100 in year one. The worker gets 50 in wages. The wage share of GDP 
is 50 out of 100, i.e. 50%. 

• If the worker increases production to 105 in year two and gets 51 in real wages, the 
wage share drops to 48.6% (51/105 = 0.486). 

• Labour productivity has increased by 5% from 100 to 105. But wages increased from 
50 only to 51, or by 2% (1/50 = 0.02). The wage share of GDP therefore drops.

• If the wage had increased from 50 to 52.5, the wage share would have remained at 
50% because 52.5 is half of 105. 

We can link this discussion to another economic measure that is often used to measure the 
competiveness of an economy. The measure is unit labour cost (ULC). The measure is important 
because the media often say that South Africa is failing to create jobs because unit labour 
costs are increasing and the country is becoming “uncompetitive”. But as long as there are any 
nominal wage increases at all, ULC is normally increasing, even if the real wage is decreasing. 
In the ULC formula, it is only the “real output per employee” (VA/L) that is calculated after 
taking inflation into account, not the labour costs. Labour costs is put into the formula as it is, 
disregarding inflation, and we will soon come to “real unit labour costs” (RULC) below.
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We cannot compare competitiveness across countries by comparing absolute wage levels because 
what matters for capitalists is how much output they can get from a certain amount paid in wages, 
not the wage levels themselves. Capitalists don’t mind paying workers more if they get more value 
out of them. ULC  is a measure of the nominal labour cost of producing a “unit” of real output. Real 
(after inflation) unit labour costs (RULC) are calculated by dividing the real wage rate (wr) by labour 
productivity (which we saw above was calculated as real output produced per worker):

RULC = wr /(VA/L)

In theory, a lower RULC means a more competitive economy, because the capitalists get a 
larger share of value added.

The formula shows that a country can lower its RULC and become more competitive in two 
ways:

(1) Lowering average real wages (wr). This can be done, for example, by weakening 
unions and labour legislation.

(2) Increasing productivity (VA/L). This can be done, for example, by encouraging the use 
of better technology or more machines.

In South Africa, the media and economists usually emphasise the first way of increasing 
competitiveness.

Many economists argue that lowering RULCs will definitely boost investment and growth. 
The link between lower RULCs and growth in output is true for a single company, but may not 
be true for the economy as a whole. “Kaldor’s Paradox” refers to the finding that many of the 
fastest growing countries in terms of GDP and exports have also had faster increases in their 
RULCs than other countries. 

This paradox is explained by the fact that the RULC of a country is the same as the wage share 
of GDP. When economists say that a country must lower its RULC, they are saying that labour 
must get a lower share of GDP. They are assuming that an increase in the profit share leads to 
greater investment and economic growth. 

In the next – and last – section of this booklet we show that although labour’s share of 
GDP has decreased steadily over the last ten years in South Africa, this has not led to the 
investment and employment creation that economists promise through profit-led growth.

4.2 The declining wage share of GDP in South Africa

We first examine the relationship between real wages and productivity since 1994 (Figure 10). 
The StatsSA surveys do not have data on the amounts paid in pensions, benefits and other 
compensation so we get figures on total compensation from the South African Reserve Bank.
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Figure 10 shows how productivity and remuneration per person have changed if we take what 
was produced and earned at the start of 1994 as equalling 100 units. 

Figure 10: Productivity and Remuneration per Person

Source: SARB

The graph shows that labour productivity grew by 72,9% between 1994 and 2012. Public sector 
remuneration per person grew faster than both private sector remuneration and productivity 
from 1994 until 1999, but was similar to private sector remuneration by the end of 2000. Private 
sector remuneration grew slightly below overall productivity until 1997, and was then above 
productivity until 2000. However, since 2000 growth in productivity has been much higher than 
growth in average remuneration per person. By end 2012 average remuneration per person was 
56,3% higher than in 1994, 16,6 percentage points less than the growth in productivity.

Faster growth of productivity than remuneration means that labour’s share of national income 
fell over the period. Figure 11 shows the wage share of GDP for the 18 years up to 2012.

Figure 11: Wage Share of GDP South africa
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Labour’s share of GDP fell from about 57% to 51%. The biggest drop happened from 1998-
1999. Research published by Ozlam Onaran and Giorgis Galanis shows a drop also between 
1982 and 1992, but only with a few percentage points. This was a time in which the black 
trade union movement was growing strongly. But it was also a difficult time for the economy 
as a whole and profits were falling. The lower wage share for the private sector is shown 
separately in the diagram. The for non-profit public service sector lifts the wage share in the 
whole economy. The public sector basically adds what it costs to GDP, and most of its value 
added are always wages and benefits to employees, in SA and all countries.

Figure 6 above shows that profit stopped falling in 1992 and the NFC profit rate then almost 
doubled between 1994 and 2007. Section 2.3 shows that real wages for most workers did not 
increase much in this period. 

The wage share in the calculations above includes the remuneration going to CEOs, managers 
and high-level employees. Section 2.3 of the booklet shows the gap between the top 10% of 
wage earners and other earners increased over the period and the median wage stayed more 
or less the same. This suggests that the wage share of the traditional working class fell more 
steeply than shown in Figure 11. 

These patterns have social as well as economic implications. Workers at lower income levels 
tend to spend all or more of their income, because they don’t have enough income to save. 
The total “demand” for goods and services in the economy is therefore likely to fall more 
strongly when the income share of these majority of workers decreases.

4.3 The global decrease in wage share

The decrease in the South African wage share of GDP over recent decades is also seen 
in many other countries. Figure 12 below shows the decrease in labour share for some 
developed economies. The ADV line shows that on average, the wage share in high-income 
OECD countries fell from 73% in 1980 to 64% in 2007.

In developing economies, the wage share fell by about 5% on average between 1993 and 2003 
(Figure 13). The decrease in the South African wage share was larger than the developing 
world average. The decrease in the wage share also started later in South Africa than in many 
other countries. In other countries the decrease often started happening in the mid-1970s. 
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Figure 12:  Wage shares in advanced economies (%)

Source: Engelbert Stockhammer, Why Have Wage Shares Fallen, Conditions of Work and
Employment (ILO, 2012),.

Figure 13: Wage shares in developing economies (%)

Source: Engelbert Stockhammer, Why Have Wage Shares Fallen, Conditions of Work and
Employment (ILO, 2012),.

The decrease in the wage share of GDP is a measure of labour’s loss of power relative to 
capital. The fact that the steepest decrease happened after the end of Apartheid raises many 
questions about transformation in South Africa.
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5. CONCLUSION

Many economists have started to acknowledge the role of inequality and the 
decrease in labour share in the current global capitalist depression. Marxists have 
different views about the causes of the crisis. Some say that the roots of the crisis 
lie in the global economic crisis of the late 1970s. At that time capitalism faced low 
profitability, slow growth and rising inflation. 

Neoliberal policies rescued profitability by attacking unions, outsourcing labour, 
forcing down wages, reducing services and benefits of the welfare state and 
exploiting the developing world. However, because wages fell, total “demand” 
could be maintained only by massively expanding debt. This “Credit Keynesianism” 
supported the growing dominance of financial capital. It also meant that profits were 
increasingly used for financial speculation rather than for real investment. When the 
USA housing credit bubble burst, the world financial system started falling apart. The 
depression was made worse by policies that reduced employment and earning even 
further and cut back on welfare.

Across the world workers are being told to “tighten their belts”. So far capital has 
succeeded in passing on most of the costs of the crisis to workers. In many countries, 
profits are at a record high while employment continues to decline. This pattern is 
likely to create further crisis. 

Winning a greater share for workers and shifting to wage-led growth will not solve 
the problems with capitalism. It will not end exploitation. But it can offer some 
protection for workers, help to rebuild the labour movement, and unite all who are 
fighting for more equitable alternatives. The next booklet will explore these themes.
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This booklet is the first in a series of booklets 
that aim to help unionists and activists fight 
for economic alternatives. In particular, the 
booklets aim to help in the fight for wage-led 
growth rather than growth that is based on 
increased poverty, exploitation and inequality.
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