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Abstract

In this article a heuristic population-economic-institutional model is presented and
discussed. It appears from the findings of this study that very positive population,
economic and institutional dynamics were found in South Africa during the period
2001 to 2007, but that the interfaces between these three variables are still
problematic, in that whereas high economic growth was experienced during this
period, low levels of job creation were experienced, leading to a situation where
such high levels of growth are not sufficiently benefiting the population through
employment. Furthermore, although there were high levels of institutional growth,
the levels of wealth transfer by such institutions to the broader populace is
problematic. On the basis of the findings of this study, some policy measures are
being proposed to strengthen population-economic-institutional interactions in
South Africa.

1 Introduction
The recent political-economic history of South Africa has been characterised by
vigorous debates on economic policy, and specifically on ways to formulate economic
policies that will benefit the broad populace. Such policies are urgently needed to
address a number of economic and socioeconomic problems, including high levels of
poverty and unemployment, the impact of fuel prices and repo rate hikes on the
economy, the impact of electricity power outages on the economy as well as the impact
of rising food prices and lower levels of economic growth and job creation on the
population. Harford (2006) in his well-known book, The undercover economist contends
that there are fairly straightforward economic policy imperatives to ensuring a growing
economy, but a lot of uncertainty when it comes to making sure that the broad
population benefits from such growth.

As postulated by Harford (2006), there appears to be continuous interaction between
population and economic aspects in society. Razin and Sadka (2001) identified many
such interactions in their work Population economics. It appears from the ideas
presented by them that population and economic aspects impact directly and indirectly
upon one another, as well as having an impact on the macro- and microeconomic
levels. On the basis of the information supplied in their book, the following types of
population-economic interactions appear possible:
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Figure 1
Population-economic interactions

Indirect impact

A typical macro-direct interaction is when more people (population) become formal
sector entrepreneurs who will have a direct impact on the economy, while a micro-
direct impact would be when more households (population) realise higher incomes
because of higher levels of economic growth and job creation. A typical macro-indirect
impact occurs when the skills levels of people (population) impact negatively on the
ability of the macroeconomy to realise higher levels of economic growth, and an
example of a micro-indirect impact would be when couples (population) have lower
fertility preferences because more women decide to be economically active.

The population economics of South Africa, namely the nexus between population
and economic trends and dynamics, have been undergoing some radical changes
during the past decade. Examples of such changes include the growing number of
unemployed, the large number of households living in poverty and the socioeconomic
impact of HIV/Aids. A further important population-economic nexus undergoing rapid
change is the impact of migration on the economy. At present there are very high levels
of emigration of highly skilled people from South Africa and at the same time high levels
of migration (both legal and illegal) to South Africa and these also have very definite
economic impacts.

Other important population changes that have significant impacts on the South
African economy include rapid urbanisation, the changing demographics of the formal
sector workforce, the changing size and structure of the South African population,
which impact on per capita incomes and economic dependency ratios, changing labour
market dynamics (ie changing trends with respect to unemployment), the highly
unequal distribution of income, the provision of infrastructure (ie water and housing) to
the population, low levels of human development and the emergence of new population
problems (ie Aids orphans).

This article aims to focus on the above-mentioned aspects to describe the changing
population-economic-institutional dynamics of South Africa with the aid of a heuristic
population-economic-institutional model, as shown below. Such a description serves as
a background to an evaluation of the level at which there are positive or negative
interaction effects to be found in the population-economic-institutional nexus in order to
design strategies to optimise this nexus and thereby ensure sustainable economic
growth that is conducive to human development.
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2 Heuristic model linking population, economic and
institutional growth and dynamics

For the purposes of this article it is postulated that not only are there continuous
population-economic interactions as shown in figure 1, but that population and
economic aspects continuously interact with institutional dynamics in any society. This
postulate agrees with the findings of Fukuyama (2004 and 2005), which were derived
from decades of country analyses worldwide. This population-economic-institutional
perspective yields many examples of the nature of such interactions. These include the
decision by institutions (ie private and public sector organisations) to employ more
people and the services to the population provided by local government institutions,
which also stimulate regional economic growth. Fukuyama (2004) demonstrates that
the quality of management of such institutions will be a strong predictor of the abilities
of such institutions to serve the broad populace.

A graphic representation of the said population-economic-institutional system is
provided in figure 2. It appears from this graphic representation that interactions
between the various components are occurring on a continuous basis, and accordingly
overlap in some areas. The meaning of the areas where there is an overlap is
explained in the legend.

P E
P-E

P-I-E

P-I I-E
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Figure 2
Heuristic model linking population, economic and institutional dynamics

Legend:

P Population aspects (including population size, population growth, population
processes and population structure)

E Economic aspects (including economic growth, economic structure, economic
processes, size of the economy and global and regional economic dynamics
impacting on the South African economy)

I Institutional aspects (including number of institutions, institutional growth,
institutional policies and programmes and institutional processes)
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P-I Population-institutional interactions (including institutional service provision to
the populace, skills development, infrastructural development and population
policies and programmes)

I-E Economic-institutional interactions (including economic policies,
entrepreneurship, economic output generation and fixed capital formation)

P-E Population-economic interactions (including the size of the economically
active population and the level at which it benefits from economic growth)

P-I-E Population-institutional-economic interactions (including income distribution,
poverty, employment and welfare)

The population-economic (P-E) overlap depicted in figure 2 is the result of population-
economic interactions, that is the number of economically active people determined by
the size of the population and the level at which people want to participate in the
economy by making themselves available for employment or entrepreneurship.
Furthermore, the level at which the economy is showing sustainable growth will impact
on the welfare of the population.

The economic-institutional (E-I) overlap shown in figure 2 pertains to the interplay
between institutions and the economy, that is institutions such as government
determine economic policy that has a direct bearing on the economy. Furthermore,
institutions such as companies and municipalities are the drivers of economic growth
and development.

The population-institutional (P-I) overlap pertains to the level at which institutions
interact with the population, that is municipalities provide services to the population
while companies create jobs for the population. When economic output increases,
employers are encouraged to appoint more workers. But this relationship is not fully
elastic and is determined by the level at which employers decide to make use of labour
versus capital, which in turn is influenced by the local, regional and global competitive
environments.

The population-economic-institutional (P-I-E) overlap depicted in figure 2 is the
result of interactions between the population, the economy and institutions, that is the
level of equality of income distribution is determined by various population, economic
and institutional variables, such as the size of the population and its level of education
(population variables), the structure of the economy and the level of demand for labour
(economic variables), the level at which production is labour or capital intensive,
government labour and economic policies (institutional variables) and the extent to
which institutions succeed in acting as wealth creation and wealth transfer agencies in
society. In the field of economics the Lorenz curve is used to indicate the level of
equality of income distribution. This curve can be used to determine the level of optimal
integration between population, economic and institutional dynamics with regard to
income distribution (Bannock, Baxter & Davis 2003). For example, when organisations
in developing countries almost exclusively employ skilled to highly skilled labour, this
results in an unequal distribution of income because most of the labour supply in such
countries is unskilled to semi-skilled. Workers who lack skills are then excluded from
formal sector employment, with the result that their share of economic wealth is limited
despite the fact that they make up a fairly large percentage of the population as a
whole. It should be kept in kind in this regard that the availability of cheap labour in
markets such as China and India means that the local unskilled labour force will not be
able to be absorbed competitively into South African companies. This encourages
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South African employers to switch to capital investments instead of unskilled labour to
remain competitive in local and international markets.

Having shown and briefly discussed the heuristic population-economic-institutional
model used in this article as a theoretical tool to analyse the population-economic-
institutional dynamics of South Africa, information about each of the aspects shown in
the heuristic model will be provided and discussed below in order to arrive at an
understanding of the nature of the changing population-economic-institutional dynamics
of South Africa.

To anchor the discussion quantitatively, seven quantitative growth measures will be
employed to determine progress with respect to the various population-economic-
institutional aspects of the model, namely:

 Population aspects: Population growth

 Economic aspects: Economic growth

 Institutional aspects: Institutional growth

 Population-institutional interactions: Skills growth and employment growth

 Economic-institutional interactions: Gross fixed capital growth

 Population-economic interactions: Income equality growth

 Population-institutional-economic interactions: Income/expenditure and living
standards growth

During the discussion of the results provided in this examination of population-
institutional-economic interactions, the relationships between the various population-
institutional-economic measures over the period 2001 to 2007 (up to 2006 in the case
of institutions) will be shown and discussed.

3 The changing population dynamics of South Africa
The South African population has shown rapid growth over the period 1900 to 2007,
increasing from about 4.76 million in 1900 to an estimated 47.72 million in 2007 (Van
Aardt 2004, 2007). While data for the period 1900 to 1996 indicate that during this
period an average annual population growth rate of nearly 2.3% was realised, annual
population growth rates after 1996 were substantially lower than before that date.

According to the 1996 census, South Africa’s total population was 40 583 573 in
October 1996 (StatsSA 1998). The 2001 census showed that by October 2001 there
were 44 819 778 people in South Africa (StatsSA 2003), which represents a total
population growth of 10.44% during the period 1996 to 2001. This means that the
average annual population growth rate was less than 2% per annum over this period.
After 2001 the average annual population growth rate declined even faster, reaching an
average of about 1% for the period 2001 to 2007. This rapid decline was largely driven
by rapidly declining fertility rates as well as the demographic impact of HIV/Aids.

It is projected that, because of the effect of HIV/Aids and the rapidly decreasing
fertility rates on population growth in South Africa, the South African population will
grow to only about 51 million by 2021 instead of to about 70 to 80 million as previously
estimated. Other expected population trends that will have an impact on the size and
structure of the population are emigration (and here especially among the White
population), rapid population ageing, the impact of urbanisation on fertility and the
number of immigrants to South Africa (especially among the Black population).
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HIV/Aids will affect population trends and dynamics such as population size, growth
and age structure. Life expectancy at birth will decline significantly as a result of
HIV/Aids. Available information indicates that the average life expectancy at birth in
South Africa has already declined from 63 years in 1996 to less than 50 years in 2007.
It is expected to decline to just over 40 years by 2010 (Van Aardt 2004). In 1990 about
48 818 South Africans were estimated to be HIV-positive (Dorrington, Bradshaw &
Budlender 2002). This figure is expected to increase to 7.25 million by 2010. Whereas
during 2001 an estimated 15% of South Africans aged 20 to 64 years were HIV-
positive, by 2006 about 22% were HIV-positive, and by 2010 this figure could be
between 24% and 27%.

Not only are HIV-positive cases expected to increase dramatically during the period
2001 to 2010, full-blown Aids is expected to become equally widespread. By 1990 there
were only about 394 full-blown Aids cases in South Africa. This figure increased to
about 334 000 in 2001. The number of Aids cases in South Africa increased from about
334 000 in 2001 to about 1.1 million by 2007 and will increase to about 1.4 million by
2010 (Dorrington et al 2002). The resultant number of Aids-related deaths increased
from about 206 000 in 2001 to about 520 000 in 2007 and is expected to increase to
about 545 000 to 635 000 by 2010. Although it is generally accepted that this high
number of Aids cases are among the poor and unemployed, there is mounting
empirical evidence to show that the affluent and employed are being increasingly
severely affected by HIV/Aids (Van Aardt 2004; Harris & Van Aardt 2006).

4 The changing economic dynamics of South Africa
According to ABSA (2006), the economic growth achieved during the past decade has
increased consistently. An economic growth rate of 5.1% was realised for 2007, which
is far higher than the 1990 growth rate of -0.3% (SARB 2008). While economic growth
rates were improving consistently, the levels of household consumption expenditure
rose as well. The household consumption expenditure growth rate for 2007 (at constant
prices) was 7%, which was far higher than the comparable rate of 4.1% realised in
2000 or the 2.9% realised in 1990 (SARB 2008).

It appears from the annual StatsSA Economic Activity Surveys (StatsSA 2004) that
during the period 2001 to 2003 turnover per industry at current prices grew rapidly in
the manufacturing and trade sectors. Since these two sectors are the mainstays of
national income generation in South Africa, this bodes well for the economy as a whole.

The high increases in turnover in the manufacturing sector over this period were
largely the result of increased activity in the manufacturing of basic metals, fabricated
metal products, machinery and equipment, accounting and computing machinery,
refined petroleum products and transport equipment. The high increases in turnover in
the trade sector were mainly due to food, beverage and tobacco retail activities.

In view of the high and sustained levels of household consumption and economic
growth experienced during the past decade, resulting high levels of employment growth
might have been expected. However, it appears from table 1 that economic growth in
the South African context does not necessarily give rise to employment growth. During
the period 1948 to 1960 there was still a very strong positive correlation between
economic growth and employment growth, but this correlation weakened during the
period 1960 to 1990 and turned into a negative figure during the period 1994 to 2001,
after which it became positive again. This phenomenon of “jobless growth” during the
nineties had dire consequences for employment in South Africa, as is evident from the
high unemployment rate of 31% at the end of the nineties (SARB 2007).
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With regard to problems experienced by municipalities in providing services to the
communities they are responsible for, factors such as the skills levels of service
providers, service backlogs that need to be addressed and management efficacy are
the main causes.

The National Treasury (2004 and 2008) also emphasises the pivotal role that
municipalities play in ensuring the social and economic development of the
communities they are responsible for. Municipalities face a variety of challenges in
delivering public services and providing infrastructure for communities. Data provided
by the National Treasury (2004) show that backlogs in access to sanitation grew by
193% over the period 1996 to 2001, backlogs in access to refuse removal by 23% but
that backlogs in providing access to water and electricity were reduced.

The National Treasury (2004) also indicated that the capacity of municipalities to
deliver services largely depends on their ability to collect revenue from their own
sources. The Treasury noted that the poor capacity in many municipalities has caused
them financial problems. By 2005 the total outstanding consumer debt to municipalities
was about R28 billion. Such a high consumer debt makes it impossible for many
municipalities to play their rightful part in population and economic development.

7 The changing population-economic interface in South
Africa

The population-economic interfaces have been studied in a number of countries and
the following trends that are of interest for the purposes of this article have been
observed:

 Population growth and economic growth enhance and depress each other, that is in
times of high sustained economic growth, population growth rates first increase as
life expectancies increase and thereafter decline as fertility rates drop (Dahan &
Tsiddan 1998).

 Economic and population development go hand in hand, namely better skilled
people ensure a human capital base for economic growth and development, while
economic growth and development release the required capital and institutional
resources to bring about population development (Todaro 1994; World Bank 2008).

One of the main issues regarding the population-economic interface in South Africa is
income inequalities. Measured by the Gini coefficient, inequality in South Africa is
ranked the fifth highest in the world. It might have been expected that a democratic
dispensation would give rise to higher levels of income equality in South Africa, but this
did not happen. Incomes are currently more unequally distributed than was the case in
1994., The Gini coefficient (as an indicator of income equality) increased from 0.59
(which is indicative of a grossly unequal distribution of income) in 1994 to about 0.67 in
2008.

To explore income inequality dynamics further with respect to South Africa, an
equality index developed by the Bureau of Market Research (BMR) was used to
determine the level of income equality/inequality among various subnational entities (ie
population groups and provinces in South Africa). This equality index is similar to the
Gini coefficient but it can be used when the data available are more limited.

It appears from the results of such analyses that the highest level of inequality within
the different population groups was found among the black group, where many people
are obtaining highly paid employment and becoming successful entrepreneurs, while
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many other black people remain impoverished. This significant gap between the
percentage of blacks earning high salaries and the percentage living in poverty gives
rise to the high level of income inequality among blacks.

It further appears from such analyses that the most significant income gaps within
different sized communities were found in small/rural communities. It appears that in
many rural/small communities there are small groups of fairly affluent people while the
rest of the community lives in poverty. Higher levels of income equality were found in
larger communities.

Finally, the levels of income inequalities in the different provinces were investigated.
It appears from the results obtained that the highest levels of income inequalities were
found in Limpopo and the Eastern Cape, where there are large urban and rural
communities. The rural communities have significantly lower levels of per capita income
than urban communities in these provinces, leading to high levels of income inequality
This finding only takes cash income into account and it must be remembered that rural
communities are more likely to receive incomes in kind than urban communities, so that
rural income distribution may be more equal than is reflected by the Gini coefficient.

A further important population-economic issue that has been debated vigorously for
some time is whether high levels of population growth enhance or depress economic
growth and development. According to Sachs (2005), high levels of population growth,
especially in poor countries, give rise to a situation where poor families that have many
children cannot afford to invest in the education, health and nutrition of each child,
leading to low levels of human capital formation and consequently more unskilled, poor
people. High levels of population growth also impose pressure on environmental
resources and economic development, thereby exacerbating poverty. The net result of
low levels of human capital formation and poverty is low levels of economic growth and
development.

8 The changing institutional-economic interface in South
Africa

In a recent report Tustin and Hamann (2006) explored institutional-economic interfaces
in South Africa and found that there are very high levels of expectation among
consumers that companies (as economic agents) should demonstrate high levels of
social responsibility. Consumers expect companies to donate money to developmental
agencies in society, to provide community education, to become involved in health
promotion programmes and to be involved in poverty reduction programmes. Aron
(2000) goes one step further than Tustin and Hamann (2006) and emphasises the
importance of the creation of high-quality institutions (public and private sectors) to
ensure that economic growth and development are being realised even while wealth is
being transferred (via job creation and corporate social responsibility programmes). It
further appears that where institutional weaknesses and constraints are present,
economic growth, economic development and population development suffer.

Whereas soft indicators such as social responsibility and institutional wealth transfer
were mentioned above as examples of institutional-economic interface factors, gross
fixed capital formation is a good example of an institutional-economic interface factor
that is measurable. This factor equates to the economic investment of institutions in
production infrastructure. It appears from available SARB (2008) figures that during the
period 2001 to 2007 gross fixed capital formation (at constant 2000 prices) increased
by 75.0%. Over this period the biggest increases in gross fixed capital formation were
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by private business enterprises (76.9% increase) and public corporations (140.1%
increase). Such increases provide a clear indication of a strengthening institutional-
economic interface where institutions are increasingly making large-scale investments
in order to create infrastructure.

9 Bringing it all together: The changing population-
economic-institutional dynamics of South Africa

It is evident from the preceding discussion of the population, economic and institutional
dynamics of South Africa that there is good news and bad news in each of these areas.
With respect to population dynamics, it was evident that the population growth rate is
slowing down, and that high levels of population development are being experienced at
the same time, while HIV/Aids and low-quality education are threats to the population
and population development. With regard to the South African economy, the good news
is that far higher economic growth rates were realised during the past decade, while the
bad news is evident in very low levels of job creation as well as very high levels of
income inequality and the looming impact of Eskom load shedding and increasing fuel
prices. Finally, as regards institutions in South Africa, it appears that the institutional
dynamics of South Africa reflect a rapidly developing country with respect to the
number and sectoral distribution of institutions, while the high formal sector failure rate
of institutions and serious efficacy problems in provincial and local government
institutions cast a dark shadow over the ability of institutions to contribute more to
population and economic development in South Africa.

A prime example of the inability of institutions to ensure that the benefits of higher
levels of economic growth reach the population at large is poverty in South Africa.
Depending on which poverty line is used, researchers put the percentage of South
Africans living in poverty at anywhere between 45% and 55%. Of particular concern is
the fact that the number of South Africans living in relative poverty increased during the
period 2001 to 2007, namely from an estimated 21.7 million in 2001 to about
22.5 million in 2005 (SAIRR 2007) to about 22.7 million by 2007 (BMR estimate).

A further example of the inability of institutions to ensure the wider distribution of the
benefits of economic growth is provided by the human development dynamics of South
Africa. The Human Development Index (HDI) is an indicator of the well-being of a
society. The Western Cape and Gauteng, and the white and Asian population groups,
fall within the HDI range equivalent to “high human development”, while the Northern
Province has an HDI equivalent to “low human development”. The other provinces,
together with the Coloured and black population groups and the HDI for South Africa as
a whole, fall within the “medium human development” range.

10 Concluding remarks
It is evident from this article that South Africa has been experiencing rapid changes in
its population-economic-institutional nexus during the period 2001 to 2007. It appears
that the population-economic-institutional nexus is associated with some strong
positives as well as negatives. The primary positive and negative aspects are shown in
table 6.





South African Journal of Labour Relations: Vol 32 No 2 2008 21

desirability of such programmes at a specific time, given their identified benefits and
taking budget constraints into account.
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