
It has become increasingly 
expensive to live and do 
business in South Africa during 
recent times. Since the end of 
2002 Eskom tariffs have risen 
by a striking 236%, and 
following the National Energy 
Regulator’s decision will 
continue to rise by 8% per year 
for the next five years. 
According to Statistics SA, 
electricity, petrol and other fuels make up just more than 
one tenth of the average South African consumer’s 
spending “basket”. Clearly then, the rising cost of these 
items are affecting a vast number of our country’s 
citizens.
 
Perhaps more importantly for our economy, rising costs 
are placing a particularly significant amount of pressure 
on South Africa’s industries. Unit labour costs – the 
costs of labour associated with one unit of output – have 
risen by about 120% over the preceding 10 years.  
Contrastingly, the factory gate Producer Price Index 
(PPI) – an approximate measure of what manufacturers 
are receiving for final goods – has increased by only 
78% over the same period. The inevitable result is that 
our industrial companies are (on aggregate) becoming 
less competitive, are facing lower profit margins, and 
consequently are less and less able to employ new 
workers.

Considering South Africa’s chronic and abnormally high 
degree of unemployment relative to our global peers, it 
is time to reverse the pattern of declining 
competitiveness and rising costs. On several fronts this 
will be an extremely difficult task. However, history has 
shown us that it is possible. A mere decade ago, 
Germany faced a double-digit and rapidly increasing 

unemployment rate, with great pressure building on the 
government budget through an overly generous welfare 
system. In response, the country was forced to take 
significant cut backs in social spending and a 
liberalisation of the job market – a measure which the 
labour force tolerated in exchange for greater job 
opportunities. Today, Germany has one of the most 
robust developed economies in the world. Since the 
extensive structural reforms of the early 2000s, wage 
increases and therefore unit labour costs have remained 
well controlled (Germany’s unit labour costs have 
increased at less than a quarter of the rate of those in 
South Africa, in dollar terms). In 2012, Germany’s 
exports exceeded its imports by $240 billion, a clear 
indication of its superior competitive position. The 
German economy therefore continues to be a shining 
light of growth within the recessionary Euro area. 

By contrast, South Africa’s international trade position 
remains under significant pressure. The current account 
deficit for 2012 has been estimated at -6.3% of GDP, 
and is expected to stay close to this level in 2013. 
Evidently, the South African economy is in need of a 
shake-up. 

Active citizenry will be required for meaningful progress 
to be made in this regard. 
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Competitiveness & Growth
South Africa requires a pragmatic social compact if we are to reverse the trends of 
increasing costs and declining competitiveness.
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Governments the 
world over are 
less able to 
s t i m u l a t e 
economic activity 
than five years 
ago, and South 
Africa is no 
exception. Going 
forward, the 
private sector will 
need to step in 
where governments leave a spending growth void. This 
requires recognition by private investors that greater 
investment in physical and human capital is necessary 
for economic growth sustainability, and that long term 
sustainability of this sort is ultimately in the interests of 
everyone. While the electricity blackouts of 2008 should 
be avoided as far as possible, South Africans need to 
strike an appropriate balance between maintaining a 
reliable power supply and controlling consumer and 
industry expenses. In a similar way, government will 
have to carefully consider the effect of higher fuel levies 
and energy costs on South Africa’s macroeconomic 
performance, while at the same time addressing the 
dangerous trend of rising public debt levels. The 
relationship between management and labour is 
another area in which our nation clearly needs to 
improve. South African employers must accept their 
unique position in the world and consequently be more 

sensitive to rising living 
expenses and high levels 
of dependence, especially 
amongst low-income 
workers. However, South 
African employees need to 
fully internalize the 
possible long term effects 
of negotiation victories on 
the very existence of their 
employers. Germany’s 
success can become a 

lesson in cooperation and discipline to us all.

Every social, political, business and administrative group 
has an obligation to communicate clearly and honestly, 
in order to engender the trust necessary for real and 
sustainable progress to be made in these matters. We 
require, as a country, a pragmatic social compact from 
which each economic participant can draw guidance. 
While the National Development Plan appears to have 
received the necessary buy-in for such a compact to 
begin developing, it is only a start. It will take a full 
change of mindset by a great number of South Africans, 
from every walk of life, for us to convincingly take the 
needed steps to reduce costs and improve our global 
competitiveness. In this way, it will become possible for 
South Africa to leverage our abundant mineral resources 
into a material and sustainable positive growth pattern.
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