

















































http:49004.99






http:health_index/0.62
http:energLindllOO)*0.15
http:educ_index/0.51)*0.20
http:reU_rIl805383)*0.05
http:1.51)*0.15



http:woridshare/0.706)*0.05
http:intem_comp)*0.05
http:depend_rat/I.965280)*0.30
http:union_miIl272984.5)*O.10
http:unionyowerl2436238)*0.60
































































































http:dccr~a.se




























210

the estimated potential output were validated by comparing the results with a Hodrick-Prescott
smoothed series for GDP.

The results obtained for potential output revealed the essence of the impediments on the South
African economy - the South African potential to grow is deteriorating. This is due fo the sizeable
constraint posed by rising labour cost and the resulting continuous increase in unemployment.
This declining rate of employment is of a both structural and cyclical nature. A significant part of
the South African labour force 1s unskilled and relatively expensive, while the nternational
tendency towards capital-intensive production requiring more capital, skilled labour and less
unskilled workers. has further contributed to the greater degree of capital-intensive production
observed in South Africa. Apart from the structural component of unemployment, the growth in
GDP has been inadequate to create sufficient job opportunities to cure the unemployment
problem. The period of economic sanctions and disinvestment, resulting in the outflow of skilled
labour and other consequences, has aggravated the problem.

Chapter 6 aimed to secure a theoretical approach to model aggregate domestic fixed investment.
The neoclassical (Jorgenson) approach was selected as the most suitable in estimating fixed
investment as it is consistent with a supply-side model for the South African economy,
incorporating all cost-mininmising and profit-maximising decision-making processes by firms,

The South African economy’s vulnerability to international financial market instability has
serious implications for domestic fixed investment. It is therefore necessary to incorporate the
significant role of financial constraints (internal and external) on investment. An attempt was
made to extend the neoclassical specification by incorporating the financial constraints as
specified by cash-flow models — only on an aggregate level. Gross domestic investment in South
Africa is therefore modelled by a system of equations: a stochastic function for gross domestic
fixed mvestment, identities for the real capital stock and aggregate financial constraints in
nominal terms and a stochastic function for nominal corporate savings.

Corporate savings were specified and estimated as a function of after-tax gross operating surplus,
i.e. as a function of gross operating surplus adjusted for direct taxes on corporate business
enterprises. This is based on the notion that a firm’s ability to save is influenced by the utilisation
of capacity (activity or production), cost of production in terms of wages and some specification
for the user-cost-of-capital (cost/price factors) and additional factors such as taxes, subsidies and
depreciation rates. These factors constitute the pre-tax gross operating surplus of the firm, i.e. the
pre-tax level of profits.

The dynamic response properties were investigated by applying exogenous shocks to each of the
long-run variables separately. In each case. the adjustment path after the initial shock was
smooth and the deviation of the new long-run variable from the baseline converged to the
expected value as indicated by the magnitude of the estimated elasticity. The performance of the
estimated model established itself as a robust mechanism for explaining investment behaviour as
an integral part of the South African economy.
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Another suggestion relates to the estimation technique applied. Further research may be
conducted by evaluating the estimation results obtammed from the Johansen multivanate
colntegration estimation technique relative to the results obtained from the univanate Engle-
Granger and Engle-Yoo estimation techniques, particularly in macroeconomic modelling
constrained by a small sample range.

In this study an explicit production function was employed, but consistently derived from an
estimated cost function with the purpose of deriving a measure for capacity utilisation. Although
consistency is ensured within the neoclassical framework, the estimated production structure is
restrictive in being of a Cobb-Douglas nature. A more flexible approach, still consistent with
cost-minimising, would imply the direct estimation of a transcendental logarithmic (Translog)
cost function and consistent derivation and estimation of price and factor demand equations based
on Shephard’s lemma. This approach is utilised by the London Business Schoo!l of economics in
modelling the supply side of the UK economy. This approach, however, does not allow the
derivation of a production function based on duality principles and excludes the derivation of a
consistent measure for capacity utilisation, which has important implications for the structure of a
macroeconomic model incorporating both demand and supply sides.

A final contribution would be to integrate the proposed supply-side model with the restructured
demand-driven macroeconomic model (SAMEM) in a dynamic simulation exercise to evaluate
the full spectrum of demand and supply responses.
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