University of Pretoria etd — Moloto, P R (2005)

GROWTH TRENDSIN THE SOUTH AFRICAN MANUFACTURED EXPORT INDUSTRY

BY

PHINEASRAMESHOVO MOLOTO

SUBMITTED TO THE

FACULTY OF MANAGEMENT

IN FULFILMENT OF THE REQUIREMENTSFOR THE DEGREE OF

MASTER OF ARTS

ECONOMICS

AT THEUNIVERSITY OF PRETORIA

SUPERVISOR: PROFESSOR M. C. BREITENBACH

CO-SUPERVISOR: PROFESSOR T.I.FENYES



University of Pretoria etd — Moloto, P R (2005)

(i)

ACKNOWLEDGEMENTS

My sincere gratitude to my supervisor, Professor M.C. Breitenbach, for his patience and
encouragement during the course of this research. His accesshility and research expertise
contributed much to the research process. May his enthusasm and expert guidance be
avalable to many sudentsin future.

| am grateful to the following inditutions for their support:

- Vida Universty and Molde Universty College (Norway) for the tuition and financid
grants received over the years

- The Economic Research Unit of the Department of Trade and Industry for trade data
provided, especialy Fani Mogane, Statistics South Africa, for the economic data, and
library daff a the Industrid Development Corporation, Universty of South Africa
and VigaUniversty

- The National Research Fund for the research grant received

Mogt importantly, | would like to thank the Almighty God for the wisdom, strength and
guidance granted to me.



University of Pretoria etd — Moloto, P R (2005)

(i)

DEDICATION

The seeds of education were sown in me by the encouragement and support received
from my grandmother (Tlakae Moloto), mother (Esther Hlakudi Moloto), my uncles
(Cdlies and Trott Moloto) and my brother, Diego Moloto. To the family of Philemon
Mamea, may the Lord bless you for the financid support you granted to me throughout

my dudying years. To dl reatives, and family and friends | say united we stand divided
wefdl.



University of Pretoria etd — Moloto, P R (2005)

(iii)

DECLARATION

| declare that:

“Growth Trendsin the South African Manufactured Export Industry”

is my own work, that al the sources used or quoted have been indicated and
acknowledged by means of a complete reference, and that this thess was not previoudy

submitted by me for a degree a another university.

P.R.MOLOTO DATE



University of Pretoria etd — Moloto, P R (2005)

(iv)

SUMMARY
Title Growth Trends in the South African Manufactured Export Industry
By: Phineas Rameshovo Moloto
Degree: Master of Arts
Department: Economics
Supervisor: Professor M.C. Breitenbach
Co-Supervisor: Professor T.l. Fényes

Through empirical research the researcher gained an in-depth knowledge regarding the
growth trends in the South African manufactured export industry as well as the factors
determining the patterns of growth and champion industries. Findly, recommendations
that may be used by relevant authorities and scholars were made. To researchers, a study
a dissggregated leve into the growth trends of each manufactured export sub-sector
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CHAPTER ONE

Introduction and research methodol ogy

1.1 Introduction

The importance of the manufactured export industry in South Africa relates to its pivota role of
overcoming domestic dructurd condraints inhibiting the growth of the manufacturing sector
snce 1980, with specific reference to the 1990s. The manufactured export industry holds growth
potentid for the increasng contribution of the sector to economic growth and development in
South Africa The theds scrutinises the nature and patterns of growth trends in the South African
manufactured export indugtry influenced by the naure of indugrid and trade policy
implemented in South Africa

1.2 Problem identification

More than a decade ago the South African economy was by al measures an inward-oriented
economy characterised by resource-intensve exports, thus declining growth prospects over the
years. But since readmisson into world markets South Africa has become a more open economy
with manufactured exports occupying a key role as the main source of economic performance
and growth (Roberts, 1988:5; Kahn & Black, 1998:9).

The dissartation will concentrate largely on growth trends in manufactured exports and factors
influencing these growth trends and its contribution to the economy. The naure of the
manufacturing sector and the growth patterns in exports are not well researched. This study is
therefore crucid in determining and andysing what factors are responsble for export growth
trends. Ascetaning the factors and identifying "export industry champions’ would provide
busness and policy-makers with vauable information regarding the comparaive advantage of
the South African manufacturing sector.
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The fact that South Africa is a prominent member of Southern African Custom Union *(SACU)
provides for a rationde to study contributing factors to the growth of manufactured exports by
using trade data emanating in the cusom union. Custom Unions are recognised by the Generd
Agreement on Trade and Taiffs (GATT) — now the World Trade Organisation (WTO), as long
as a custom union does not raise trade barriers against non-members but facilitate trade between
nations (Booysen, 1999:43). Over the past seven years, the Southern African Development
Community (SADC) intra-trade has growth dgnificantly with South Africa dominant —
emphassing South Africals podtion as a bigger economy in the region (Roberts, 2000:614). Of
paticular importance is the fact that SADC is a mgor dedination of South Africas
manufactured exports (Laubscher, 19974; Tskata, 2000:4; Vdentine & Krasnik, 2000:266).
Furthermore, the sgnificance of the avalability of such trade data and tariff rates being levied
for SACU endbles the researcher to utilise the relevant and appropriate figures for anadyss of
impact of trade changes in exportable products in the custom union.

Anadysng opportunities and chdlenges brought about by globaisation as South Africa seeks a
gregter share of world markets are crucid when consdering the reiintegration of the South
African economy. In recent years trade continualy enhanced economic efficiency in the South
African economy, thereby raisng the country’s globa competitiveness variables (Vaodia,
1997:4; Jonsson & Subramanian, 2000:3).

1.3 Theam of the study

It is the purpose of this dissertation to investigate the direction of growth trends in the South
African manufectured export indudry. Knowledge of the manufacturing sector is crucid in
andysng the role of the sector in the export industry, as an earner of foreign arrency, creator of
employment and its effect on the growth and development of the South African economy in
generd. The promotion of manufactured export growth is centrd to the growth and devel opment

! south Africa, Botswana, L esotho, Namibiaand Swaziland
2
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of the South African economy. This is in the light of the South African economy’s inability to
grow fagter than the rate of population, which is resulting in ever-increesng socid, political and
economic problems (Dias, 1998:1; Chandra, 2002:2).

The following secondary ams are set for the study:

#sednvestigating the development history of the South African manufacturing sector;

#seResearching the co-exigence of the South African manufacturing sector and its linkages
with other economic sectors,

eseResearching the compostion of South Africds manufecturing sector and its exportable
products;

eseHighlighting the possble prevdence of future obstacles which could hinder the
competitiveness and growth of the manufactured export industry; and

e\Where possible, making recommendations for a co-ordinated programme of action, which
can boost the export performance and direct actions of policy-makers with a view to attaining
growth and prosperity in the South African manufacturing sector.

1.4 Importance of the study

The need for the development of the manufactured export industry is imperative for a country's
ability to rase employment and the standard of living. This was recognised since Adam Smith's
andyss of the development process where the importance of export expanson as an engine of
economic growth was emphasised (Krueger, 1988. 89). Due to the prominence of the
manufacturing sector as a driver of economic growth in South Africa, it is important to research
the changing nature and growth patterns in the manufactured export industry. The impact of
these changes will be studied in relation to:
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&5 he manufactured exports by product and geographical dispersion;
& eOverd| contribution to economic growth and development; and
#&The extent and nature of factors influencing growth trends of manufactured exports.

These will hep deduce whether the opportunity cost forgone in utiliSng economic resources
judtifiesthe indudtrid and export-led growth strategy adopted in the South Africa economy.

1.5 Research procedure and methodology

The knowledge of basic economic theory coupled with the ability to goply it is undoubtedly a
man tool used to gan indght into the numerous factors affecting the manufacturing indudtry.
Such knowledge is dso crucid in forecagting what is likely to happen in the manufactured export
industry n a given period of time. It is for this reason that a literature study will form the basis of
the background chepters. Sources of information will include annua reports, journds, articles
and textbooks. Gathering information is important in determining the status quo within the fidd
researched (Botha & Engelbrecht, 1992: 50). Furthermore, primary sources to collect data for
quantitetive andlyss indude inditutions such as Statistics South Africa (SSA), Department of
Trade and Industry (DTI), South African Reserve Bank (SARB) and Indudriad Deveopment
Corporation (IDC). According to Lindsay (1993:46), some data is more reliable than others. Due
to the uncertainty about the rdiability of some data the researcher will utilise references which
are more reliable and will be acknowledged in full under the Bibliography.

A loca search engine on the Internet, eg. Sabinet, will be utilised due to its likelihood of
reducing agency and transaction costs when gathering information. A search engine can be
defined as a program tha searches for documents using specified keywords and returns the list of
the documents when found. Basicdly, it enables searches for documents on the World Wide
Web. The results obtained through these methods of data collection will be andysed and
conclusons and recommendations pertaining to export growth patterns of the South African
manufacturing sector will then be made.
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The limitations (thus scope of the research) will determine the extent of study coverage of the
menufectured export industry. Since the manufacturing sector comprises of more than 21
industries, it would be difficult, if not impossble, to individudly study growth paterns for each
indugry type The difficulty will aise manly due to some logigicd and time constrants.
Therefore, specific indudtries of the South African manufacturing sector will be researched for an
intendve andyss without compromisng the generd andyss of the overdl growth trends of the
manufactured export industry in South Africa

1.6 Value of the research

The am of the research is to invedigate export growth trends of South Africas manufactured
goods. It is therefore important that the research outcomes are made available to the public and
rdevant funding inditutions, government stakeholders and  other  interested  parties.
Consequently, there is a need to distribute copies of the research results to, inter dia, the
Universty of Pretoria, relevant directorates at the DTI and the IDC that are tasked with the duty
of promoting the egtablishment and expanson of manufacturing industries, Council for Scientific
and Industrid Research (CSIR) and the Nationa Research Fund (NRF). The findings will be
ussful in hdping, inter dia, policy-makers in understanding trade conditions in the menufactured
export industry as wel as other economic sectors with a view to pursue Research &
Devdopment (R&D) for better industrid policy design and adjustment in accordance with the
prevailing conditions in the globd manufactured exports industry.

1.7 Divison of chapters

The dissertation is organised asfollows:

Chapter 1 is an introduction to the dissertation. It outlines the problem Statement, am, research
procedure and methodology and the organisation of the dissertation.
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Chapter 2 deds with the historicd devdopment of the manufacturing industry in South Africa
over the years. This is important as it enables the researcher to establish the linkages between the
manufacturing indugtry and other indudries such as mining and agriculture and influence on
current growth trends.

Chapter 3 explores the theory of gructurd change emphassing the significance of manufactures
as the stages of the dructure of the economy evolve over the years on the one hand and trade
theories unravelling the theoretica rationale behind trade patterns on the other. There exists both
theoreticdl and empirica evidence that export-oriented indudridisation has led to superior
devdopment peformance in a number of countries, of which the East Adan Newly
Indudtrialised Countries are prime examples. They overcame the diseconomies of scde of being
smdl and redised dynamic efficiency in their mobilisation, dlocation and utilistion of limited

resources.

Chapter 4 outlines the impact of South Africas recent trade reforms in the manufactured export
industry, with gpecific reference to the 1990s. The diverson of demand for imported
manufactured goods to domestic producers by means of high levels of protection, that is to say,
import subditution, which was followed by many developed countries in early post-World War
Il indudridistion efforts, has proven inefficent and ineffective in simulaing efficent and
competitive pressures on domestic firms. Consequently, countries shifted to reliance on an
export-led growth drategy, which experienced immediate and dramatic results in - most
developing countries.

Chapter 5 invedtigates growth trends in South Africads manufactured export industry since the
1980s The andysis of the growth trends is essentid in identifying “export industry champions’
aswdl asthe growing and growth potentia markets and factors influencing the growth patterns.
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Chapter 6 provides a summary of dl previous chapters in this thess with a number of
concluding remarks and recommendations for relevant policy-makers and suggestions for future
sudies of growth trends in the South African manufactured export industry.

1.8 Summary and conclusons

The need for the development of the manufactured export industry is imperative for a country's
adlity to rase employment and the dandard of living. Growth trends in the South African
manufactured export industry are not well researched. The am of the research is to invedtigate
the growth trends in South Africds manufectured export industry snce 1980, with specific
reference to the 1990s.
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CHAPTERTWO

The historical development of manufacturing in South Africa

2.1 Introduction

Many other middie-income and semi-peripherd countries share the broad issues centrd to the
ardlyss of development of the manufacturing sector in South Africa These issues concern the
question of inward and outward development paths, and more generdly, the role of the Sate in
the indudtridisation process. The purpose of this chapter is to explain the higtorica deve opment
of manufacturing in South Africa The chapter dats with a descriptive evolution of the
manufacturing sector and explains the dructurd nature of the manufecturing sector in South
Africaand then highlights some growth trends over the years.

2.2 The emergence and characterigtics of the manufacturing sector in South Africa

Theindudtrid revolution in South Africa began with the discovery of minerdsin the mid-1800s.

As the growth rates of the economy increased, the sectorad contribution to economic growth
changed ggnificantly with the eventud dominance of the manufacturing sector. The potentid to
shift production processes from a predominantly primary to a modern diversfied economy was
the core of South Africas industria development (Leftwich, 1974; Botha et al, 1988; Schrire,
1991 & Chandra, 1992).

Dowling & Sdvatore (1977:69) ague that the man reasons behind indudridisation in
developing economies are that their manufactured imports clearly indicated the existence of a
domestic market, protection againgt foreign competition and to relieve bdance of payments

pressure.
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Swanepoel et al. (1995:19) define economic growth as a process whereby the production
capacity of an economy increases over time so that there is an increase in the nationa income.
Empiricdl evidence shows that the level of economic deveopment in indudridised ndtions is
atributable to an indudriad growth path that was followed during their era as low-income
countries.

For South Africa it was the discovery of precious mineras such as gold on the Witwatersrand in
1886 and diamonds in Kimbely in 1870 that gave a dgnificant darting foundation for
manufacturing growth (Houghton, 1972:63). The early development of the manufacturing sector
in South Africa, as a result, has been attributed to mining fortunes. As Nattrass (1982:163) puts
it: “even today the links between the two sectors are strong”. The discovery and exploitation of
these minerds greetly trandformed the South African economy by increesing the nationd income
and accelerating the tempo of economic growth (Davenport, 1991:494). The location and nature
as well as the extent of accesshility of the minerds created sufficient economic incentives for
the edablishment and promotion of industries in aeas endowed with minerd resources
(Coleman, 1993:195).

The growth of the mining industry was responsible for the establishment of a ral sysem, the
opening up of the cod-fidds for the generation of dectricity, and the establishment of urban
concentrations, commercid faming and most important, manufacturing development (Abedian
& Standish, 1992:1).

The most noteble linkage exists between mining and manufacturing industries (Fedderke &
Pirouz, 2002:26). For instance, the mining industry has been a mgor source in the expanson of
manufacturing in South Africa (Houghton, 1972:109). The initid <tages of manufacturing
devdopment were drongly linked to the needs of the mines. It incuded manufacturing of
explosives and production of boots for miners.
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The mining indusry has crested a domedtic market without which manufacturing consumer
goods would have been impossble (Houghton, 1972:109). In aress like Witwatersrand, for
indance, mining is atributed with the initigtion of the grest urban concentration of population
that has become the great urban market for indudtrid goods. Therefore, the exigence of the
mining industry gave a great impetus to the South African manufacturing sector.

The subsequent development of the manufacturing sector depended heavily on the fortunes
accumulated by the mining sector. Usng the vast revenues from mining source, diversfication
into the manufacturing industry was made possble  Financid resources from the mining
industry were not only used as start-up capitd but dso financed the manufacturing sector’s high
propendgity to import capital goods and intermediate goods as wdl as input materids. Therefore,
to ensure its growth, the South African manufecturing sector relied on the foreign exchange
earned by the mining industry to meet theimport bill (Joffe et al, 1995:151).

During its infancy stage, the South African manufacturing sector did not possess cgpable human
resource capacity to ensure growth. Lumby (1990:76) argues that for demand of productive
labour force, the manufacturing sector relied on a large skilled labour force with financid and
busness know-how, that had developed in the mining industry. Poor skill levels and task-
gpecific production <ill levels inhibited the growth of manufecturing (Joffe et al, 1995:187).
Where domestic supply of labour could not meet skills needed in the manufacturing sector, the
indugry rdied on the foregn links esablished by the mining indugry. The foreign technicd
input included managerid <kills and supplies of essentid <kills capable of efficiently operating
imported technology. The South African manufacturing sector was characterised by numerous
gructural congraints, mainly a direct consequence of patterns of economic development in the
country. Consequently, foreign technology became a prominent factor in the production
functions of large manufacturing firmsin South Africa

10
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Although import subgtitution policy managed to dgnificantly reduce the import of consumer
goods; this was accomplished a a higher growth of import of input maerids. When foreign
technology incressed, investment was heavily directed to the more cepitd-intensve
manufacturing indudtries. This feature is dtributed to the indudrid policy which was geared
towards subdtitution of imported consumer goods with localy produced goods. The size of the
market and skewed digribution of income led to the import subditution policy achieving sub-
optimd outcomes in the form of sub-optima utilistion and redrictive expanson of the
manufacturing capacity. Table 2.1 shows the trandformation of the economy of South Africa

from an agro-mining to a diversfied manufacturing and service sector economy.

Table 2.1: Share of selected production sectors as % of GDP

Year Sector
Agriculture Mining M anufacturing

1911 21 28 4
1920 22 18 7
1930 14 16 9
1940 13 13 12
1950 17 13 19
1960 12 13 19
1970 8 9 24
1980 5 21 23
1990 5 11 26
2000 6 7 29

Source: Series of SARB quarterly bulletins

By the time the Union of South Africa was formed in 1910 economic activities were
predominantly agriculture and mining (Table 2.1). During that period, agriculture and mining
contributed a combined figure of 49 percent, while the manufacturing sector contributed a mere
4 percent to GDP.

1
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In 1925, the South African manufacturing growth was boosted by the nationa deliberate policy
of import subdtitution and direct date involvement in the economy. The manufacturing sector
began to grow much fagter than the ret of the economy. While mining and agriculture
experienced relative declining growth, manufacturing recorded a 2.2 growth rate. Since its early
dages of development, the manufacturing sector has developed into the largest contributor to
GDP (SARB, 1999:107).

The Great Depresson in 1929 brought contrasting performances for mining, agriculture and the
menufacturing sector of the South African economy (Abedian & Standish, 1992:1). The
agricultural sector experienced various endogenous and exogenous crises, and since then the
sector has been decreasing in terms of importance to the economy. Between 1920 and 1930 the
sector’'s share in GDP declined by more than 10 percent. The downward growth trend is not
unique to South Africa; it is regarded as a common feature of most developing countries
(Abedian & Standish, 1992:3).

Various globa politicd and economic events increesed the growth of the mining industry until
late 1970s, notably the oil criss of 1973 and 1979, which gppreciated the value of gold. But the
sudden rise in the value of gold was not sustained since the early 1980s, leading to the metdown
of the mining industry as the heartbest of the South African economy (Abedian & Standish,
1992:3). These trends indicate two contragting developments in the South African economy
during the period under review: fird, the dbsolute contribution of agriculture and mining
continued to dedine & a very daming rae with serious socio-economic implicaions and
second, the manufacturing sector consistently increased its share of GDP (Barker, 1993:59).
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2.3 Changes in the structure of the manufacturing sector in South Africa

The term ‘manufacturing relates to activities that trandform raw materids or combine with
intermediate goods into find goods with higher vaue (Nyilas, 1976:6). The devdopment of the
manufacturing sector has certainly changed the dructure of the South African economy.
Industries within the manufacturing sector can be categorised in terms of Sze of operation.
Large-scde operation indudtries refer to huge operations employing a large number of labourers.
According to Matthews (1983:124) large-scale operaions require more capitd techniques and
modern technology. It includes industries such as chemicd and ged. On the other hand, small-
scae indudries refer to smal firms hiring few workers, often not using sophigticated technology.
They ae usudly labour-intensve, producing traditional products such as clothes and shoes
(Dowling & Salvatore, 1997:74).

Manufacturing indudries can dso be dassfied as being light, heavy and high tech in the nature
of production techniques (Mazumdar & van Seventer, 2002:13). Heavy indudries are generdly
more capitd-intensve, meaning that they tend to use a higher proportion of capitd to labour
(Abedian & Standish, 1992:106). Light industries are those that use a higher proportion of labour
than capitd in ther production techniques (Chandra et al, 2001:56). According to Nyilas
(1976:280) light industries mostly produce consumer goods, wheress heavy industries produce
more capital goods. High-tech industries are those that use the highest volume and date-of-the-
at technology. They produce very high vaue goods such as dectricd machinery, eectronics,
professond and <cientific equipment (Mazumdar & van Seventer, 2002:13). There ae
manufacturing indudtries that utilise labour and capitadl in more equa proportion. These
indudgtries are cdled intermediate and include rubber and motor vehicles (Abedian & Standish,
1992:106). Heavy industries and high tech, in particular, are growing a a higher rate than light
indudries in South Africa The manufacturing sector plays an important role and remains
dominant in the secondary sector of the South African economy (Matthews, 1983:123).
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The role of manufacturing relates to contribution to GDP, provison of employment opportunities
and expanson of trade of manufactured exports. Moreover, the importance attached to the
growth of the manufacturing sector is the need to improve the dandard of living (Schrire,
1991:447). According to Elias (1992:118) manufecturing in South Africa grew much fagter than
the res of the economy, paticulaly in recent years as in most countries. Even though the
manufacturing sector in - South Africa overtook the mining sector to become the largest
contributor to GDP, its growth has only been sustainable until the 1990s.

The manufacturing sector has plaushble and dynamic multiplier effects expressed as forward and
backward linkages with other sectors. Linkages can be defined as the effect which the
edablishment of one industry has on other indudries either by expanding the market for
indugtries which produce its inputs or facilitating the supply of the input materids and other
industries. The former is a backward linkage and the latter is a forward linkage (Dowling &
Sdvatore, 1977:40). This feature is atributed to the influence of the externd economies,
economies of scde and high degree of supply and demand for economic resources (Elias,
1992:118). Externd economies refer to cogt reductions of a firm resulting from the expansion of
the entire industry, whereas economies of scae refers to the reduction in the LAC of a firm as it
expandsits own output (Dowling & Salvatore, 1977:76).

The economy of South Africa has changed consderably over the past decade. Most notably is
the decline in the primary sector and the increase in the Sze of the tertiary sector. The primary
sector involves the extraction of basc materids from land, seg, or ar. Mining and agriculture are
most noticesble examples. Growth in this sector gives employment and supplies raw materids to
the secondary sector. The secondary sector is the mgor feature of the modern economy, entailing
a vast range of manufectured goods. In South Africa, people are increesingly working in the
manufacturing indudtries — rather than primary indudtries — to produce the materia goods that are
characterigic of the modern economy. Since production does not cease untl the find
consumption stage, the tertiary sector plays an important role in the modern economy to ensure
the goods reach the find consumer.

14
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Table 2.2: Vdue-added contribution of broad economic sectors to GDP (%), 1971-2000

Broad economic sectors | Average share Average share| Average share
1971-1980 (%) (%)
1981-1991 1991-2000
Primary 16.1 13.3 114
Secondary 29.5 29.6 21.7
Tertiary 54.3 57.0 61
Tota 100 100 100

Source: TIPS database (www..tips.org.za), 2002

From a macro perspective, there has been a noticeable structurd change in the reasonably
diversfied South African economy since the 1970s (table 2.2). The share of the primary sector
(largely agriculture and mining) in overdl GDP has decreased over the past three decades,
dthough the secondary sector’ share (manufacturing, construction and eectricity, gas and water)
of GDP has maintained a more or less congant level between 1970-2001. The mogt sgnificant
growth trend, though, is that of the tertiary sector, which traditiondly has had the largest GDP
share. It is increasingly growing, & the expense of the primary sector, which is in line with trends
towards less reliance on primary products and more on high vaue-added services such as
busness sarvices, trangport and communication and wholesdle and retail trade. Table 2.3 shows
the vaue-added contribution of South Africas economic sectors to GDP between 1991-2001,
measured in 1995 congtant prices a broad 9-sector level. Table 2.3 reveds that for the
agriculturd, mining and condruction sectors there has been sgnificant changes condgdering both
haves of the decade. The deterioration of the mining sector is linked to the decline in commodity
prices, notably gold mining, coal mining and iron ore.

Regarding the share in net output during the 1990s, it gppears that the manufacturing sector and
community services are the most important contributors to vaue-added by 9 sector aggregation,

though its share in GDP has remained constant at around 20 percent.
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Table 2.3: Vdue-added contribution of sectorsto GDP (%), 1991-2001

Sectors Averageshare | Average share | Average annual | Average  annual

1991-1996 1997-2001 change 1991-1996 | change 1997-2001
(%) (%)

Agriculture 4.8 4.5 -04 14

Mining 7.3 6.2 -0.1 -1.0

Manufacturing 21.2 20.3 1.6 15

Congtruction 3.3 31 -0.7 1.3

Electricity 35 3.7 4.5 -0.1

Trangport and 8.5 105 5.2 5.6

Communication

Trade 14.0 135 2.2 1.8

Business Service | 15.7 18.0 2.9 6.0

Community 219 20.3 1.6 0.1

service

All indugtries 100 100 2.0 2.3

Source: TIPS database (www.tips.org.za), 2003

Table 2.3 further indicates that busness services (6 percent) and transport and communication
(5.6 percent) had the highest growth rate in vdue-added between1997-2001 measured in 1995
condtant prices. By contradt, the lowest growth rate in vaue-added was recorded by mining and
eectricity. The high performance of the trangport and communications sector in the mid-1990s is

largdy atributed to the rollout of the tdecommunications services, both by mobile service
providers and the nationd fixed-line operator, TELKOM. On the negdive note, manufacturing

sector's growth performance has not improved sgnificantly in both haves of the period under

sudy and more so its performance has been below the economy-wide average. By the same
length, fiscd policy introduced during the mid-1990s (GEAR Policy, 1996) has had a negative

effect on the performance of the community services sector.
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In the early stages of manufacturing in South Africa the output of the sector was greetly digned
towards the production of goods for the domestic consumer market and the mining industry
(Nattrass, 1982:169 & Fedderke & Pirouz, 2002:26). Moreover, the development of
manufacturing in South Africa began with light industries as in most developing countries. Light
industries such as food, clothing and textiles accounted for a larger share of totd manufacturing
in md-1910. According to Coughlin et al. (2001:2) textiles were one of the earliest offshoots of
the peasant economy and served as an engine of early indudtriaisation.

Ancther festure of the manufacturing sector was the high need for unskilled and semi-skilled
labour to gart light indudtries. Since most  developing countries possess a comparative advantage
in this regard, it became ‘easy’ to establish these indudtries. Soderbom and Mazumdar & van
Seventer (2001: 49 & 2002:8) broadly classfy labour in terms of the kill levels asfollows:

eeHighly skilled labour — relates to workers with at leest two years of education and training —
usudly formd - after completion of standard ten (matriculetion);

&=SKilled labour — comprises of workers in occupations for which at least a number of weeks or
months of training is required; and

&5&Semi-<killed labour — those for which the required expertise is acquired after short training.

The role of the government in the early years of industria development in South Africa led to the
promotion and dominance of heavy indudries through the establishment of drategic government
enterprises such as TELKOM, ESKOM and ISCOR.

The internd dructure of manufacturing had changed dgnificantly vis-a-vis firms sze as wel as
compogtion of the manufacturing sector (Cassm & van Seventer, 1999:7-8). However, the
exhaudion of the import subditution drategy in most light indudtries and skewed income
digribution restricted demand for goods produced by the light industries. The dlocation of
production resources, consequently, shifted even more intensvely towards heavy indudtrid
output because of the high-income dadticity associated with it.
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The Second World War dso contributed to the growth of heavy indudries in aress such as
chemicds and armaments (Houghton, 1972). Another festure of structurd change in South
Africds manufacturing sector relates to growth in foreign trade. The export-oriented approach
was based on the premise that exploiting the export market will increase foreign exchange earned
necessary to pay for imports. As a result, the vaue of exports to the rest of the world increased
snce the lagt hdf of 1980.

The dructure of the manufacturing sector can dso be andysed in terms of its factor content-
intensty. This indudes heavy, medium, and light indudries. The table 2.4 indicates the growth
rates of the different broad categories of manufacturing indudtries. Until 1970s manufacturing
activities in South Africa were characterised by the dominance of light manufacturing sub-
sectors. This is attributed to the policy of inward indudridisation in the early stages of indudrid
revolution in South Africa However, the growth rate was sustained until the second haf of the
1990s. This is attributable to the re-integration of the South African economy into the world
economy (Cditz, 2002:248). By comparison, the heavy indudries managed to shrug off the
effects of globdisaion in the 1980s and firg hdf of 1990s, dthough a a much dower rate than
in the 1970s (Mazumdar & van Seventer, 2002:13). But the growth of the heavy industries
became dagnant in the later haf of the 1990s. The high tech manufacturing indudtries, by
contrasgt, became the only manufacturing category that recorded increasng growing rates in the
1990s, thereby reverang the decline of the 1980s. More important though is the fact that in the
1990s, the high tech category registered growth rate of 2.2 percent.

Table 2.4: Growth ratesin red vaue-added for manufacturing groups (%), 1970-1990s

Group 1970s 1980s 1990s-1* half | 1990s-2"° half
Light industries 5.3 1.6 0.5 -05
Heavy industries 4.0 1.6 19 0.0
Hi-tech industries 4.5 0.1 05 2.2

Source: Development Policy Research Unit (www.uct.ac.za/dpru), 2000
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The increasing growth rate of capitd-intensve indudtries in South Africa is primarily because of
the importance of these indudries in generd economic growth. Other factors include
technologicd advancement of the whole economy, defence indudtries and the promotion of
consumer durables (Nyilas, 1976:281). Put differently, the growth rate of capitd-intensve
industriesis as aresult of changes in aggregate demand.

2.4 Concentration of industry in South Africa

When the South African economy began its diverdfication policy, the man question was where
will the economic ectivity locate for the development of the manufacturing sector (Houghton,
1972:130)? Within a free market economy, there may be various forces operating in the direction
of the soreed of manufacturing production evenly across both the efficient and gpatid
concentration of industrid production. However, not al sources of concentration are known and
knowable (Burgess, 1989:75).

Concentration measures the market dructure, which includes the degree of product
differentiation and barriers of entry and exit (Ferguson & Ferguson, 1994:38). Some
determinants of concentration are natura, underlying the forces of dructurd operation such as
economies of scae while others are atificid, promoted by the drategic behaviour with a view to
eliminate competition. Naturdly, firms will be in regions with good market accesshility. In other

words, manufacturing clusters are in pure pursuit for exploitation of economies of scale.

The degree of manufacturing concentration is detemined by the reationship between cost and
production curves, dfirming tha the determinants of locaiond advantage are the ease of
interaction of demand and supply forces. Such market forces include consumers, suppliers and
various sources of information and technology, which are responsble for the rate of innovation
of new products into the market. Venables and Petersson (1999:45 & 2000:3) maintain that the
presence of positive externdities between firms can take many different forms.
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The beneficid externdities include, among the others, knowledge spillovers and human resource
pooling effects which encourage production to locate where they can benefit from the readily
available labour skills, as wdl as linkages between consumers and producers.  Assuming thet
there is free movement of factors of production and/or firms, spatid clustering of production
activities become inevitable (Venables, 1999:14) In fact, concentraion of manufacturing
production reduces transaction cods and facilitates the separation of production and consumer
activities. In brief, the agglomeration of manufacturing indudries is a consequence of advantages
of industrid location.

The higory of the South African manufacturing sector reflects high levels of concentration in
four mgor metropolitan areas (Nattrass, 1982:181). More than 70 percent of South Africa’s
output is geneaed in the PWV  aea  Durban/Pine Town/lnanda, Cape
Town/Beville/Smonstown/Wynberg, and Port Elizabeth/Uitenhage (Dagut, 1991:39). The
government influenced the location of the industry by edablishing and promoting dHate
paragtatals and the channeling of funds through the IDC (Lipton & Simkins, 1993:56).

Capitd investments were made in urban aress a the expense of infrastructure development in
rurd aress, thereby promoting industria concentration in Gauteng, the Western Cape, Eagtern
Cape and KwaZulu-Nata Provinces (SSA, 1996:1). According to Chandra (2001:52)
manufacturing activities are evenly didtributed between the other provinces Limpopo, Northern
Cape, North-Wedt, Free State and Mpumalanga. The pattern of unequa digtribution of industries
is further reinforced by the varying provincid economic performance vis-a-vis employment,
contribution to GDP and total manufacturing output.

Even in world terms manufacturing activities are unevenly didributed between developed and
developing countries (Hayter, 1997:49). Indudtridised countries such as the United States,
United Kingdom, Japan, Italy, Germany, and France accounted for more than 62 percent of
world manufacturing output in 1990, with the other percentage shared by the remaining countries
including Canada and South Africa
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The sodo-economic complexities brought about by the reaive concentration of manufacturing
firms were a mgor concern for development in South Africa The negative externdities of
industrial  development patterns included pollution and excessive pressure put on environmenta
resources to provide for the growing urban population (Nattrass, 1982:182). Faced with the
increesng  urbanisation  difficulties, the government introduced Border Area policy to
“redigribute’ industries to the rura areas closer to the metropolitan areas. Consequent to this
policy was the edablishment of manufecturing factories in Hammarsdde (Durban), Rosdyn,
Pdindaba (Pretoria) and Pietermaritzburg. Employment generated by the deindudridisaion
policy was 11600 jobs, which was inadequate to counter the continued urbanisation. The policy
of decentrdisation was then followed with more conviction to redress economic polarisation and
to reduce the flow of people into the cities (Nattrass, 1982:260 & Swanepod et al, 1997:112-
113). Some of the objectives of the decentraisation policy were:

& &Creation of employment opportunitiesin rura aress,

&5 eCounteracting urbanisation;

&= mprovement of economic development in rurd aress; and

&5 eEncouragement of Black economic participation in the manufacturing industry.

However, there exists a widespread bdieve among economic policy observers in South Africa
tha indudtrid decentraisation policy was a resounding falure (Dewar, 1996:33). Some of the
reasons highlighted are:

& eRurd-urban migration rates continued to increase;

#seDue to high opportunity cost, the programme resulted in net loss of jobs;

&«The prograyme was motivated by politicd motives rather than issues of economic
effidency;

#.&The programme was not saf-suganing;

&5#|_arge-scale corruption became rampant; and

#&The multiplier effects of the programme were poorly anticipated.
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In order to offset locationd disadvantages, manufacturing entrepreneurs establishing factories in
the designated Border Areas were offered specia inducement packages in the form of capita
assigance for building and layout of indudrid dtes (Houghton, 1972:141). The unequd
digribution of the manufacturing indudtries is respongble for migration into the dties in search
of better living conditions. Wdfare obsarvers view indudridisation as a source of improving
living conditions in poor countries. But the fruits of indudridisation in South Africa were shared
based on racid lines, thereby dluding poor communities. This is drongly etributed to the
effective measures introduced under the Apartheld government to redtrict the mobility of African
labour and ownership of assets (propety) mainly in the so-cdled White designated aress
(Nomvete, 1993:14).

Ownership of manufacturing groups was concentrated in Sx diversfied conglomerates in 1992
(Joffe et al. 1995:149). The top Sx conglomerates — Anglo American Corporation, the
Rembrandt Group, Anglo Vad, the Liberty Group, SA Mutua and Sanlam, have subgtantia
financd muscle as indicated by ther market capitdisation of approximately 85 percent of the
JSE in 1992 (Joffe et al, 1995:149).

Furthermore, fourteen firms out of 270 largest corporations dominate the extent of ownership
and control in the corporate sector. These firms own manufacturing groups which accounted for
some two-thirds of employment, sdes and total assets in the JSE (Henrekson & Jakobsson,
2000:16).

Although these conglomerates have the financid power, they could inhibit manufacturing growth
in the form of anti-competitive behaviour, establishment and growth of smdl manufacturing
enterprises, sub-optima expanson and promotion of manufactured export, retarded technology,
development and capecity (Joffe et al, 1995:143). In the Swedish manufacturing sector, new
indudtries have been decreasng since the 1950s, attributed to barriers of entry into the highly
concentrated ownership and control of few private sector enterprises (Henrekson & Jakobsson,
2000:17 & Davis & Henrekson, 1997:7).
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At output leve, concentration levels in the manufacturing sector relate dso to the dominance of
certain manufacturing groups insofar as output distribution is ndicated (SSA, 2002). Of the 27
manufacturing groups in South Africa, a large amount of output digtribution is shared by food
divison (14,4 percent), motor vehicles (11,2 percent), chemicds (10,7 percent), basc meta (9,7
percent), paper (5,1 percent) and petroleum products (4,8 percent). The other 21 manufacturing
groups share the remaining 44 percent.

A literature review on the recent indudriad drategy in South Africa indicates the active
involvement of the government mainly via fiscd and monetary incentives and various initiatives.
Among these ae the SDIs IDZs and macroeconomic condderaions such as Holiday Tax
Schemes are promotion of manufacturing by the SMIEs (DTI, 1999:42-45).

These initiives of dimulating manufecturing growth in South Africa are promulgated by the
GEAR palicy (1996) and RDP (1994) and are in line with international successful experiences as
was the case in Tawan (Hosking, 1999:1-3 & Sono, 1994:155). The edtablishment of the
Fetermariztburg/Msnduzi SDI with gpecid  attention to the manufacture of legther, timber,
wood and wood products is an example of such steps designed to develop export-oriented
manufacturing in South Africa (DTI, 1999:45). The SDIs and IDZs have o far played a key role
in the drive for higher levels of invesment, export and internationd competitiveness in world
markets (SDI, 2000:1). In 2002, DTI adopted a new industria development drategy - IMS —
based on two competing devdopments in South African manufacturing for the past five years
the rise of the automotive industry and the decline of the textile and dothing industry. Mainly the
IMS draegy ams a promoting competitiveness and providing infrastructure and logidtica
support to eight key manufacturing sectors. These are clothing and textiles, agro-processing;
metds and minerds, tourism; automotive and trangport; crafts, chemicas and biotechnology;
and knowledge-intensve indudries. The sectors chosen highlight the different facets of the
South African economy, ranging from its strong agriculturd and minerds base to its newer
information technology manufacturing industries.
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2.5 Manufacturing productivity in South Africa

The South African manufacturing sector is characterised by poor productivity performance (Joffe
et al. 1995:21). Productivity, defined as the rdationship between real output and the quantity of
input used to produce that output, measures efficiency levels in the economy (Swanepod et al,
1995:256; Meier, 1989:97 & Barker, 1992:89). Productivity can be measured in three ways.

&4 abour productivity can be defined as the number of units of output obtained from a unit of
labour;
eseCapita productivity shows the number of units of output per unit of capita input; and

eseMulti-factor productivity indicates capital-1abour réio.

Most productivity studies tend to prefer a labour productivity index as a measure of productivity
in the economy (Barker, 1992:89). It is, however, cautioned that the focus on labour productivity
does not in any way suggest tha labour is the only important factor contributing to productivity
but rather the opposite. McCondl & Brue (1995:560) argue that it is because of the close
correlation between changes in productivity and the red wage rae.  Growth of productivity in

the economy and in particular [abour productivity, is essentid for the following reasons.

&seProductivity is the basic source of improvement in red wages,
eseProductivity growth leads to economic growth;

#&A higher productivity leve raises efficiency in the economy; and
esedncrease in productivity is anti-inflationary.

South Africals productivity made a reatively low contribution to GDP (Barker, 1992:89). The
performance of the manufacturing sector has deteriorated consderably over the past three
decades (NPI, 1994:15). Between 1960 and 1970 red manufacturing output rose by 9,1 percent
per annum, only to decline by 5,3 percent between 1970-1980. By comparison, the United States
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had smilar productivity trends though for South Africads stagnation, which became the fegture
of the 1980s and 1990s, has had far-reaching effects on the socio-economic conditions in South
Africa

Because of the economic importance atached to productivity growth, identifying and anaysing
such trends in the manufacturing sector is important. The rise in productivity levels leads to
production efficiency, better use of exising resources by dther bringing into employment of
some factors previoudy lying idle or reorganisng the use of those dready employed, thus
increading their productivity.

However, productivity performance depends on the level of education and training, the hedth
and vitdity and the age-gender compostion (Kokko, 2002:36). The postion with regard to
skilled and unskilled labour in South Africa is very smilar to that in other developing countries -
— wherethereis a high shortage of skilled labour (Kibuuk, 1997:47).

In the light of the dedining productivity growth levels it becomes imperative that the nurturing
of silled labour becomes a direction of human resources development desgn. The redlocation
of labour from less productive to more productive employment results in productivity gains (Mc
Connd et al, 1999:542). Production efficiency gains have been redised higoricdly by the
transfer of labour from agriculture where the average productivity of labour is redively low, to
the manufacturing sector where the average productivity of [abour is higher (Todaro, 2000:84)

By the same length, capitd widening and capitd deepening can contribute to productivity
growth. The former means usng the exiging portion of capitd more efficiently and the latter
relates to an increase in the amount of capital per worker, which then raises the worker's
productivity (Dowling & Sdvatore, 1977). An example of capitd widening would be a case
where an operator may purchase an extra lorry identica to those he is dready usng, employ an
additiond driver to increase ddlivery frequency.
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A mgor concern is the fact that productivity in South Africa also seems to increase a lower rate
then it does in South Africa’'s mgor trading partners (Barker, 1992:93). This is a worrying factor
snce the manufacturing sector is regarded as a main source of wedth and welfare improvement
in South Africa (Sono, 1994:44). The reasons for the poor performance in South Africas
manufacturing sector are complex. Du Toit & Fakena (1994:24) identified some of the main
factors adversdly inhibiting productivity growth in South Africaasfollows:

&5 ack of capable human resources;

&5 ncreasing outdated technology owing to conditions prior democracy;
&4 nadequate awareness and knowledge regarding productivity standards;
eeolitica factors such labour unrest and violence; and

#=S0cid factors such as poor infrastructure and cultural differences.

Capita-intendve industries seem to dominate the manufacturing sector, while labour-intensve
indudtries contributed only modestly to total output. In the 1990s, manufacturing became more
cgpitd intensve mogly in higoricdly capitd-intendve indudries, thereby devating the rates of
employment losses in the manufacturing sector as a whole. But gill capitd  productivity
remained low, largdy because of capitd flight, poor savings levels and paliticd ingtability in the
1980s (Joffe et al, 1995:21).

Table 2.5: Manufacturing production (%), 1998-2002*

Variables 1998 1999 2000 2001 2002
Sales 91.7 92.0 100 105.1 113.7
Volumes of production 96.9 96.4 100 102.8 108.2
Capacity utilisation 80.1 78.9 100 79.8 80.8
Labour productivity 90.3 94.1 100 104.8 107.8
Source SARB

*Baseyear = 2000
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The manufacturing sector has been in decline mainly because of the Structurd changes that took
place in the 1990s. This has brought about the contraction of uncompetitive industries such as
clothing and textiles Low economic growth and a shortage of skilled labour have put a celing
on growth. Labour productivity has been increasing, though andyds argue that this has largely
been a result of job losses But sgnificant production capacity exists to meet higher demand.
Between 1998 and 2002, capacity utlilisation has stayed fairly constant at around 80 percent.

Table 2.5 indicates that with the exception of the 2002 financid year, manufacturing production
ether grew a lower margins or declined, especidly in 1999. The grength of the Rand has since
undermined the performance of the sector and as a result, production volumes dropped by 1.7
percent in the first haf of 2003. Table 2.5 indicates a rise of 6.2 percent in production volumes
between 2001 and 2002, largely due to the depreciation of the externd vadue of the Rand in
2001, which led to robust manufacturing growth, especidly in exporting industries (Chandra,
2002:3).

Despite the rgpid growth in labour productivity during 1998, the growth in nomind unit |abour
cod dill increased between 1997 and 1998 (SARB, 1999:9). Unit labour cost is derived as the
ratio of nomina compensation per worker to output per worker. When productivity rises & a
lower pace than nomina compensation per worker, the cost of the labour required to produce one
unit of output rises (SARB, 2002:21). In 1999, the red output of the manufacturing sector
showed sgns of drength. The performance improved manly as a result of growing externd
demand for South Africas manufactured exports. It dso emerged that since the 1990s
productivity rises have become a permanent festure of the South African economy (SARB,
1999:6).

2. 6 Employment performance of manufacturing in South Africa

The crigs in the employment cresting capacity of the South African economy since the middle of
the 1990s is well-documented (Schoeman & Blignaut, 1998; Loots, 1998; Barker, 1999; Sdlars,
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2000; Lewis, 2002; Chandra, 2002 & Fedderke, 2002). During this period, unemployment has
emerged as the most serious socio-economic problem facing the economy of South Africa The
employment share of the secondary sector showed an increase from 16,6 percent in the postwar
period to 25,1 percent in 1996, but the sharpest increases were in the tertiary sector (Barker,
1999:88). Significant dedlines in employment were regigered in the mining and agriculturd
indutry.

Employment growth in the forma nonagriculturd sectors to total forma employment has been
declining in the 1990s (Mahadea, 2003:23). The reduction in employment in the forma economy
attributed for approximately 70 percent of the total employment in the economy in 1989 (SARB,
2000:20-21). But by 1999, the rate had declined to about 65 percent, meaning that 20 percent or
about 78 000 employment opportunities were lost over the past decade. Mgor losses were
recorded in the mining (45,percent), condruction (43, 9 percent) and manufacturing industries
(18 percent) (SABR, 2000:21). The declining growth of employment in the forma sector of the
economy is mainly dtributed to the low growth in GDP (Barker, 1999:183).

Table 2.6; Employment contribution of sectors to forma nonagriculturd employment (%),
1950-2001

Sector 1970 1980 | 1990 1996 2001
Manufacturing 17,6 19,3 194 19,3 26,9
Electricity 0,7 1,0 11 1,0 0,8
Consgtruction 52 53 58 4.8 4,6
Trade 11,9 12,5 12,5 12,1 19,2
Trangport and communication 59 6,6 54 4.4 4,5
Finance and insurance 31 39 55 6,4 4,1

Source: SSA, 2001; SARB data series, cited in Barker F S, 1999
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Other factors responsible for the decline in employment and in manufacturing in particular,
include labour legidation, iff competition faced by loca producers in the increasingly
globdisng world markets, cepitd intengty of production processes, and downsgizing in the
public sector (SARB, 2000:202-21). Chandra et al. (2001:8) and Samson et al. (2001:11) reckon
that manufacturing firms in South Africa have responded anti-employment to regulations post-
1994. In many indances, manufacturing enterprises have responded by ether hiring fewer

workers, becoming more capitd intensve or hiring more temporary workers.

Furthermore, the dominance of the large manufacturing firms, which are more capitd intensve
is a mgor factor condraining the absorptive capacity of the manufacturing sector in spite of
growth in value added (Chandra, 2001:53, 64). For ingtance, there are 1 911 larger
menufecturing firms as agang 1 095 smdler firms in Gauteng, indicaing the impact such
dominance would have on employment growth in the manufacturing sector. The large firms
employed 73 percent of full-time employees in 1998. The food industry registered 37 percent job
growth higher than sectord job growth combined figures of capitd intendve indudtries
chemicds, dectricity and iron (Chandra, 2002:6-9).

Mazumdar & van Seventer (2002:4) dtribute the poor employment in the South Africa
manufacturing sector to a direct consequence of a sharp decline and negeative growth rates of redl
output in the 1980s and 1990s, respectively, and rise of labour unit costs. The growth rate of red
output at current prices has been at the expense of job creation thus “jobless growth” — economic
growth without job creation (Todaro, 2000:272). Sono (1994:46) indicates that while South
African manufacturing ranks lowest in labour productivity reaive to Tawan, United Kingdom,
and United States, it worryingly ranked the highest in unit labour cogt in the period 1970-1991.
Although output growth in manufacturing was no where the level of East Ada, it would appear
that South Africa shared the fruits of economic growth equaly between wages and employment
increases (Mazumdar & van Seventer, 2001:6).
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According to Gibson (2000:146) increases in labour earnings above productivity may lead to
increesed growth of the economy. However, this will depend on various consderations such as
income dadicity of manufactured goods, the accderator mechanism of invesment, consumer
and producer price indices, the impact on export competitiveness and labour market responses.
Growth in unit labour cost above productivity increases the propensty to employ more capita
than labour, but employment growth will respond through an inverse functiond rdaionship
dependent on firmlevd factors and the associated production function (Ted, 20012 &
Soderbom, 2000:1)). In South Africa it is estimated that a 10 percent increase in wages will
often lead to a 70 percent decline in employment (Barker, 1999:150).

Table 2.7: Manufacturing sector employment (%), 1995-2001

Industry 1995 1997 1999 2001
Food 12.8 12.7 12.9 12.3
Beverages 2.3 2.2 2.3 21
Tobacco 0.2 0.2 0.2 0.2
Textiles 4.6 5.3 41 4.2
Footwear 1.9 1.7 14 1.0
Printing, publishing and recording equipment 3.7 3.6 33 33
Basic chemicals 21 2.0 24 2.2
Plastic products 34 3.2 40 45
Rubber products 1.2 1.2 11 1.0
Non-metallic minerals 4.5 4.5 24 2.2
Basiciron and steel 4.2 4.1 32 31
Machinery and equipment 51 53 54 54
Electrical machinery 6.6 6.0 6.3 6.3
Televison, radio and  communication | 1.0 11 13 11
equipment

Motor vehicles, parts and accessories 5.6 5.6 5.8 6.2

Source: Calculated from Economic Research Unit database (DTI), 2003
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Ancther fector retarding employment growth in the South African manufacturing sector has been
the low rate of investment and the character of indudrid invesment made (Joffe et al, 1995:6 &
Nattrass & Brown, 1977:7). Heavy and low labour-intensive industries tend to be overdeveloped
a the expense of more labour-intendve indudries. Manufacturing groups with a high
employment dadticity of growth include clothing, textiles and footwear. Textiles accounted for
16 percent of sectoral jobs in 1998, higher than metals (9 percent) and vehicles (4 percent)
(Chandra et al, 2001:64). Yet the more -capitd-intendve indudries experienced higher
investment rates as compared to the labour-intensve indudtries.

Since the manufacturing sector employs mogtly semi- and unskilled labour, which South Africa
has in abundance, rasng invesmet leves evenly is cucd for generaing employment
opportunities. Unemployment data obtained from SSA (2003) showed that the economy of South
Africa faled to create job opportunities for new entrants into the labour market, thus requiring an
annua growth rate of 54 percent in order just to employ the new entrants in the labour market —
let done the backlog. The unsatisfactory employment performance of the South African
manufacturing sector has undermined its “engine of growth” datus with fdling socio-economic
indicators (van Dijk, 2003:119).

The period 1995-1997 was characterised by low or stable employment growth rates. The labour-
intengve indudries dominated employment, led by food, clothing and textiles  For natura-
intendve indudries a dable or moderate decline in job cregtion was prevaent, with margind
increeses in employment recorded by metd products excluding machinery, machinery and
equipment. For durable goods less job creation was more eminent in dectricd machinery,
declining from 6.6 percent in 1995 to regiger 6.3 percent in 1997. In the find andyss, it appears
that while the structure of the South African economy has adopted the globd trends with a move
in the direction of a “New Economy” and has seen a shift in production towards tertiary

activities, it now becomes clear that this done is not able to address the employment crigs.

31



University of Pretoria etd — Moloto, P R (2005)

GROWTH TRENDS IN THE SOUTH AFRICAN MANUFACTURED EXPORT INDUSTRY

2.7 Summary and condusions

It was the discovery and exploitation of diamonds and soon afterwards, of gold which were
reponsble for developing modern industry in South Africa South Africds early dages of
manufacturing development were dominated by heavy indudries unlike in most developing
countries were textiles and clothing led the indudtria process longer. The ddiberate involvement
of government through provison of infreructure and promotion of import subgtitution
drategies had been the driving force behind development of industry in South Africa Indudtria
development in South Africa has not been without its difficulties.

Sonificant growth of maenufacturing in South Africa was hampered by various Sructurd
condraints such as high levels of import-intengty, bias againg export of manufactures, the smal
sze of the domestic market and skewed income didribution and the industrid drategy of import
subgtitution. In an attempt to curb the wide divergence of economic opportunities around South
Africa, an indudrid policy shift towards decentrdisation around mgor cities was deemed
necessary. The economic gructure of South Africa is divided into three broad sectors, primary,
secondary, and tertiary. The manufacturing sector dominates the secondary sector and occupies a
very important role in the economy. The South African manufacturing sector is characterised by
high levels of concentration with regard to geogrgphy, tota digtribution of output, employment,

sales and ownership and contral.

Through specid programmes such as SDI and IDZs the post-1994 South African government
hopes to gimulate the growth of the manufacturing sector by increesing competitiveness, levels
of invedment and sudanable foreign trade badance to creste “a better life’ for dl South
Africans. To expedite and facilitate manufacturing growth the government has adopted a new
indugtrid  development drategy - IMS — bassd on two competing developments in the
manufacturing sector evidenced for the past five years. Mainly, the IMS drategy ams a
promoting competitiveness and providing infragtructure and logidticad  support to eight key
manufacturing sectors.
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In the light of the growing employment deterioration and the subsequent increesng poverty
levels in South Africa, the growth of manufacturing is imperdive. This requires a clear
identification of sources of growth to ensure that manufacturing will begin growing towards a
dtuation where it is sdf-supporting. Evidently, while the Structure of the South African economy
has adopted the globa trends with a move in the direction of a “New Economy” and continues to
experience a shift in production towards tertiary activities, it has become clear that this done is

not able to address the unemployment crisis.
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CHAPTER THREE

Structural change and trade theories on patternsof trade

3.1 Introduction

As the dructure of the economy changes from being predominantly agriculturd to industrid o
does the kind and composition of its exports to the rest of the world. Although controversd in
its gpplication, the process of an economic shift based on the experiences of the now developed
nations of Wesern Europe and North America gill remains the thrust of policy advice from
globd inditutions to the developing economies of Africa, Ada and Latin America What is not
disputed, though, is the diverdfication brought about by the shift in economic production from
the agricultura predominance such that manufacturing occupies the central role as the driver

and/or facilitator of economic growth.

Consequently, the developing economies in Africay, Asa and Latin America reformed ther
development drategies by adopting export-orientated strategies in search of wider export market
access But dill the extent of successes and falures has been a matter of debate when
congdering the comparative experiences of economic development in the regions of the
developing economies. Chapter three focuses on the overview of theories of growth that
encourage gructural  shifts in the production activities such that the secondary sector,
manufacturing in particular, dominates the secondary sector. It adso discusses trade theories on
patterns of trade.

3.2 The linear-stages of development

Originaing in the 1950s and 1960s, it views the process of the changes in economic structure as
a dmple way of successon of a number of stages based on the path that the now developed
nations had adopted in transforming from poor agricultur a to modern industrial economies.
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Primary lessons are acquiring a right quantity and mixture of savings, invesment and foreign ad
to proceed aong the path towards prosperity as followed by the now developed economies.
Rostow's sages of growth, which propagates the mobilisation of domestic and internationa
savings in order to generate sufficient - not necessary — investment to accelerate the dominance
of the manufacturing sector, is quintessentid of the linear stages of development. Presenting the
descriptive yet logicd and practical posshbilities through which a country must pass during the
course of development, Rostow’ s stages of growth are sequentidly partitioned as follows:

#&The traditiona society stage;

& &Pre-condition for take-off;

&5&5T ake- Off into salf-sugtaining growth;
#&The drive to maturity; and

&5&The age of high-mass consumption.

The linear-gages growth theory is logicd in identifying a country’s levd of development even
though its critics point to the theory’s shortcomings. These include the falure to consder the
condraint of reativey low levels of capitd formation in developing countries, the higher saving
and invement rates are consdered a sufficient — not necessary — condition for change in

economic gructure and confusing economic growth to mean development (Todaro, 2000).

3.3 Contextuaising Rostow’ s stages of growth to the South Africa economy

Prior to the beginning of indudridisation, South Africa was an agriculturd and pagtord
economy with low leves of living and less involvement in trade (Leftwich, 1974:30). The firg
sage of development occurred before the late 1800s when subsistence agriculture dominated the
economic activity. Thiswas primarily because of limited scope for exports and input materias.
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Another condraint was the smdl and scattered domestic market which apart from the isolated
natives was made up of Dutch and British settlers and French colonisers in the late 1600s
(Beaumont, 1995:11).

The second stage began around 1860 until early 1920 with agriculture and mining domingting
the economic activities. Agriculture was second to mining with a contribution of 21.5 and 27.3
percent to GPD in 1911, respectively. In the same period, manufacturing was dominated by light
industries (Lumby, 1990:6). The sector contributed about R17 million and R80 million in 1911
and 1921 to GDP, respectively (De Kock, 1924:45). The mining industry’s dominance was
sourred by the minerd discoveries in the fird dage with further substantid discoveries of
diamonds and gold into the second stage (Beaumont, 1995:14).

The pre-condition stage in South Africa was cemented further by laying conditions for the take
off stage. According to Konczacki et al. (1991:82) rallway lines were congructed between
Johannesburg and Kimberly as two sources of wedth and magnets attracting the labour force
into these areas. Condruction of ralway lines facilitated efficient internationd trade that was
vital for importation of consumer and producer goods to meet increesng domestic demand,

which was financed by export of gold and diamonds.

Socid infragructure in the form of hospitds and schools was built to improve the hedth
conditions and literacy levels of the people. Banks, harbours and ports were improved to kick-
gart trade with merchants in items such as wine and animd skin. Infragtructure played a very
important role of dtracting investment necessary for economic development (Mody & Yilmaz,
1994:4). During this dage, agriculture turned into a commercid activity with wool pioneering as
alarge consgnment into foreign markets.

Agriculture played a minimd role rdaive to mining, gold in paticular, as the engine that
propelled the shift of production process in the South African economy, as SH. Frakd reverted:
"Gentlemen, this (gold) isthe rock upon which the future success of South Africawill be built? .
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Indeed it was the need for explosves in the gold-mining industry, which directly simulated and
acceerated manufacturing. Reinforced by the adoption of protection policy in mid-1920s, the
import subgtitution process during the WWI further oiled the growth machine of manufacturing,
which was later hampered by the Great Depression of 1929-32.

Although indudtrid possibilities of South Africa became evidert as early as 1914, it was not until
the 1920s that the red foundation giving impetus to industria expanson was lad. This led to the
third stage of economic development in South Africaa The devaduation of the South African
curency and edtablishment of ISCOR gave a new impetus to South African economic
development. The literature review reveds that whils the service sector accounted for a large
contribution to GDP, the natural resource-intendve indudries played a declining yet important
role in the growth of the economy. As the economy grew, manufacturing and the service sector
became dominant and today the trend is fill that reminiscent of the 1920s.

Manufacturing grew in both dze and number of edablishments in the variety of products
produced. This, according to van Zyl (1998:207), can be dtributed to the efficient organisation
of agriculturd marketing, discriminatory labour market policies and the protection of domestic
industry through tariffs to promote import subdtitution in 1925, which dso served as source of
revenue. This stage ended in 1933.

The maturity stage was driven by various demand-led factors highlighted by Lumby (1990:8) as
folows

&= mport subgtitution industria policy;

#&The drive to expand exports of manufactured goods;

#&Gold standard was abandoned and currency devalued;

&&Theinternational mineras boom of the 1960s; and

##G0ld became a safe haven as aresult of thel973 and 1979 oil price shocks.
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These factors lad the foundation for economic progress in South Africa between 1933-1974.
Diverdfication and sophidication of manufacturing was the mainday of the drive to maturity the
dage of economic development in South Africa The devdopment of textile metds and
engineering, and the growth of liquid fud and chemicd indudries, the strengthening of the gold-
mining industry and improvement in the qudity of faming saled South Africa into the stage of
high- mass consumption (Lumby, 1990:78).

The main feature of the South African economy is the pervasve unequa distribution of income
between population groups and provinces thus the prevaence of widespread poverty. This nearly
sarved as a mgor deterrent for South Africd's find stage of high mass consumption. Despite this
factor South Africa arived a her find stage of high mass consumption in 1975 (Hartland-
Thunberg, 1978:7).

Since this period the South African economy has been congtantly constrained by declines in red
output levels in various sectors of the economy, paticulaly manufacturing in the 1980s. A
negaive mood in the internationd community manifeted in the form of politicd and economic
sanctions. Despite these negative developments, the contribution of both manufacturing and
savices ae higher than that of agriculture in rdaive tems But ill, the manufacturing
performance has contracted in the 1990s.

3.4 Structura-change models

The mechanism of this theory involves primarily shifting domestic production dructures from
heavy reliance on traditiond subsistence agriculture to a more modern, urbanised and more
indugtridly diverse manufacturing and service economy.

() Lewis two-sector theory

Under this theory, the underdevel oped economy consists of two interdependent sectors, namely:
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e traditiond, overpopulated rurd subsstence sector which is characterised by zero margind
productivity of labour. Labour is regarded as being in surplus due to the assumption that it
can be withdrawn from the agricultural sector without any lossin output; and

&&A high-productivity modern urban industrid sector into which labour from the former sector
is gradudly transferred.

The Lewis theory is rdevant to the dudigtic economic sysem of South Africa with a developed
and prosperous core co-exising with a large underdeveloped and relatively poor periphery.
Although the Lewis two-sector modd is both smple and roughly in line with the hisoricd
experience of economic growth in the developing nations, three of its main assumptions do not
fit the inditutiond and economic redities of most contemporary Third World countries (Todaro,
2000).

Firdly, the tendency of cepita flight and labour-saving technology resulting in jobless growth
contradicts the assumption of proportiona labour transfer rate, employment creation and modern
sector capitd accumulation. Secondly, contrary to the assumption that labour surplus exids in
rurd areas while there is full employment in urban aress, the reverse is true in most developing
countries where empirical evidence indicates that the assumption is more evident in urban
economies than in rurd aress. Ladly, the assumption of exigence of congtant urban red wages
until the supply of rura labour is exhausted contradicts with the risng urban red wages in spite
of the growing pool of the unemployed in developing countries.

(D) Theindugtrid patterns of growth theory
It defines the dructurd transformation of a developing economy as a set of changes in the
composition of demand and supply as per capita income increases. The trangtion of economic

activity dlows new indudries to replace traditiond agriculture as the driving force behind
economic growth.
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In contragt to the linear-stages of growth, this modd recognises the fact that developing nations
are pat of a web of the international system that can ether promote or hinder their process of

shift from exporting mainly agricultural commodities to growth of manufactures

3.5 Transformation towards export dominance

Within the development stages one can identify the economic dructure and trangtion of a
country such tha the decline of one economic sector tends to give way to the emergence of
another. In the early stages of development, agriculture tends to dominate. The pogtion of the
manufecturing and service sectors will surpass agriculture adong the course of development.
Subsequently, the contribution and compostion of a country’s exports begin to manifest the
changing production landscapes (Jdilianet al, 2000:7).

Even though the economy will be predominated by subsstence agriculture with most of its
resources being dlocated to provide basic needs of life, the pre-manufacturing phase will be
dominated by the processng of exportable raw maerids. Characterisng this stage will be
manufactures such as handicraft, food and shelter-congtruction materids (Nyilas, 1976:274). In
South Africa, the dominance of subsgtence agriculture was primaily dictated by the smal sze
of the domestic market as well as the limited scope for exports and input materias (Leftwich,
1974:30).

As the intengty of production modernisation, induced by foreign role-players, creeps into the
economy, stumbling blocs to accumulate the necessary modern production facilities impinge on
the trangtion towards a diversfied economy (Besumont, 1995:45; Mody & Yilmaz, 1994:4).
While the economy continues producing traditiona consumer goods, technological improvement
becomes centra to new production functions in both agriculture and manufacturing industries.
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With output levels surpassng the subsistence level, labour is freed to engage in other duties,
which indude employment in manufecturing, thereby greesng the wheds of manufacturing
development (Browett, 1990:4). The weakening of rudimentary traditional economic sysem has
thus given way to the establishment of enterprises, the spread of education, the widening of trade
and commerce and the development of infragtructure crucid to the industriad growth and nature
of output produced. However, these sources of industrid growth are insufficent to trigger the
economy to engage in manufacturing of capitd goods. The trangtion is curtailed by the lack of
capitd formation inditutions necessary for the deveopment of manufacturing base (Thoburn,
2000:14 & Meer, 1995:363).

To acquire such necessary capita, exportation of naturd resources and/or inflow of foreign aid
become essentid for the production of quality manufactured capita goods and its subsequent
exportation. For the consolidation of this stage of trangtion, risng levels of investment,
expandon of indudrid sectors with extend economies of scde and internd  Structurd
adjustments are paramount to sdf-sugtaining growth. As new industries expand and the wave of
technology is adopted and adapted across the economy, the trangtion from light to medium+
heavy manufacturing industries is curtalled by the lack of skilled labour in the domestic market.
However, the fadilitation of manufactured exports should not be in isolation from the gimulation
of the agriculturd sector lest it poses deleterious implications on the manufactured export growth
path through the importation of consumer goods and other raw materids for agro-processng
indugtries. It is important that during this phase, goods formerly imported are produced locally
and new import requirements developed, as should the production of new commodities for
foregn markets. For South Africa it was the economic linkages between the agriculturd, mining
and manufacturing sectors that drove the trangition period towards a competitive export-oriented
economic system with the latter’ s industries dominant.
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The increesng levd of totd income generated from the high vaue-added manufactured exports
patly financed by foreign technology is a reflection of the changing dructure of the
manufacturing sector, whereby light indudtries give way to heavy and hitech indudtries. The
latter indudries are dimulated by the increesing demand for manufectured goods for
consumption and exportation. As the economy experiences increasng divergfication with risng
levels of per capita incomes, investment and continued improvements in manufactured exports,
the service sectors are growing in dgnificance, driving the cepacity of the economy to
experiment with the hi-tech manufacturing indudiries. As a result, the volume of output traded
locdly diminishes while the eanings from exports of manufactures increese  Sgnificantly.
Eventudly, the manufacturing sector grow in both size and number of establishments in a variety
of products produced.

3.6 Trade theories on patterns of trade

In pursuit of economic growth cgpable of driving development, developing economies have
adopted varying trade reform initigtives in an atempt to overcome domestic market congraints.
Since trade is used as a proxy for participation in internationa trade, it could thus be used as an
indicator of openness of a country’s trade regime. Centrd to adopting a more liberdised trade
policy is the notion that it alows importation of capita goods essentiad for capitd formation and
higher invesment on the one hand and technology transfer, higher productivity and economy-
wide prosperity on the other.

While extensve literaure exigs vis-a-vis the varying tendencies of trade levels between
countries, common sense informs that bigger economies, measured in GDP terms, (United
Sates) are likely to generate more trade than smaler nations (South Africa). However, there is
no smple theory of trade as, in redity, stimulants of trade differ from one country, region and
continent to another. Neverthdess, principles guiding the rationde behind trade exidt, explaining
basic variables influencing patterns of trade.
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Such is the severd different ways in which trade can be andysaed as distinguished by Stopford

(1995:266):

&esTrade by country indicating why they trade and how trade fits in with the growth of their
€conomies,

&efrom a geographica viewpoint and research the regiond digtribution of trade and trade flows
between the trading regions of the world; and

eeMiew trade as a collection of commodities and study the economic charecteristics of each

commodity.

From the digtinction listed above, a researcher can choose the gpproach suitable to the research
interest. Literature on internationa trade (Ellworth, 1964; Gouwland, 1984:17; Stopford, 1995 &
Abdi & Edwards, 2002) broadly distinguishes different strands of thoughts on trade asfollows:

() Ricardo’ s trade theory

Ricardo’s trade theory focuses on labour as a rédive factor of production and suggests that
differences in labour productivity exist across commodities where each commodity has a unique
method of production. In other words, it is the locdisation of production between different
countries following the principle of comparatiive cost. The differences in production techniques
across countries would give rise to differences in reative prices of commodities, thereby creating
a platform for trade. For ingance, South Africa imports footwear from Zimbabwe where wages
are lower, which accords with the traditiond trade assumption.

(i) Hecksher-Ohlin trade theory
The H-O theory argues that one of the most important causes of trade is the fact that different

countries are endowed with different naturd resources. It condders both capitd and labour as

magjor basis of trade.
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The theory proposes that same techniques of production for al commodities are available in dl
countries, but the relative differences in factor possessons between countries form a bass for
trade. However, it is the relative abundance or scarcity of a resource that will determine lower or
higher factor cods, thereby implying varying prices for the products. The man assertion of the
theory is that a country should export the commodity that uses reaively intensvely the
relatively abundant factor of production and import the commodity which uses rdativey
intensvely the relatively scarce resource. The H-O theory is somewhat more sophisticated than
the Ricardian theory in acknowledging that there exist a least some commodities that can be
produced with various production techniques. Basicdly, this assartion implies that it is not only
the relative abundance of a resource that will be important in determining the comparative
advantage of a country, but aso the intendty of the use of resources in producing the
commodities across different countries that will determine the pattern of trade.

(iii) Leontieff theory

The Leontieff theory uses an input-output matrix to determine factor-intensiveness of exports
and imports. It modifies the factor-content assumption even more sophisticatedly, but it ill
revolves around the factor endowment theory. It includes the compodtion of factors of
production (mainly labour), not just capitd and labour, in explaining varying patterns of trade.
For ingance, differences in the compostion of the labour force are regarded as an important
determinant of comparative (dis)advantage. Broadly spesking, labour can be divided into
unskilled, semi- and skilled labour. In this case, labour is trested as a heterogeneous factor,

unlike the classca economigs.

(iv) Neo-technology trade theory

This is the mogt radicd depature from the endowment assumption by dropping the common
production function assumption and to argue that technology isintegra for trade to occur.
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The neo-technology school of thought features the technical know-how and the ability to
innovate in a country as a mgor factor influencing trade patterns. The theory acknowledges the
influence of technology on methods of production and the role that this varisble has on the
capacity of a country to innovate a new structure of exportable products. Manufactured goods
often require specidist invesment and expertise. As a result, countries can develop a compstitive
advantage based on technica innovation that can act as a barrier to other countries due to the
high cogt of entry.

(v) Taste-differences trade theory

The premise of this trade theory is the assertion that tastes - rather than factor endowments -
influence pattern of trade. It is based on demand differentias for certain goods to be imported to
ether supplement or replace domestically produced goods. This stems from inter-industry trade
where countries import and export the same goods. For example, if most Americans prefer to
drive larger cars, while South Africans prefer smdler cars, then trade can teke place to meet
demands for the respective markets The minority of the consumers in America who wish to
puchase gsmdler cas can impot them from South Africa and vice vesa
In a world economy where demand is condantly changing, an important source of trade is the
temporary locd shortage of goods or commodities, which would normaly be obtained locdly a
a competitive price. The temporary shortages that may arise from husness cycles include factors
such as demand, mechanical falure, disaster, poor planing or sudden burss of commodity
inflation which could encourage manufacturers to build stocks of raw materids.

3.7 Determinants of sources of trade
Snce the manufacturing sector has linkages with other economic sectors, both the direct and

indirect cgpital and labor impact on manufacturing’s ability to export are deemed crucid for the
success of export growth.
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Dias (1998:6-8) identified five varidbles as mgor sources of trade (i) Research and
Devdopment (ii) economies of scde (iii) naura resource intengty, and (iv) multi-factor
productivity. Some of these varigbles are briefly explained below.

(i) Research and Development

R&D measures the propendty to innovate in the manufacturing industry. It represents actud
expenditures on R&D, which will affect the growth of exportable manufactures. R&D should be
treated with caution since a sgnificant amount of technology in developing countries is imported
from indudridised countries. R&D could be less rdiable when messuring the ability of an
industry in a country to innovate. It can be used as an indicator of R&D activity (rather than
innovation) and regard locdly produced technology as the measure of innovative capecity of the
manufacturing sector.

(i) Economies of scale

The economies of scde is measured by the ratio of the output in industry vaued in monetary
terms per annum and the total output of manufacturing per annum. The scde vaiadle is not
meant to establish a relaionship between the location of the long run average cost curve and its
level of exports and imports, but rather to propose that an industry with a larger share of output
and consumption is more likedy to experience economies of scde essentid for higher export
performance.

(iii) Naturd resource intengty

The patern of trade in manufactures is greetly influenced by the (non-) avalability of naturd
resources such as gold and diamonds as it was the case in South Africa
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According to this variable, those industries associated with a high intensty of naturd resources
use include Ricardian sectors, food, beverages, tobacco, paper and related products, wood and
wood products, leather as well the non-metdlic minerd indudry and the basc iron an sed and

non-ferrous minerd sectors.

3.8 Possible underlying factors influencing export growth

There are severa factors consdered as determinants of export growth in severd countries. Due
to the multiplicity of these factors and different country-patterns of trade, the following factors
will be highlighted bedow and discussed thoroughly when they emerge as dominant factors when
andysng export growth trends in the South African manufactured export indudry in the

remaining chapters.

(i) Currency fluctuetions

In the light of many countries? practice of determining or fixing nomina exchange rate, the red
exchange rae is seen as a crucid determinant of exports. It stems from the fact that exporters
tend to be willing to export more if their domestic cogt ratio is less than the red exchange rate.
Mog firms in mogt African countries remain loyd to the domestic market and in this context are
likdy to find trade liberdisation and rea exchange devauation problematic. Overvadudion of
exchange rates is consdered as a common factor that contributed to the dramatic decline in

export volumes during the 1970s and early 1980sin most developing countries (Kuma, 1985:8).
(i) Trade reforms
Trade liberdisation will be beneficad for a country’s exports as it will benefit the input used

mog intengvely in its production. A country’s access to imports a world markets is an important
determinant of export.
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In more recent times the effects of imperfect competition, economies of ae and didribution of
trade patterns have been anadysed, mainly as pat of endogenous growth theory and drategic
trade policy. The gigt of this literature is that a country’s? successful integration into the world
economy and its share of exportsinworld trade is a Sgnificant determinant.

As a vent of surplus, trade could benefit the economy by utilisng those economic resources thet
are idling, thereby optimising the capacity of the sectors of the economy (Thirlwal, 1999:337 &
Giersch, 1987:45). Moreover, in periods of recesson, which are characterised by dackening
domestic demand, loca producers may try to export more abroad to reduce idle cagpacity in an
effort to compensate for the declining domestic demand. Thus the rate of capacity utilisation and
the efficient use of avaladle factors of production are important determinants of manufactured
export behaviour.

(iif) World economic demand

The impact of busness cycles in globd markets (especidly in mgor industridised economies),
which depends on the share of a country’s export and sructure of its exports in the world
markets, a nation's export destination and commodity composition are mgor factors determining
its export growth. If export ratios to emerging economies are higher than to developed markets,
export performance will decline with negative performance for such industridised economies.,

(iv) FHrm-levd factors

Recent literature on determinants of exports shows that firmlevel specifics conditute heavily on
the ability of a firm to either enter export markets or remain focused on domestic markets. Firm

level factors emphasise the importance of production and cogt functions for a firm to participate
in exporting.
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Entry into exporting is asociated with fixed codsts, predicting that only reatively productive
firms with reatively high returns from exporting will choose to enter the world export market.
Since the emergence of this line of thought, many countries have set asde funds for research and
development to investigate any relevance of firmleve theory and traditiond trade theory. If
anything, these developments suggest that in order to better understand the nature and
determinants of a country’s export potentid, there is a need to explore beyond traditiond factors
(Rankin, 2003:4).

(v) Monetary and fiscd policy insgruments

Whilgt trade reforms have higher prospects of increesng manufactured exports, the role of stable
monetary and fiscd policy should not be overlooked. Policy measures introduced to enhance the
exports promotion drategy ae important in  facilitating export-entry and may become
paticulaly rewarding in terms of improving export peformance of a country (Ted &
Soderbom, 2000:9).

3.9 Summary and conclusons

Diversfication of developing countries economies requires a well thought of establishment of
manufecturing indudtries, which could meke in-roads into foreign markets. This emphasises the
promotion of international trade, in manufactures in paticular, as an integrd pat of the
development drategy for developing countries. Trade can be broadly analysed by studying trade
by country, geographica area and commodity.

In pursuit of the reasons why trade takes place, different theories of trade emerged to explain
forces behind internationd trade. The most notable ones include Ricardo?s and the HO trade
theories, which are based on comparative advantage. Both theories attribute trade to different
factor endowments, athough the H-O theory is regarded as the more sophisticated.
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Trade can dso be explained through theories such as the Leontieff, technology, taste differences
and cyclicd conditions in the economy. Many economists consder R&D, economies of scde
and natural resources among the possble determinants of the sources of trade. There are various
possble factors underlying the growth of export, which range from individud firm-levd factors

to macroeconomic policies.

Foreign trade in South Africa has been characterised by redrictions, incentives, exhortations and
other forms tinkering with the economy. But since the 1990s, the key features of South Africas
patterns of trade changed sgnificantly. Today, the compostion of the South African exports is
diversfied with manufacturing contributing a szegble exporting vaue to the tota GDP.

However, export growth trends indicate that South Africals exports are mainly derived from the
ill-intensve and minerd-intensive indudtries. The sructure and pattern of export growth by
factor intengty in South Africa explan patly why the manufacturing sector has not seen any
maor job cregtion despite rapid export growth in the 1990s. Reducing the import bill in the
manufacturing sector could be achieved with a concerted effort to encourage R&D, thereby
increasing the innovation capacity of the manufacturing sector and the economy in generd.



University of Pretoria etd — Moloto, P R (2005)

GROWTH TRENDS IN THE SOUTH AFRICAN MANUFACTURED EXPORT INDUSTRY

CHAPTER FOUR

The impact of trade liberalisation on the manufactured export industry

4.1 Introduction

In the chapter trade petterns in the South African economy ae andysed with a particular
reference to the 1990s. The chapter provides a background andyss of South Africas main
trading partners in the 1990s and most important, the degree of the structural changes of South
Africa’s trade policy orientation and the extent of its effect on the manufacturing sectors trade

behaviour.

The andyss will be made based on export orientation and import penetration subsequent to
South Africals smplified tariff phased-down programme under WTO for periods of which data
is avalable and less complicated. Thus the chapter concentrates on the effects of the new trade
policy reforms on the capacity of South Africals manufactured export industry to penetrate world

markets.

4.2 The direction of South African trade

The last few decades have witnessed an increased globd integration as wel as the opportunities
and challenges it presents to the economies of the world, producing “winners’ and “losers’ in the
same country, region and the rest of the world. The period of globdisation has led to a dramdtic
expanson of world production and trade. Encouraging is the growing participation of developing
countries in world trade, but gill these groups of economies should vigoroudy formulate fruitful
polices for diversfication of production activity. In comparison to other larger emerging
economies, South Africa gtill appears to be a moderate globaiser (McCarthy, 1998: 436, Cditz,
2002: 566 & Loots, 2002: 265-267).
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South Africals diverdfication of its economic activity and growth of manufactured exports, in
particular, was hated (and even reversed) by the impostion of trade and financid sanctions by
severd mgor United States banks, some members of Commonwedth Nations and the Nordic
countries (Jonsson, 2000:3). In an effort to mantan a postive baance of trade, South Africa
(againgt its will) became more focused on developing industries for foreign markets.

The naure of South Africas direction of trade has changed sgnificantly since the 1990s,
subsequent to improved political and economic reations with the rest of the world. The new
democratic dispensation has dnce gimulated trade growth and inflow of invesment (Cditz,
2002:248). Consequently, some of the traditiona trading partners recorded strong increeses in
trade flows and others have registered declining growth rates while new market opportunities
were identified.

Table 4.1: South Africa’'s main trading partners (%), 1995-2002

Country 1995 ( 1996 ( 1997 1998 1999 2000 2001 2002
EXPORTS
United Kingdom 14 11 1 17 18 15 17 16
United States 8 10 11 15 15 18 16 15
Germany 8 8 8 12 15 13 14 12
Japan 9 11 10 11 9 9 9 9
Netherlands 5 5 6 9 8 7 8 7
Zimbabwe 8 8 7 8 6 5 4 4
Italy 4 4 4 6 5 6 5 6
IMPORTS
Germany 19 18 17 20 21 22 20 20
United States 14 15 15 19 19 20 16 15
United Kingdom 13 14 14 14 14 14 1 12
Japan 12 10 9 11 11 13 9 9
France 5 4 4 6 6 7 5 5
Italy 5 5 5 6 5 6 5 5
Rep.of China 6 4 3 4 6 7

4 5
Source: Customs & Excise database (www.sars.gov.za), 2003

Evidently, snce the mid-1990s the didribution of South African trade has shifted somewhat
from traditional markets in Europe to Asia and America (Budget Review, 2000:19).
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Notebly, trade by income leve indicates that South Africa trades more with high-income
economies (Western Europe, North America, East Ada and Pecific). However, South Africas
trade is not limited to the high-income countries as it dso does trade with middle-and low-
income countries. The former category includes Sub-Saharan and South Adan economies, and
the remaning trading patnes meke up the middle-income group (Alleyne & Subramanian,
2001:14).

Germany, the United Kingdom (UK), the United States (US) and Jgpan have consgently
affirmed ther pogdtion as South Africas mgor tradng partners, consstently accounting for more
than 70 percent of trade between 1990-2002. This emerging trend can be attributed to various
sructurd changes, particularly the shift in trade policy paradigm, which has been taking place in
the South African economy. Conversdly, France, Ity and the Netherlands compensated for the
relatively declining import shares of the mgor consumers of South Africals exports — Germany,
US, UK, and Japan — beginning in the latter part of the 1990s.

4.3 Trade liberalisation in South Africa

Higtoricdly, South Africa had pursued a development policy based on import subdtitution. But
by late 1960s, policy changes became inevitable and a commitment towards export-led growth
desgned to encourage divergfication into globa markets became dominant. In an effort to rase
exports of manufectures amid the declining export share of the primary exports, South Africa
embraced re-integration into globa marketsin the early 1990s through economic reforms.

Theoreticad arguments in recent development literature indicates that countries that followed
outward-oriented trade policies generdly perform better economicdly than those that pursued
protectionist trade policies (Vdodia, 1997:2). For a country to become fully committed to export
growth, dismantling of tariff barriersis essentid for the following ressons:
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& nflating tendency of tariff barriers on cogts of input materias;

& eforeign competition fosters efficient alocation of resources by domestic firms;
eTradeisareciproca businessin which protectionism provokes protection in response; and
eeTaiff bariers cregte an atificidly profitable home market as busnesses have no incentive to

competein foreign markets.

In pursuit of the fruits associated with outward-oriented trade policy, South Africa underwent
different episodes of trade liberdisation. Notwithstanding effects on other economic sectors,
South Africd's trade regime was viewed as a main condrant for the growth of the manufactured
export industry.

4.3.1 Trade liberdisation prior to the 1990s

The firgt liberalisation episode was heradded by the 1972 report of the Reynders Commisson of
Inquiry into South Africa's export trade. The report was an outcome of a commisson of enquiry
that was gppointed by government in 1971, headed by Dr H.JJ. Reynders, to invetigate the
export trade of South Africa (Struthers, 1990:15). The report was indrumental in reforming the
trade regime of South Africa and stimulated measures necessary for the liberdisation of trade as
early as the 1970s (Jonsson & Subramanian, 2000:3).

The main recommendations of the Reynders Commisson were:

#5&The promotion of exports in the manufacturing sector;

#&The introduction of export incentives to counterval the effects of digance from mgor
markets and the influx of subsidised exports from other countries; and

#&The need for South Africa to earn more foreign currency by diversfying away from gold
exports into manufactured exports.
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However, the red gppreciation of the Rand owing to a gdd-led export growth reduced the
competitiveness of South Africa’'s manufactures, resulting in increased cdls for protection. The
dat of 1980s sgnded the process of intendfication of trade liberdisation. The eventud Strategy
was thus on export promotion rather than on liberdisation of the import regime. It was only in
1983, when about 77 percent of imports were subject to direct import controls that the first
gysemdic atempt was made to dismantle the controls. In 1985, South Africa switched from a
postive lig of permitted imports to a negative li of prohibited imports covering about 23
percent of imports (Kus, 2002:2).

Towards the end of the 1980s, South Africads commitment to trade liberdisation became even
more evident, especidly with the BTT, which had succeeded the BTI, hardening its stance
towards private sector requests for protection. Export promotion was further enhanced by the
introduction in 1989 of sectord “Structurd Adjusment Programmes’ for certain indudtries,
notebly for the motor vehides and textile-clothing indusries. These oHective sectord
programmes had been a the heart of the BTI's 1988 policy document entitled “A Policy and
Srategy for the Development of Sructural Adjustment of Industry” .

4.3.2 Trade liberdisation after 1990

The 1990s experienced the birth of a massvely sgnificant period of economic, politicd, and
socid change in South Africa After years of politicd struggle, the firsd democratic dections in
1994 marked the end of Apatheid government and thus the birth of new economic and
development challenges for the new government — led by the ANC. The ANC policy framework
(1994) on the economy is clear: The expanson of production for internd market is essentid for
redigtribution, increesng menufactured export competitiveness to achieve a high productivity
and diverdfication awvay from primary exports towards reliance on exports of menufactures. A
mgor turnaround of trade liberdisation in South Africa was motivated by a publication of IDC
ertitled The Modification of the Application of Protection Policy (Lipton & Simkins, 1993:213).
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The report argued for export orientation to replace the import subdtitution strategy. In contrast to
the BTI's recommendation, IDC recommended for a much more uniform and lower tariff
sructure to reduce the dispersed and complex relatively high protective structure and encouraged
anti-dumping measures and gradua downward adjustment of tariffs to predetermined levels.

Againg traditiona observation, Naude (2000:246) states that South Africa has been forced to
shift to an outward orientation srategy primarily because of the need for accelerated export
growth to overcome the baance-of-payments condraint and not because of other benefits
attributed to trade liberdisation. Globdly, growth rates of export of the trade liberdising group
of countries are much grester than among the non-liberdisers. However, a comparative study on
trade policy changes in a sample of developing countries by Holden (2000:295) shows that the
maority of these countries suffered terms of trade deterioration upon reform of protective
sructures. By contrast, enhanced trade conditions in South Africa have in recent years improved
efficiency reasonably, even though chronic unemployment and poverty levels reman mgor a
concern (Jonsson & Subramanian, 2000:3).

In order to solve the problems of dedlining average economic growth, risng unemployment and
absolute poverty the new government formulated the GEAR drategy in 1996. Modly the
strategy ams to gimulate economic growth by liberdisng the economy with specid reference to
encouraging manufactured export growth (Edwards, 2001:57; Naude, 2000:246; Dias, 2002:1).

From a macro perspective, it is very important that South Africa stimulate its nontraditiond
exports. It is generdly accepted that export-led growth is the way for increasng globd
competitiveness and growing the economy. This will, in turn, increase the wedth and living
standard of South Africa
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Without any doubt, the impetus for trade liberdisation in South Africa dtated ganing
momentum in the early 1990s, reflected in a consultative process under the auspices of the
Tripartite Nationd Economic Forum involving government, labour and organised business
(Hoden & Gouws, 1997; Takata, 1999; Jonsson & Subramanian, 2000; Onyango & van
Seventer, 2001). To reduce supply-sde impediments in the manufactured export indusry, the
DTl introduced an incentive package in the form of the GEIS, which was later diminated in
1997 for it contravened WTO rules. With certan exceptions, dl exports qudified automaticaly
for assstance in terms of a formula that made the rate of subsidisation an increasing function of
the stage of production and loca content. A locd content rule smply requires that certain
amounts of locad input maerid must be combined with foreign input materid for manufacturing.
For example manufectures with high vaue-added and locd content qudified for a nomind
subsidy of 19.5 percent of export tirnover; while those firms with low vaue-added and low
domestic content qudified for ameagre 2 percent.

4.3.4 South Africa strade liberdisation under the WTO

Although agreed to under GATT in 1994, South Africa engaged in a fa-reaching trade
liberdisation programme implemented under the WTO. In addition to tariffs beng smplified
and reduced for dmost al South Africa’s imports, non-tariff bariers such as locd content
requirements and export subsidies were abolished for they contravened WTO trading rules. The
accderation of the tariff phase-out was further boosted by the commitment of South Africa to
bilaterd free trade agreements such as the EU-RSA FTA and unilaterd trade liberdisation

programme.

The main reasons for the recent dructura reforms, trade policy in particular, were deteriorating
economic performance, socio-political factors and the ingppropriateness of the Aparthed-
inherited economic system (Cdlitz, 2002:248 & Roberts, 2000:607). In a declaration to the
unilaterd tariff reduction programme that exempted the agriculture and mining sectors, which
were granted alonger phase-out period, South Africaamed to:
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&&Reduce the number of tariff lines (from over 13, 000) a the sx-digit levd by 15 percent in
thefirg year and by 30 percent or higher by 1999;

eConvert dl quantitative redtrictions (QRs) on agriculturd imports to bound ad vaorem rates,
lower dl bound agriculturd tariffs, and reduce the number of tariff rates to sx — O percent, 5
percent, 10 percent, 15 percent, 20 percent, and 30 percent — with the exception of the
“sengtive’ indudtries (textiles, clothing and motor vehicles);

&5 iberaise the sendtive indudtries over an eight-year period; and

& ePhase out the GEIS by 1997.

Table 4.2 shows a declining trend of taiff rdaxation across South Africas economic indudries,
notebly manufacturing indudries. The only exceptions to the fiveyear taiff liberdisaion
process were the clothing and textiles and automotive sectors, which were granted eight years to
atan the levels made in the WTO offer (Cassm & Onyango, 2001:2; Jonsson & Subramanian,
2000:8; Black, 1998:2 & Roberts, 1988: 13). Notably, the South African economy appears to be
heading for a rdaivdy full-scde taiff liberdision with certan “sengtive’ indudries enjoying
agradud liberaisation progress (table 4.5).

Cassim & Onyango (2001) point to the fact that South Africas average weighted import duties
were dso to be reduced from 34 percent to 17 percent for consumption goods, 8 percent to 4
percent for intermediate goods, and 11 percent to 5 percent for capital goods. With the WTO
bindings for these categories being 26 percent, 4 percent and 15 percent, respectively, South
Africa's commitment to import liberdisation to dlow foreign compstition to the sectors is more

than generous by WTO benchmarks.
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Table 4.2: Tariff phase-down under the WTO

New Description 1994 | 1995 | 1996 | 1997 [ 1998 | 1999 | 2000 [ 2001 | 2002 | 2003 | 2004
ISIC
3 Textiles 30.1 | 338 | 318 | 249 | 234 | 21.9 | 20.3 | 187 | 17.3 | 17.3 | 17.3
4 Clothing, excl., footwear 73.7 | 73.7 | 68.2 | 54.6 | 50.5 | 46.4 | 42.4 | 37.7 [ 33.2 | 33.2 | 33.2
5 L eather, leather products 149 | 148 | 141 (165 [ 15.7 | 148 | 148 [ 148 | 148 | 14.8 | 14.8
6 Footwear 375 | 41.6 | 39.1 | 36.8 | 34.2 [ 29.1 | 29.1 | 29. 29.1 [ 29.1 | 29.1
7 Wood, wood products 139 | 3.6 3.4 3.5 3.3 3.1 3.1 3.1 3.1 3.1 3.1
8 Paper, paper products 9.6 9.3 9.1 8.8 8.7 8.5 7.9 7.3 - - -
9 Printing , publishing 8.1 1.3 1.2 8.1 1.0 1.0 1.0 1.0 1.0 1.0 1.0
10 Petroleum, and 1.6 - - - - - - - - - -
petroleum products
11 Industrial products 9.3 [ 75 7.5 1.7 1.7 1.6 1.6 1.6 1.6 1.6 1.6
12 Other chemical products 9 3.8 3.7 2.7 2.6 2.5 2.4 2.5 25 2.5 2.5
13 Rubber products 305 | 145 | 141 | 158 | 154 [ 146 | 144 | 144 [ 14 14 14
14 Plastic products 19.8 | 14.7 | 13.7 [ 13.2 [ 12.6 | 12 12 12 12 12 12
15 Glass, glass products 11.8 | 9.5 9 8.3 7.9 7.6 7.6 7.6 7.6 7.6 7.6
16 Non-metallic and 10.6 | 8.7 8.1 8.4 8 7.7 7.7 1.7 7.7 7.7 7.7
mineral products
17 Basic iron, steel products 7.6 4.4 4.2 4.2 4.1 3.9 3.9 39 3.9 3.9 3.9
18 Non-ferrous metal products | 2..3 2.3 2.3 2.3 2.2 2.0 2.0 2 1.9 1.7 1.7
19 Metal products, exclu., 13.1 | 8.2 7.8 7.8 7.6 7.4 7.4 7.4 7.4 7.4 7.4
Machinery
20 Non-electrical machinery 6.5 1.4 1.3 1.4 1.3 1.3 1.3 13 1.3 1.3 1.3
21 Electrical machinery 11 6.1 6 5.8 5.8 5.7 5.7 5.7 5.7 5.7 5.7
22 Radio, television and 121 | 5.1 37 2.4 2.3 2.3 2.3 23 2.3 2.3 2.3
Communication apparatus
23 Professional equipment etc | 7.2 0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
24 Motor vehicles, parts, | 55.4 | 33.5 | 31.7 | 29.3 | 279 | 248 | 23.2 | 221 | 221 | 22.1 | 22.1
accessories
25 Other transport equipment | 1.4 0.4 0.4 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2
26 Furniture 28.1 | 21.4 | 208 | 20.2 | 19.6 | 189 | 189 | 189 | 18.9 | 18.9 | 18.9
27 Other manufacturing 2.9 1 1 5.2 5.1 4.9 4.9 4.9 4.9 4.9
82 Mining 2.7 0.6 0.6 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4
Total 1171 7.2 6.8 6.1 5.8 5.3 5.1 49 4.9 4.9 4.9

Source: Customs & Excise (www.srsgovza), 2003 & TIPS, 2003 (www.tipsor g.za) databases

From a cross-sectiond empirica andyds on trade liberdisation it is evident that not dl countries
and regions benefited to the same extent (Meer, 1995:33-66). It is therefore essentid to establish
the impact of trade liberdisation on the manufactured export industry in South Africa to
ascertain whether this phenomenon stimulated growth in manufactured exports.

4.4 Implications of South Africa s free trade agreements for the manufactured export industry

Many developing countries have been rductant participants in multi-latera trade liberdisation
agreements. South Africais not one of these.
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Following the lifting of sanctions, South Africa succesfully participated in the Uruguay Round of
negotiations of the then GATT and has concluded a development and cooperation trade pact
(based more on trade) with the EU and SADC and has made sgnificant progress towards
drengthening bilatera ties with main trading partners. This has taken mainly a form of free trade
agreements to gain grester market access in these regions (van Seventer & Mlangeni, 2001:1;
Magters, 2001:1 & Black, 2001:14).

4.4.1 South Africa strade with SADC

Hidoricdly, southern African economies were characterised by a highly interventionis and
protectionist trade regime (Kaenga, 2000:6). Since the mid-1980s, there has been a fundamental
shift in the domestic policy and outward-orientation of SADC economies (Sandberg & Martin,
2001:412; Visser, 2001:2 & Evans, 2000:674). The region has made subgtantia reforms of its

foreign trade regimes either as a part of IMF/World Bank SAPs or unilatera and multi-latera
reforms.

By world standards, SADC has congderably high tariff schedules (van Seventer, 2001.6).
However, in recent years Kaenga (2000:7) & van Seventer (2001:6) have noticed a condderable
lowering of taiff bariers even though dgnificant non-tariff bariers dill exid. Zambia is
regarded as having the mogt liberd trade regime in SADC, while Tanzania, Mauritius (the most
export oriented economy in SADC) and Zimbabwe have the highest tariff pesks (Tskata,
2000:14). In addition, there are severa bilatera preferentid trade agreements amongst the SADC
economies. These include South Africa and Zimbabwe (largdy confined to textiles and
cothing), South Africa and Mozambique, South Africa and Mdawi, Mdawi and Zimbabwe,
Namibia and Zimbabwe as well as Botswana and Zimbabwe,
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A survey conducted by the IDC (1998) among South Africa's importers of food and beverages
from the SADC region confirmed that the low levels of imports were, to a large extent, related to
the existing business culture and lack of information rather than the redtrictive trade rules and the
absence of competitive supply forces in the region. Moreover, lack of trade finances, high freight
costs and unfavourable macroeconomic policies continue to exert an inhibiting pressure on

regiond trade expangon.

Exports from South Africa to the rest of the nonrSACU SADC countries have seen a sgnificant
growth since the early 1990s, in particular (Vdentine & Kransnik, 2000:273 & Table 4.3). Since
the 1990s countries that traditionaly had less trade with South Africa (Angola and Mozambique)
recorded high growth of imports (athough from a low base) from South Africa and the more
treditiona trading partners (Zimbabwe, Zambia and Mauritius) had their imports from South
Africa growing at lower raes. Overdl, SADC-SACU trade data indicate that South Africa export
share to the rest of SADC has increased dthough a a lower rate (13 percent), mainly because of
poor econoric growth in Zimbabwe (Elyea & Mlangeni, 1999:14).

Table 4.3: South Africa s share of manufactured exportsin SADC (%), 1990-2002

Year | Angola | DRC | Maawi Mauritius | Seychelles | Zambia Zimbabwe | Mozambigue
1990 | 1.1 122 14.0 84 12 15.3 34.6 131
1992 [ 7.7 53 145 7.1 11 18.9 319 14.0
1994 | 4.0 42 9.1 9.8 13 13.1 34.0 245
1996 | 5.0 79 7.3 74 14 13.7 38.8 186
1997 | 5.7 57 7.7 8.2 14 14.9 37.0 195
1998 | 7.6 5.6 8.7 7.3 14 14.4 35.4 200
1999 | 7.9 49 8.8 74 13 145 30.3 24.6
2000 | 65 44 8.3 10.0 11 22.4 23.9 236
2001 | 111 40 7.6 9.00 10 205 22.9 239
2002 | 12.6 49 8.4 8.7 13 18.7 24.1 213

Source: Cdlculated from Economic Research Unit database (DTI), 2003

Table 4.3 indicates that Mozambique is fast becoming South Africas largest trading partner in
Africa, overtaking Zimbabwe, which has been dedining following its politica ingability and

economic dump since 2000.
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Manufactured exports to Mauritius and Zambia are steadily growing while trade with Mdawi is
declining despite its bilatera trade agreement with South Africa

The African market, SADC in paticular, is important for South African export opportunities
(Ginsberg, 1998:8 & Matlanyane & Harmse, 2002:442-23). The favourable trading conditions
with the African economies, paticularly the SADC market, have been a very notable festure of
the 1990s. The composition of South Africa s exports of manufactures to the region is of great
ggnificance and is manly made up of machinery and appliances, motor vehicles, chemica
products, plastic and rubber products foodstuffs and beverages and textiles and clothing. Given
the high income-import dadticity of demand in developed markets, South Africa should focus on
the large developed markets of the world if the country wishes to effed a quantum on its growth
performance in spite of the higher current manufactured export earnings in the SADC market.

Figure 4. 1. South Africa s trade of manufactured exports with SADC (Rm), 1990-2002
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Hgure 4.1 shows growth trends in South Africas manufactured exports (Z) and imports (M) in
the SADC region for the period 1990-2002. Since post-1994 there has been increased trade in
manufactures, with manufactured exports dominating imports, resulting in a postive baance for
South Africa's manufectured export industry. Figure 4.1 clearly shows South Africa’s large
trade surplus with the SADC market and this performance raises questions of export growth
udainability. Sub-Saharan Africa cannot be seen as the market that will provide South Africa
with sufficient export-oriented growth opportunities to overcome its lethargic growth.

On the other hand, South Africas large trade surplus with most of SADC economies is a mgor
concarn for manufacturing growth and development in the region. Researchers argue tha the
Stuation offers South African exporters a more competitive edge over SADC exporters in the
region and South African market. Furthermore, a literature review has shown tha there are
competitive exporters of certain manufactured products (food, beverages, tobacco, furniture,
cotton, leather, refined copper and copper wire) in the SADC economies but South Africa
continues to import such products from the rest of the world. Even though South Africa has
begun importing smdl quantities of these products, evidence exiss that there is potentid for
SADC export expansion into the South African market.

However, trade policy changes done cannot explain the increesingly growing manufactured
exports into SADC market. Factors such as the high growth in the SADC member dtates red
GDP and specid agriculturd, mining and indudtrid projects (eg. the congruction of the Moza
Aluminium Smdter in Mozambique) have been ingrumentd in the peformance of the
manufactured export industry in South Africa

The growth in exports of manufactures to the SADC market has been achieved in spite of the
higoricaly high levels of bariers to trade in the region. In contrast to exports of South Africa to
the other regions of the world, the SADC market is the only region to which the country’s mgor
exports are manufactured goods.



University of Pretoria etd — Moloto, P R (2005)

GROWTH TRENDS IN THE SOUTH AFRICAN MANUFACTURED EXPORT INDUSTRY

It is expected that the Trade Protocol adopted by SADC in 1996 will lead to more export
opportunities for the South African manufacturing firms (Kaengu, 2000:19; Evans, 2000:663).

4.4.2 Implications of South Africa's free agreement with EU on manufactured export growth?

The RSA-EU FTA has drengthened South Africals podtion in the globa economy. The
European Union (formerly know as European Economic Union or European Community) was
formed in November 1993 and now consists of 25 member states®. It was formed to enhance
political, economic and socid co-operation among member dates. The sgning of the EU-RSA
FTA dea on 11 October 1999 marked the conclusion of four years of rigorous negotiations.

The agreement covers a wide range of aress including trade, economic reations, finance and
technicd change. A free trade agreement with the EU is indicative of the wider drides South
Africa has taken since re-integration into globd markets. The trade aspects of the agreement
cover dl industry sectors and many agricultura goods aswell as services.

Table 4.4 shows that a the end of a 10-year trandtion period, 95 percent of South African
exports will enter the EU market free of duty and, after 12 year, 86 of the EU exports will enter
the South Africen market duty free. The free trade ded with the EU is a landmark bilatera
achievement because it is the only such agreement South Africa has with a developed regiond

economy.

2 Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Nederland, Portugal,

Spain, Sweden, United Kingdom (1 May 2004 new member states— Cyprus, Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia).
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Table 4.4: Reduction in tariffs of South Africa s imports from the EU (%), 1999-2012

Sector As% of | 1999 | 2000 | 2003 2006 | 2009 | 2012

RSA

imports

from

the EU
Food, beverages & tobacco 21 156 (154 | 141 105 |74 43
Chemicas 126 29 28 27 20 13 0,7
Plastics 46 102 | 101 |98 74 45 18
Leather 03 109 | 109 (101 83 62 49
Wood 04 17 7,7 73 51 31 11
Paper 32 6,7 6,7 55 2,6 14 0,2
Textiles 21 - 209 | 161 101 |106 |104
Footwear 03 22 |26 |212 172 |116 |74
Machinery 46,4 44 4,0 36 23 14 05
Vehicles 55 108 |99 85 70 55 43
Optica & photographic equipment | 39 03 03 03 0,3 02 0,1
Other manufactured goods 11 94 94 92 7,3 47 2,2

Source: Nationa Treasury, 2000

The EU acounts for more than 42 percent of South Africa’s totd merchandise trade and two of
its members — Germany and United Kingdom — are conggtently among South Africa's top four
trading patners. The beginning of 1994 dgnded the end of al sanctions agangt South Africa
thus paving way for increesed trade between the EU and South Africa The dominance of

primary exports to the EU market is amgor concern (Akinbugbe, 2000:645-46).
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Figure 4.2: South Africa strade of manufactured exports with the EU (Rm), 1990-2002
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Manufactured exports accounted for about 30 percent of South African exports to the EU
economy. The compogtion of South African imports from the EU indicates a heavy
concentration on manufactured and capitd goods — a common characteridic of a typicd
deveoping economy. These include machinery, chemicds, fuds scientific ingruments and
specia metds (Pdlango, 2000:72). Figure 4.2 clearly shows that growth in manufactured exports
(M) is associated with growth of manufactured imports (Z), cregting a perpetud trade deficit for
South Africas manufactured export industry. Boosting exports, particularly of manufactures, is
now regaded as one of the best ways of overcoming the domestic market condraint by
dimulating sustainable economic growth and development in South Africa

At regiond leve, the implementation of the EU-RSA FTA, which is based on the free trade
goproach, is likey to further complicate SADC trade relations (Lewis et al, 2002:1). By
implication, the free trade deal consders Botswana, Lesotho, Namibia and Swaziland as party to
the trade pact.
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Moreover, the SACU and non-SACU/SADC countries are likey to have no options in terms of
ther relationship with the EU other than those defined within the context of the EU-RSA trade
pact (Kaenga, 2000:10).

4.5 Import penetration in the manufacturing sector

In South Africa, growth in production is strongly corrdated to imports of intermediate and
capita goods that consistently exceeded 73 percent of total imports prior to 1988. The higher
intermediate and capitd goods compogtion of imports implies that import growth is closdy
related to output growth (Edwards, 2001:4). Using trade data from 1980-1998, Abdi & Edwards
(2001) conducted a study into the export and import behaviour of South Africas manufacturing
sector. For import penetration analysis, they spread the time periods between the 1980s and
1990s to indicate the impact of the changes in trade regimes over these periods. Their finding
overwhemingly showed that across the economy, relatvely high import penetration levels are
most prevaent in the manufacturing sector.

The manufactured import data by SIC was valued at current prices between 1994-2002. By
referring to table 4.2 (Taiff phase-down under WTO) and table 4.5 (Growth of imports in the
manufacturing sector) an observable trend for so-cdled sendtive indudries is that while tariff
liberalisation increased momentum (tariff dropped by more than twice the origind rate) during
the period 1994-2002, import growth has more than doubled for clothing and textiles and four
times for motor vehices It gopears tha while South Africads manufacturing sector is
conggtently and continuoudy liberalisng its indudtries, it has resulted in an upward growth of
import penetration. Accordingly, the researcher attributes (as did Abdi and Edwards, 2002) the
increesng import penetration momentum to the trade liberdisation of the South African
economy, manufacturing in particular, notwithstanding other factors. It could dso imply that the
process of liberaisation was introduced too fast for the South African manufacturing sector.
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Table 4.5: Growth of imports in the manufacturing sector (%), 1994-2002

Industry 1994 1995 1996 1997 1998 1999 2000 2001 2002
Food 67 83 92 112 110 106 120 142 169
Beverages 59 70 97 116 134 131 108 123 161
Tobacco 102 91 105 87 161 133 87 106 128
Textiles 77 89 89 102 111 108 122 132 171
Wearing apparel 57 57 73 93 110 120 151 165 174
Leather & leather products 80 89 100 112 115 119 146 152 87

Footwear 47 66 83 9.2 95 107 142 168 201
Wood & wood products 68 80 90 102 97 98 132 141 192
Paper & paper products 76 102 102 104 116 120 129 140 112
Printing & publishing 72 84 118 97 117 109 117 129 162
Coke & refined petroleum 35 44 95 76 120 120 144 257 110
Basic chemicals 64 85 87 94 102 105 128 143 193
Other chemicals 54 63 81 89 104 116 134 157 202
Rubber & rubber products 56 73 79 93 111 117 140 153 178
Plastic & plastic products 54 69 78 89 101 111 131 156 210
Glass & glass products 67 82 98 100 120 110 123 131 168
Non-metallic minerals 47 63 79 84 100 117 145 165 202
Basiciron & steel 62 82 96 88 110 101 122 145 189
Non-ferrous metals 33 65 74 92 111 116 221 121 168
Metal products 56 74 87 93 114 114 119 146 194
Machinery & equipment 66 80 98 102 117 105 116 139 178
Electrical machinery 71 96 83 88 111 108 125 142 177
TV, radio & communications 42 51 63 89 151 119 151 155 179
Professional & science equipment 60 70 85 90 107 109 128 155 196
Motor vehicles, parts & accessories | 55 74 80 73 81 97 137 173 230
Other transport 42 54 45 81 98 123 146 195 218
Furniture 33 44 67 69 84 122 140 186 255
Other industries 67 60 78 101 127 118 119 139 173

Source: DTI and Customs & Excise databases, 2003
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The overdl findings of Fedderke & Vaze (2001), Abdi & Edwards (2002) and the researcher
show that in some indudtries there has been a very drong growth in import penetration emerging
manly in the 1990s with some experiencing no dggnificant change in protection and others
experiencing increesed protection. These findings therefore seem to suggest that it is difficult to
only ascribe the pattern of increased import penetration in 1990s to the on-going trade
liberdisation.

An andyss of “protected” (column 1) and “liberdised” (column 3) manufacturing indudtries in
table 4.6 shows the sectors that have become more protected have experienced an average
growth in import penetration (0.93) closer to that of liberdised sectors (1.10) during the 1990s.

Table 4.6: Trade liberdisation by manufacturing industry in the 1990s

Moreprotected Littleor no change Liberalised

Food Machinery and equipment Basic iron and steel

Textiles Beverages Motor vehicles, parts

Tobacco Non-metallicminerals & accessories

L eather and leather products Coke & refined petroleum | Paper and paper products
products Basicchemicals

Printing, publishing & recorded
media

Wood and wood products
Rubber products

Metal products, excl. machinery
Other transport equipment

Basic non-ferrousmetals
Electrical machinery
Wearing apparel

Plastic products
Furniture

Glass and glass products
Footwear

Professional & scientific
equipment

Other industries

Source: Fedderke and Vaze (2001)
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This finding may imply that trade liberdisation does necessarily appear to have been associated
with a higher growth rate of import penetration and that the effective rate of protection does not
srve to prevent growth in import penetration. The 1990s experienced a high average import
penetration relative to the 1980s partly because of the “catch-up” syndrome as foreign products
made up for the logt time in the 1980s. The andlyss shows that it is difficult to ascribe the pattern
of increased import penetration in the 1990s to one factor.

It dso gppears that import penetration increased in sectors that did not experience a lowering of
effective protection. Even though some sectors (textiles) experienced rdative risng effective
protection rates, they dso experienced a moderate to high import penetration. Plausible reasons

for increases in import penetration amidst increasing effective protection rates include:

&4 nefficiency within the domestic industry;
&sedncrease in productivity and efficiency ; and
eseAlready liberalised indudtry.

In theory, sectors that have been liberdised ae expected to experience increased import
penetration and vice versa But this is far from theory in the South African manufacturing
industries. Of the liberdlised sectors, increased import penetration has been observed in footwesr,
furniture plagtic products and television, radio and communication equipment (in that order).

While these outcomes are expected, by contrast, basic iron and stedl, basic nonferrous products
and paper and paper products have experienced a decreasing growth in import penetration
despite undergoing liberdisation.

4.6 Export orientation of the manufacturing sector

Since a least 1994 there has been a number of mgor sructurd changes in the South African
manufacturing sector.
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One of the mgor Sgnificant changes is the sectord compostion of output and exports and a
growing export orientation (Onyango, 2003). There has been a steady increase in the share of
exports in manufacturing output. Whereas in 1994 exports contributed 14 percent of
manufactured output, this had doubled to 28 percent in 2001 - condstent with the world trend
(DTI, 2002:14). Manufacturing's share of exports rose from 35 percent to over 50 percent at the
end of the 1990s.

Tota trade as a percentage of GDP was amost 65 percent in 1997, up from 45 percent in 1990.
Food and food products (6.6 percent) and basic iron and sted products (13.3 percent) registered
the highest contribution to totd exports in 2001. Although the overdl performance of individud
manufacturing industries was satisfactory between 1994 and 2001, the percentage of tota
exportsin 2001 remained low as shown on table 4.7.

Table 4.7 shows the following trends in export orientation:

=#All sectors have increased export orientation — but at widdly differing rates,

&eA number of wage goods (such as food, leather, footwear and textiles) have experienced only
dow rates of incresse in export orientation;

=eA number of “traditiondly” more export oriented manufacturing sectors — notably the four
sectors® that were the most export oriented sectors in 1994, have had low rates of increase in
export orientation; and

&52A number of technology sectors are increasingly becoming export oriented.

3 Basic iron and steel , precious and non-ferrous metals, basic chemicals and leather.
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Table 4.7 Manufacturing: ratio of exports to output (%6), 1994 and 2001

Exports as a percentage of manufactured output, 1994 and 2001.

Sector 194 2001 % of total exportsin 2001
(%) (%)

Food and food products 85 13,6 6,6
Beverages 58 14,3 25
Wearing apparel 6,0 18,7 15
Textiles 121 20,1 16
Footwear 35 55 0,1
Wood and wood product 14,1 278 15
Furniture 18,0 51,4 23
Paper and paper products 20,5 26,0 47
Publishing & printing 20 34 01
Other chemical products 8.8 18,9 40
Rubber products 73 234 09
Plastic products 33 85 038
Glass and glass products 8,8 18,3 04
Other non-metdlic mineras 5,8 11,2 0,9
Electrica machinery 75 19,2 19
Basic iron and steel products 488 52,4 133
Radio, television ad communication 82 59,3 18
Basic precious and non-ferrous metals 44,4 50,8 6,5
Motor vehicles and trailers 8,9 284 133
Other transport equipment 339 86,3 20
General and special purpose 16,8 80,0 125
Other manufacturing industries 08 42 05
Totad manufacturing 14,3 21,7

Source: DTI Annua Report, 2001-2002
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It is essentid for South Africa to sudtain its export growth as retions that wish to import must do
s0 by exporting to the rest of the world (McCarthy, 1998:448 & Brown 1979:122). Increased
export revenues provide countries with the foreign exchange needed to import intermediate and
cepital  equipment necessary to sustan output growth. Thus, growth in export orientation
becomes essentid for an improved growth performance, ether as engine that drives the
economy, or the facilitator of growth in avoiding baance- of- payments congraint.

Export orientation of the manufacturing indudries in South Africa and anywhere dse in the
world is of paamount importance as it dimulates export diversfication. Subgtantia
diversfication has been taking place as new export sectors and markets emerge and there has
been encouraging sgns of fundamenta reorientation of South African manufacturing firms
towards foreign markets (Black & Kahn, 1998:9).

The growth in export performance of the South African manufacturing sector has been due to a
few exporting indudries led by nonferrous metas, petroleum and cod products — al of which
are large-scale capitak-intensive in their nature of production. The strong export performance of
trangport equipment, machinery and eectricd machinery appears to substantiate export-led
growth through trade liberdisation.

This trend is expected to be sustained given the increased market access in developed
economies, notably the EU and the US and the growing prospects of a free trade regime in the
SADC region in 2008. As a result of the shift in trade policy paradigm leading to the noticesble
outward orientation in the manufactured export industry in the 1990s, the manufacturing sector
in South Africa continued to achieve dgnificant trade performance, dthough a differing rates. It
is therefore plausble to suggest that trade liberaisation in South Africa has had a mgor effect on
improved export orientation and performance in the manufactured export industry.
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4.7 Summary and conclusions

Since the 1980s, there has been unprecedented globa integration. Societies and economies
around the world are being more integrated. The spread of globdisation is a direct consequence
of reduced costs of transport, lower trade barriers, faster communication of ideas and increasing
capitd flows. In South Africa, the process of globdisation is largely credited with the pace of
trade liberdisation. However, compared to other larger emerging economies, South Africa

remains a moderate globaliser.

Although the fird dep of trade liberdisation was herdded by the recommendations of the
Reynders Commisson, the beginning of the 1980s signaded the process of intendfication of a
drategy of trade liberdisation. Towards the end of the 1980s, South Africas commitment to
trade liberdisation became more evident with the BTl hardening its dtance towards privae
sector's requests for protection and instead opted for the introduction of “Selective Sectord
Programmes’. For the manufactured export industry, the South African economy appears to be
heading for a rdativdy full-scde taiff liberdisation with certan “sengtive’ indudtries under
gradua liberdisation progress. The 1990s saw the birth of a massvely sgnificant period of
economic, politicd and socid changes following the firsd democratic dections. Consequently,

South Africa undertook a massive trade reform programme.

But most important was maket access initiaives that resulted in various bilaerd and
multilaterd agreements. These maket access initiatives dgnificantly dtered the compogtion,
dructure and the dedtination of the South Africds manufactured exports. The fact that the
1990's saw a change in the orientation of trade policy and that such changes had a significant
impact on trade performance of the manufactured export industry is a plausble one. It therefore
aopears that trade liberaisation in South Africa has had a mgor effect on improved export
orientation in the South African manufactured export industry.
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CHAPTER FIVE

Growth trends in South Africa s manufactured export indudtry: Interpretation of results

5.1 Introduction

South Africals economy is reasonably diversfied, with manufacturing and services contributing
a Szeable share to totad GDP. As a percentage of world exports, South Africa showed a declining
trend throughout the 1980s and 1990s. This is attributable, among others, to the dominance of
gold (its vaue declined) as South Africas mgor export commodity and the dedlining price of
primary commodities. Since reintegration into globad markets, South Africa has initigted a
rigorous export policy amed a reducing dependence on minerd export revenues and boosting
the manufactured export sector. Consequently, a remarkable feature of the South African
economy has been the sharp rise in manufacturing exports in the 1980s and its predominance in
the 1990s. This is in accordance with South Africas industrid and trade policy thrust: to
sgnificantly increese the growth of “non-traditionad” exports in the weake of the dedining
importance of gold and question marks over the growth of certain “other” traditiond commodity
exports.

This chapter is crucid in determining and anadysing what factors are responsble for export
performance and growth in the manufactured export sector. But most important is the
identification of “manufacturing export industry champions’ generating export revenue greatly
essentid for economic growth and development in South Africa

5.2 Growth trends of South Africa strade

Supeficidly, conditions for growth of exports were very favourable in the 1970s as a whole.
The man influentid factor was the commodity boom of the 1970s. The effect on foreign

currency vaue of South Africa s goods was dramatic.
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Table 5.1: Growth trends of South Africa stotd trade (%), 1970-2000

Year M erchandise exports Net gold exports Total exports | Merchandiseimports

1970-1975 94 131 108 9.6
1975-1980 9.6 198 140 55
1980-1985 -8.9 -142 -114 -13.1
1985-1990 10.4 21 58 75
1990-199%5 52 2.8 29 81
1995-2000 1.7 99 0.3 -13

Source: NEIP, 2001

Table 5.1 shows growth trends of South Africa’s tota exports and imports for the period 1970-
2000. It emerges that South Africa's overdl export performance was superior in the period 1970
1980. This period recorded the best average annud rates of growth of tota exports than any
other of the decades. Table 5.1 further shows that the contribution of net gold exports to total
exports has been declining in red terms. Starting from 19.8 percent beginning 1980, it recorded
9.9 percent by end of 2000. With the exception of merchandise exports, which registered a
growth percentage of 10.4 percent in the period ending 1980, South Africas exports declined
during the period under scrutiny, abeit a varying rates. A noticegble feeture of the above table is
the accompanying rise in merchandise imports as merchandise exports grow.

It must be emphassed though that since 1985 the percentage of merchandise exports
continuoudy has exceeded the contribution of net gold exports and the growth rates of totd
exports. It therefore seems clear that tota export performance has been sgnificantly affected by
the decline in gold exports, mainly as a result of a wesker gold price and fdling production snce
1980. It was however, offset by a strong increase in non-gold merchandise and service exports,
especidly since the early 1990s.
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Kus (2002:9) noted that the volume of gold produced and exported fel dramaticaly from the
1970s and the dop in output was hated as a number of new shafts and some dump processing
shemes came on dream. Poor indudria reations led to many drikes that evidently later
contributed to the decline in output in the mid-1980s. Consequently, gold and “other mining’

exports as a share of total export earnings show a downward trend, as shown in table 5.1.

5.3 Export growth by major economic sectors

During its emergence as the key exporting sector, South Africads manufactured export sector
experienced various inhibiting factors, with the most prominent in the 1980s. At the centre of
negdive factors condraining growth was the decline in the foreign vadue of South Africas
overdl export earnings. Between 1970 and 1980, a sectord levd, the performance of the mining
sector as a percentage of tota export was the greatest, followed by manufacturing. Starting a
44,6 percent in 1970, the mining sector makes up 54.1 percent of tota exports in 1980. For
manufacturing, exports make up 435 and 37.5 percent, respectively, during the same period
(Lipton & Simkins, 1993:91).

Measured in current US dollars, South Africa's tota exports rose a an average annud rate of
22.2 percent in the 1970s, but fell sharply by 8.8 percent per annum in the1980-1990 period. The
export performance of al three mgor exporting sectors (agriculture, mining and manufacturing)
regigered a digmd growth trend. Agriculture was the modt affected, whils mining and
manufacturing experienced moderately lower rates of export growth.

The dructurd change in the compostion of South Africas export basket set in motion the
emergence of the manufacturing sector as a mgor contributor to export growth. A mgor concern
was, however, the continued deterioration of the export performance of the mining sector as a
share of South Africa’s totd export sector. The mining sector had (dill has) a principa role as
magor generator of foreign revenue essentid to finance the import deficit bill of the
manufacturing sector. It must be noted that for a technology-scarce economy of South Africa’s
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nature it is not surprising that the reguirements for intermediate and capitd inputs have led to a
deficit as a permanent feature of South Africa' s manufacturing sector.

In the absence of a dgnificant reversal of cepitd outflow and the declining mining export
earnings, the need for a ggnificant increase in the rate of “non-traditiond” exports, manufactures
in particular became inevitable. By comparison, recent growth trends exhibited by the DTI trade
data (2003) indicated that the relative contribution of the agricultural sector to tota exports has
never exceeded seven percent during the 1990s. In 1990, the share of the manufacturing sector to
total exports overtook the mining sector’'s share to record 47.8 percent against 42.4 percent of
mining sector. This trend has since become a permanent feature of South Africds sectord share
by kind of economic activity to totad export. Despite the continued decline in the share of
primary clusers to tota manufactured exports, it gppears that the RCA of South Africa dill
remans in primary commodities (basic iron and ded, non-ferrous metas and, to a lesser extent,
paper). The emergence of durable exports such as motor vehicles, accessories and parts
(subsequent to the introduction of Motor Industry Development Programme) indicates that with a
concerted effort by relevant government indtitutions it is possble to bresk the traditiond pattern
of RCA of South African trade.

Recent trends in South Africas GDP, compared to other emerging economies (Thailand, Korea
Republic, Indonesa, Mdaysa and Mauritius), show that exports of manufactures and
manufacturing production experienced a lesser contribution to the growth rate. The trend in
South Africads GDP growth rate has been, since 1994, less than 1 percent, even though red
exports have increased by about 5 percent (Onyango & van Seventer, 2001:11). Although this is
poor in comparison with the other emerging countries, it is a leest an improvement. It must be
noted that it is the manufacturing rather than the primary export sector tha has a dgnificant
positive impact on GDP growth rates in less developed economies.
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In recent years, South Africa's economic policy has been driven by the need to refocus
indudtridd and trade policy to increase the contribution of industria products to tota exports.
Moreover, a closer andyss of the manufacturing sector in South Africa in the 1990s indicates
the lowest ratio of the manufactured exports to merchandise exports of dl the countries
consdered. This was about 57 percent of the ratio for Madaysa, Mauritius and Thailand, but only
fractiondly smdler than Indonesa The mean vaue of South Africa manufactured exports for
this period was smdler than dl the East Adan economies. However, in per cepita terms,
Mauritius produced more than three times the vaue of South Africas manufactured exports
(Rankin, 2003:5).

But the ratio of merchandise export to GDP, as noted by Rankin (2003:1), has increased since
1990. Moreover, marufacturing exports as a share of totad exports have increased significantly
from 17 percent in 1988 to 54 percent in 1998. Since 1991 the ratio of manufactured exports to
GDP has increased by more than three times from 3.1 to 9.6 percent. This suggests that
manufacturing exports are increesingly becoming an integrd pat of GDP. The growth of
manufactured exports as part of GDP is essentid as it generates foreign exchange, dlows firms
to benefit from economies of scade, provides a mechanism for the transfer of know-how and
technology and encourages efficiency and job opportunities. South African trade by mgor
economic sectors - divison of traded good in the manufacturing, mining and agriculturd sectors
- shows an important sructura change. Over the last decade, the proportion of manufactured
goods in tota exports has increased dgnificantly as more of South Africals raw materids are
processed before being exported and the proportion of manufactured imports has fluctuated
consderably. Figure 5.1 shows the gructure of South Africa’s trade by kind of economic activity
between 1993-2002. The agriculturd sector is second from the last after “other trade” with 5.2
percent as the highest contribution to tota exports snce 1995. The share of mining exports
declined consderably since 1994, recording 36.9 percent in 2002 down from 58.3 percent in
1996. Noteworthy is the significant growing share of manufacturing export since 1992.
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As expected, 1998 was characterised by declining growth of exports mainly due to depressed
markets in the Easern Ada markets following the 1997/8 Adan financid crids. It is evident that
the manufactured export industry has become the engine of trade growth in South Africa as it
continues to account for the lion's share of tota exports. By contrast, the growth trend of South
Africa simports by kind of economic activity shows a different performance.

Figure 5.1: Export growth by mgjor economic sectors as % of totd exports, 1993-2002
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Source: Economic Research Unit database (DTI), 2003

Imports by agriculturd and mining sectors indicate the well-documented sdf-reiance of the
South African economy vis-a-vis these sectors. But even so, imports by the mining sector have
been geadily risng while a downward trend is identified for the agriculturd sector. The growth
in imports by the mining sector can be traced to the recent surge in “high-tech” mining to
increase the competitiveness of the South African mining sector in globd markets. On the other
hand, deficit has become a permanent feature of the South African manufacturing sector.

This is a worrying phenomenon for economic policy-makers since the manufactured export
indugtry is highly regarded as the engine of economic growth and the lack of “sdf-rdiance’ by
the industry could serve as a condraint to growth in the long run.
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For ingtance, South Africa’'s manufactured exports in 1993 amounted to R15.7 billion, whereas
manufactures imports were R45.1 billion. By 1998 their vaues were R42.4 hillion for exports
(+170 percent) and R106 billion for imports (+135 percent). Therefore, South Africa has a
marked trade deficit in manufactured goods dthough the reative (not absolute) increase in
exports was rather higher than for imports for the periods examined.

Ovedl export peformance by 9-sector aggregation (Business sarvices, Manufacturing,
Community services, Trangport, Agriculture, Trade, Electricity, Mining and Congtruction) in
South Africa provided a broader analyss of export growth between 1991-2001. TIPS trade data
(2002) showed that the highest growth rate in exports between 1997-2001 came from of business
sarvices (7.3 percent), manufecturing (6.9 percent) and community services (6.9 percent). The
moderate growth performers included transport, agriculture and trade, whereas amongst the
negative achievers mining sand out — a magor policy concern conddering its importance to
employment creation and foreign currency generation.

5.4 Export performance by stage of production

Repid growth in exports of manufactures has been a centrd festure of the successful
development of the high growth economies in East and South-East Ada during the past four
decades. The success of the larger developing economies (China, Thalland, Madaysa, and
Indonesia) tha achieved high growth rates of manufactures exports in the 1980s has prompted
policy-makers in amilar countries to adopt growth drategies rdevant to manufactures as a policy
centrd for the development of their economies (Martin, 1993:1). South Africa has snce adopted
the drategy and is regping rewards for diverting more of its resources from extraction to
processng of naturd resources degined for world makets. The shift in the dructurd
compogtion of the South African economy has thus, to an increasing degree, rubbed off in the
changing compostion of the export basket in the 1990s. Following the reintegration of South
Africa into the globa economy in the early 1990s there has been improved export orientation

towards world markets.
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It has contributed towards the diverdfication of South African exports away from mining
towards manufactures. The risng economic dgnificance of manufactured exports bears
tetimony to the outward orientation of South Africas production, and a shift from just
extraction of natural resources to the beneficiation process.

Figure 5.2: Exports by stage of production as % of total exports, 1992-2000
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Exports by stage of production in the early years of 1990 show a dender dominance of raw
products. But the dawn of 1994 has since changed the production landscapes. This period has
seen a higher red growth of export of manufactured goods and an increase in the percentage
share of semi-manufactured exports, whereas exports of raw meaterias continue to decline.
Figure 5.2 shows that the contribution of raw products (22.3 percent) to tota exports was the
greatest, followed by manufactured goods (47.2 percent) and semi-manufactured products (27.2
percent). Manufactured exports recorded 45.5 percent to the share of total exports, with raw
products and semi-manufactured goods accounting for 27.6 percent and 36.9 percent,

respectively.
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Clearly figure 5.2 shows a shift in commitment of resources away from the primary sector to the
secondary, which is congstent with indudrid and trade policy prescription in South Africa
However, the podtion of the trade baance by stage of production paints a typica characteristic
of a deveoping economy. Growth in output of the South African manufacturing indudry is
regrettably associated with an increase in imports of intermediate and capitd goods — a trend that
dates back to the primitive years of indudridisation in South Africa (Parr, 2000:299). Therefore,
it is not surprising that the manufactured export sector have the greatest deficit counter-balanced
(as expected) by the greatest surplus generated by the raw products. Semi-manufactured goods
fared better than manufactured goods, only registering deficits in 1996 and 1998, and then
ganing strength in the remainder of the 1990s and beginning of 2000s.

5.5 Export growth trends by mgjor regiona markets

The trade reforms adopted by the South African economy post-1994 gave impetus to
manufactured exports destined for the key internationd markets, following the lifting of trade
sanction againg South Africa by the internationd community. In terms of percentage growth
rates year-on-year change of the totd manufactured export vaue, there have been a dramatic
acceleration to the SADC and North Atlantic countries in the first hdf of the 1990s. By contrag,
EU’s growth rates steadily accelerated in the last hdf of the period under review. A farly steady
growth of manufactured exports is experienced for the East Asan market. From 7.5 percent in
1990 SADC grew by more than 5 percent in 1995, only to decline by 2.1 percent in 2002.
Although from 6.7 percent in 1995, NAFTA recorded the highest growth rate of 11.6 percent in
2002 from 3.9 percent in 1990. Following the 1997/8 East Adian crisis the region’s absorptive
capacity of South Africa's manufactured exports was severely dampened, dropping by more than
2 percent between 1996 and 1999. Measured a average annua growth percentages (not shown in
table 5.2), the EU (21.4 percent), followed by East Asa (11.8 percent), SADC (11.7 percent)
were star performers with NAFTA (7.8 percent) amoderate performer.
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The other regions faled to grow a more than 2 percent. The research outcome of manufactured
export growth by mgor regions indicates that with the exception SADC, South Africas
manufactured exports are mainly destined for developed marketsin the EU and North America

Table 5.2: Regiond destination of South African manufactured exports as a percentage of tota
manufactured exports, 1990-2002

Regions 1990 19911992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Eastern Africa 05 05 08 08 13 17 17 19 20 17 14 17 17
SADC 75 85100 102 115 134 137 137 127 131 129 128 115
NAETA 39 37 60 60 73 67 78 77 92 92 11.0 108 116
Eastern Asia 105 111 11.4 9.9 102 124 139 136 111 122 130 110 125
S. Eastern Asia 12 11 17 18 46 39 42 44 21 28 30 31 30

European Union 18.3 16.3 19.3 17.0 179 21.7 187 189 24.7 26.8 258 266 26.2
Source: Economic Research Unit database (DTI), 2003

Table 5.2 provides the top regiond destination of South Africa’s manufactured exports between
1990-2002. The table shows that there has been a fairly consstent pattern of the top five trading
regions over the period examined. As aways the top three mgor markets were EU, SADC and
Eagtern Ada These results are hardly surprisng given South Africas top trading partners
andysed in chepter 4. East Ada includes notables like Japan, South Korea and Taiwan;
NAFTA'’s totds are primarily attributed to the US, with Canada a distant second. Zimbabwe,
Mozambique, Mdawi, Mauritius, and Zambia dominae the SADC market. For North America
and Aga one could argue that South African manufactured export growth was more or less in
line with globa trends (van Seventer, 2001). Average annud growth of the manufacturing
industry was 6.5 percent (SADC), 19.3 percent (the Rest of Africa), and 3.8 percent (North

America) while Europe and Adga recorded -4.9 percent and -8.3 percent, respectively, during the
period under review.
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5.6 Geographica breakdown of manufactured exports

The geographica breakdown of South Africa’'s manufactured exports (percentage) indicates that
the SADC region is the mgor market for more than haf of the export manufacturing firms. Food
processing and beverages industries are prime examples. Table 5.3 indicates that snce 1990, the
geogrgphicd  dedtintion of manufactures remained rddively congtant, with food, chemicals,
basc iron and sed and nonferrous metds prominent in dmogt dl the regiond markets.
Teevison, radio and communication equipment (1998), machinery and equipment, and motor
vehicles, parts and components (2002) had consderable growth rates.

The rest of Africa market is the second most important export destination for a large number of
the South African manufacturing firms. The dectronic sector is dominant in this market. The rest
of the Americas and Central and Eastern Europe are aso important mgor market for firms in
South Africa Ada emerged as a mgor market for a number of iron and sted manufacturing
firms whilg North America is an important mgor market for firms in the metd products and
machinery indudtry.

Table 5.3: A geogrephicd breskdown of manufactured exports a industry levd (% of totd
manufactured exports), 1990-2002

Clusters : 1990 SADC NAFTA EA EU

Food 10.8 11 14.8 134
Beverages/tobacco 2.9 0.1 0.3 0.7
Textiles/clothing 3.1 1.0 4.9 3.1
Chemicals 15.1 11.3 7.3 7.6

Basic steel/ iron 105 29.1 42.6 14.2
Non-ferrous/metal products 9.7 14.6 135 17.2
Machinery/equipment 135 6.9 0.9 54
Electrical machinery 41 0.5 0.2 0.9
TV, radio/comm..equipment 0.5 0.5 0.1 0.9

Motor vehicles 7.5 8.8 1.2 4.4

Continue on next page
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Continued from lastpage

Clusters : 1994

Food 9.4 4.9 85 13.0
Beverages/tobacco 4.0 0.1 0.1 0.1
Textiles/clothing 3.2 5.1 5.1 4.5
Chemicals 15.7 21.3 10.9 10.6
Basic steel/ iron 7.5 31.7 34.8 141
Non-ferrous/metal products 5.7 7.9 141 8.7
Machinery/equipment 12.1 4.2 1.0 4.9
Electrical machinery 2.6 0.4 0.5 19
TV, radio/comm..equipment 0.5 0.2 0.1 0.4
Motor vehicles 9.1 4.1 4.4 9.2
Clusters : 1998 SADC NAFTA EA EU
Food 115 47 8.7 6.8
Beverages/Tobacco 3.7 11 0.6 3.5
Textiles/clothing 2.2 4.9 14 4.5
Chemicals 17.0 16.7 104 7.8
Basic steel/ iron 141 6.7 14 8.4
Non-ferrous/metal products 19.0 8.1 9.9 14.3
Machinery/equip 2.8 0.6 0.6 25
Electrical machinery 19 0.4 0.1 0.7
TV, radio/comm.equip 8.7 6.2 35 16.9
Motor vehicles 5.8 6.3 23.8 55
Clusters : 2002 SADC NAFTA EA EU
Food 11.9 3.6 5.6 5.9
Beverages/tobacco 4.2 1.8 0.4 4.6
Textiles/clothing 3.2 8.2 15 3.0
Chemicals 18.7 17.7 6.5 8.2
Basic steel/ iron 6.9 16.8 26.9 12.4
Non-ferrous/metal products 7.4 7.0 241 4.2
Machinery/equipment 13.2 10.1 2.0 17.5
Electrical machinery 4.0 0.7 0.6 2.2
TV, radio/comm.equipment 1.9 0.2 0.3 11
Motor vehicles 10.8 205 145 16.5

Source: Cdlculated from Economic Research Unit database ( DTI), 2003

Table 53 shows that mechanica goods and parts, eectricd machinery, equipment; furniture
iron and stedl; motor vehicles and parts; paper and paper products have been dominant.
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The North America market was dominated by primary exports in the early 1990s, with a
dramatic acceleration of manufactured exports Snce mid -1990.

Whilst dectricd machinery and equipment and motor vehicles and parts exports have featured
prominently in recent years, agricultura and mineras goods 4ill contributed a sSzeable share of
totad manufectured exports. The SADC market exhibits a sectord disperson of manufactured
exports different from the other mgor markets andysed. Equdly important are both the primary
and manufectured exports adthough the manufactured export indudry is the only indusry

wherein South Africa consstently registers atrade surplus.

5.6.1 Growth trends of manufactured exports, 1990-2000

The changing dructure of South African manufacturing sector shows that export orientation has
become an integra part in the mid-1980s. As a result, manufactured exports have since become a
man component of foregn demand in the South Africa economy. Figure 5.3 shows average
annud rates (five-year time scde) of growth trends of South Africas 18 manufactured export
industries between 1980-2000, based on constant 1995 US Dollars. During 1980-1985 period,
only paper and paper products (4.1 percent), nonferrous basic metals (5.4 percent) and leather
and leather products (1.8 percent) were star performers.

Negative rates of growth were recorded by footwear ¢11.8 percent), eectricd machinery ¢11.4
percent), furniture (-10.4 percent) and wood and wood products ¢7.8 percent — dropped from
38.1 percent in 1970-1975 period). As a result, manufactured export growth for this period was
the wors ever in the South African manufacturing sector. Though a varying raes, the period
1985-1990 saw dl 18 manufacturing exporting industries regigtering postive growth rates.
Furniture (35.7 percent) and fabricated meta products (30.8 percent) were champion exporting
industries, with motor vehicles, accessories and pats (23.7 percent), televison, radio and
communication equipment (21.0 percent) and professona equipment (19.6 percent) completing
the list of moderate performers.
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Figure 5.3: Growth trends of manufactured exports at 18-industry level (%), 1980-2000
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With the exception of lesther and leasther products and non-ferrous metds, the remaning 16
indudtries experienced double-digit growth rates. In fact, during this phenomend manufactured
export growth period only nonferous metds fel by 1.5 percent but Hill retained a postive
growth trend. Although the impressive growth trend of the 1985-1990 period fed into 1990-1995
period, the latter period experienced a downward growth trend. Only chemicas and leather and
leather products managed to achieve postive growth rates, al other industries experienced a
decline in red growth rates and yet retained postive growth rates. Fabricated metd products,
electricd machinery, other transport equipment and professona and scientific equipment were
the worst performers. The growth trends of 19952000 were smilar to those of 1980-1985,
characterised by the reversa of the growth period of 1985-1990. The only relative star performer
was non-ferrous basic metds, registering 10.5 percent between the periods in comparison. All
other indudtries continued with a downward growth trend ether retaining a postive or negative
growth rate.
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5.5.2 Growth trends of manufactured exports since 1990

The beginning of the 1990s brought with it remarkable changes in the higory of manufactured
export industry. Following the democratisation of the South Africa economy in 1994, the
manufacturing sector's trade was boosted with improved access to key international markets.
Economic democratisation in South Africa presented the manufacturing sector with incressed
chalenges from seasoned competitors and adso brought with it vent-of-surplus opportunity.
Having andysed manufactured export performance for the period 1980-2000 on a five-year
bass, the 1990s shows an interesting andyss into the growth trends of South Africas
manufactured export sector. In recent years, the South African economy experienced a continued
decline in the role of commodities as man components of the totd export basket. This is
informed by the risng export performance of the manufacturing sector relative to other sectors
such as mining. The growth of South Africals manufactured export by sector and industry as a
percentage of total manufactured export between 1990-2002 shows growth in every industry.
Albeit a vaying rates, mgor industry groups (natural resources-based, durable and labour-
intengve) have shown significant growth rates.

Despite South Africa’s large endowment in raw materiads, primary exports make up a smdler
share of tota exports in the 1990s. The early years of the 1990s shows a dominance of durable
manufactured exports, with labour and resource-intensgve exports following from a disance. The
annud rates of growth for the durable manufactured exports grew dramaticaly by 3.8 percent in
1993-94 period.
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Figure 5.4: Growth trends of mgor manufacturing industry groups (%), 1990-2002
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During the same period, resourceintensve manufactured exports overtook labour-intensve
manufactured exports, recording higher annual growth after durable goods. Although labour-
intendve manufactured exports grew, it was lower than the rest. By the dawn of the mid-1990s,
the growth trends a broad manufactured export leve changed dggnificantly.  Although
manufactured export growth trends ill appeared in favour of resource-intensve and labour-
intensve, the figure indicates the growing share of durable exports — a trend that has become a
pamanent festure of South Africds manufactured export indudtry. The implication is that the
increasing shift of the manufactured export indudtry towards high-value export has changed the
sructure and composition of manufactured exports destined for world markets. It appears that
year-onyear growth analyss between 1990-2002 a current prices shows that high growth rates
were more prevaent for the durable goods, distantly followed by labour-intensve manufactured
exports. The trend emerging is that of a declining role of primary commodities a man
component of the tota manufactured export industry in South Africa
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Figure 5.5: Labour -intensive manufactured export trends (%), 1990-2002

25 1

20 7

: —

——

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

[==—fcod —=—veverages textiles leather & leather products —M—furniture —=—footwear clothing ]

Source: Economic Research Unit database (DTI), 2003

Figure 55 shows that beverages, furniture and clothing were star performers for the labour-

intensve category between 1990-2002. All but furniture experienced amost double annua rates
of growth between 1990-2002. The industries that peformed wel (food, textiles, leather
products and footwear) in 1994 captured relative deteriorating export performances.

Figure 5.6: Resource-intensve manufactured export trends (%), 1990-2002
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Although the tota resources-based exports (basic chemicas, paper and paper products, nor
ferrous basc metds and other chemicas) have experienced steady growth rates, most of the
indudtries show a decreasng share in the totd manufactured exports reldive to other indudtries
in the 1990s.

Owing to beneficiation of naturad resources, annud rates of growth of durable manufactured
export performance have been impressve during the period 1990-2002. Figure 5.7 shows the
performance of the durable manufacturing industry group.

Figure 5.7: Durable manufactured export trends (%), 1990-2002
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Sar peformers include motor vehicles, tdevison, radio and communication equipment and
mechinery and equipment. Whils motor vehicles and machinery and equipment grew by 1.3
percent and 0.9 percent between 1990-94, these industries registered 6.6 and 7.3 percent in 1998
to remarkable growth rates of 26.4 and 23.0 percent in 2002, respectively.
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Summary of manufactured export growth trends. 1980-2002

Thefollowing growth trends highlight some of the key findings of the research.

e\Whilst the early 1980s experienced negative growth rates, sgnificantly higher growth trends
were prevaent in the last haf of the 1980s. By great contrast, the rest of the 1990s were
characterised by a podtive yet reaively downward trend in South Africa’s manufactured
export industry.

&se5 Although  the manufactured export industry experienced Sgnificant podtive growth rates
between 1990-2002, it was not enough to surpass the annua average rates of growth
achieved snce mid-1980s and early 1990s.

eSouth  Africds manufactured exports by sector and industry as a percentage of tota
manufactured exports between 1990-2002 showed a sgnificant growth trends for al mgor
menufacturing industry groups (natural resources-based, durable and labour-intensve). A
dar performer during the period under review was the durable industry — a trend that has
become a permanent feature of South Africal's manufactured export industry — implying an
increasing shift towards high-value manufactured exports destined for world markets.

A remarkable feature of the South African economy in the 1980s has been the sharp rise in
manufactured exports and its predominance in the 1990s. This was spurred by the indudtrid
and trade reforms with a view to improve the contribution of high-vaue exports amid the
declining importance of commodity exports.

weAverage annud rates of growth at 18 sector analysis between 1980-1985 showed that paper

and paper products, non-ferrous basc metals and lesther and leasther products were Sar

performers.
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&&The period 1985-90 recorded phenomena growth trends spurred by furniture and fabricated
metal products as champion industries with motor vehicles, accessories and parts, televison,

radio and communication equipment completing the list of moderate performers.

&eA downward trend was evident during the period 1990-1995, with only chemicas and leather
and leather products performing wel. Fabricated metad products, electricd machinery, other

transport equipment and professond and scientific equipment were the worst performers.

#&The growth trends of the 1995-2000 period were a replica of the 1980-1985, reversng the
growth period of the 1985-1990. As the other manufactured export industries retained either
a declining pogtive or negetive growth rate, the only relative star performer was non-ferrous
basic metds.

eeManufactured exports growth trends by regiona markets showed that South Africas
manufactured exports were mainly destined for developed markets (EU and NAFTA).
SADC, the regiond economic bloc of developing countries in Southern Africa, is the only
market in which the manufactured export industry continues to record a trade surplus.

5.7 Growth factorsinfluencing manufactured exports in South Africa

In recent years, South Africas manufactured export industry underwent a fierce sructurd
adjusment process prompted by the new indudrid and trade policy reforms. As a result,
consderable changes of competitiveness were deiberaidy manipulated, leading to the
fluctuations of the performance of South Africds cgpacity to trade in manufactured goods.
Levels of competitiveness, geographical and product specidization and eadticity to changes in
world demand were consequently influenced by these structura changes (Golub, 2000:15).
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Table 5.4: Postion and changes index in the manufactured export industry, 1997-2001

Industry Position index Changesindex
Clothing 53 51
Mis. Manufacturing 41 58

L eather products 39.9 39
Non-dectrical machinery 375 60.5
Textiles 31 18.5
Consumer dectronics 31 39.5
Electronic component 28.7 41
Trangport equipment 185 62
Chemicds 17.8 38.5
Processed food 10 99.5
Minerds 85 62
Wood products 5 37
Basic manufacturing 9.5 98.5
Fresh food 7.6 20.5

Adapted: TIPS (www.tips.org.za), 2003

The postion and change indices are ranked in an ascending order such that a lower composite
index shows dominance of that paticular variable in a certain sector. Table 54 indicates the
dominance of traditiond sectors composing of basic manufacturing (9.5 percent), wood products
(5 percent) and food (10 percent) at static trade performance level. Although these sectors fared
well under the static trade measurement, they performed poorly when measured by the dynamic
trade performance, which is greatly influenced by competitiveness, adaptability and geographica
soecidisation level. A change towards a negdive levd of these influentid factors of dynamic
trade performance will lead to a declining growth trend for tha particular sector. Teble 54
reveds that leather products, textiles and clothing and consumer dectronics showed higher

dynamic trade performances over the period examined.
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The ability to adjust to the changes of trade conditions in the markets of these sectors was pivotd
to the export growth experienced during the period under study. As for the adaptability levd, i.e.
the ability to adjust to fluctuations in world demand, only non-dectricd machinery and dothing
(mainly due to the competitiveness effect) emerged as star performers.

The 1997-2001 period showed that poor export growth performance were recorded by basic
manufacturing, chemicds and food, while some improvement was regisered by exporting
manufecturing indudtries such as nonrdectricd  machinery, textiles and information technology
and consumer dectronics. However, the combination of competitiveness and geographical
soecidisation effect indicates that the South African manufactured exports industries were
relatively low (in the exception of leather and trangport equipment exports), suggesting that the
export of manufactures specidised in relaively poor export growth performance markets and
lacked competitiveness. The outcomes of the survey showed that South African manufactured
exports have access to dl globd markets but ill grew ether in declining markets or hed
declined in growing markets, with adaptability and competitiveness effects centrd to the
direction of the growth trends.

These trends are based on the outcome of the ITC research in which South Africa's economy and
its sectors were compared againgt 184 economies around the world and 14 economic clusters for
the period 1997-2001. The research used changes (which measures the export performance of the
economy and its sectors) and postion (which measures recent growth trends in  export
performance) indicators which were then compared with those of economies and its sectors to
measure trade performance. The former measured dynamic and the latter measured datic trade
performance. Although there has been a generd improvement in compeitiveness in mogt
manufacturing indugtries in the 1990s relative to other countries, it has been due to declining
wages rather than arisein relative productivity rate.
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Golub & Edwards (2003) reveded that labour-intensve indudtries had large improvements, led
by leather and footwear. Industrid chemicals, non-ferrous metds and professond equipment
were other industries that experienced large declines in relative unit labour costs. Compared to
other developing countries, South Africds absolute advantage is rather wesk for aggregate
manufacturing; but not as much as againgt developed economies.

The andyss is important in that South Africa competes with other developing countries for
developed country markets. Further it emerged that natura resource based sectors (food, paper,
iron and ged, with the exception of nonferrous metas which gopeared highly competitive)
showed a decline.  Labour-intensve industries showed mixed growth trends with lesther and
footwear improving shaply but others (textilies and dothing) loosng ground. Smilarly,
indifferent competitiveness levels emerged for chemicds, macinery and meta products. For the
durable manufectured exports, there has been dgnificant improvement in this regard with
electrica machinery, motor vehicles, parts and accessories and transport equipment leading.

The results indicate that levels and changes in competitiveness in South Africa are inconsstent
with sectoral characteristics such as factor content, skills intengity, Sze and trade orientation. As
a result, it is difficult to choose “winning” and “loosng” indudries in the manufactured export
sector vis-a-vis competitiveness tendencies. Therefore, industry and trade policy biases againgt
and/or in favour of some industries over others are not advisable. Instead, a generd environment
that fogters productivity growth and wage moderation, as well as a competitive exchange rate,
will entail rapid growth. Then, forces of the market will determine which indudries particularly
succeed in exporting.

Other influentid factors incdlude foreign links and the sze of the firm. The former factor seamsto
suggest that foreign links is an important conduit for the transfer of technology and technica
know-how, whereas the sze (in combination with efficency) of a firm emerged as a driving
force behind South African manufacturing firms' choice of exporting, in the SADC region.
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However, once firms dart exporting, size does not seem to count. In South Africa manufacturing
firms a middle sze leve tend to export more than smaler and larger exporters. It therefore
seems to imply that there are fixed costs and the efficiency thresholds that need to be overcome

in order for afirm to venture into globd markets.

South African manufacturing firms tend to regard exporting as a risky venture and thus
concentrate on the domestic market. This is indicated by the lower output-export ratios in spite of
having more firms exporting. For South African manufacturing firms, it was found that firms thet
export outsde SADC are more efficient than firms that export only to SADC or do not export at
dl. This may suggest that efficent firms sdf-sdect into export markets or that firms become
efficient once they are exporting (Giersch, 1987).

Furthermore, manufacturing firms may lack information about potentid markets or it may be
consdered unprofitable (and even risky to find out). Other factors rdate to supply-sde
congtraints such as lack of skilled workforce, outdated capital and/or lack of access to finance.
Alternatively, there may be limited demand for South African products because they do not meet
international standards, or too expensive because of variable costs such as trangport charges, high
domestic costs and the strength of foreign exchange (Cooper, 1995 & Naude, 2001:124).

5.6. Summary and conclusons

In the wake of the declining importance of traditional exports, South Africa has adopted a
rigorous export policy amed a boosting the manufactured export sector. It emerged that South
Africa’s overdl export performance was superior in the period 1970-80 compared to the 1980
2000 decades. The poor performance of 1980-2000 was mainly due to the weaker gold price and
fdling production.
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Export growth by mgor economic sectors (mining, agriculture and manufacturing) indicates a
downward growing trend for mining and agriculture such that dructurd change in the
compogtion of South African export basket st in motion the emergence of the manufacturing
sector as a mgor contributor to export growth. Despite the continued decline in the share of the
primary clusters to tota manufactured exports, it appears that the RCA of South Africa 4ill

remainsin the primary commodities.

South Africals top regiond markets for manufactured exports show a farly consstent pattern,
with EU, SADC & Eagtern Asa and NAFTA dominant. These results are hardly surprising given
South Africas top trading countries. Geographical breskdown of South Africal's manufactured
exports shows that SADC is the main market for South African manufacturing sector.

The geogrgphicd dedtination of manufactures remained reatively constant for most industries
with food, chemicas, basic iron and sed and non-ferrous basc metds prominent in dmogt al
the regiond markets. Manufactured exports are increasingly becoming a dominant festure in the
EU maket, but agricultura and mining products ill contribute a sizeable share of tota exports.
The SADC maket exhibits a sectord digperson of manufactured exports different from the
other mgor markets. Equaly important are both primary and manufactured exports, athough the
former is the only sector wherein South Africa condgtently registers a trade surplus. Growth
trends in the South African manufactured export industry show growth in every exporting
industry, and natura resource-based, durable and labour-intensve industry groups have shown
dgnificant growth rates. The growing trend towards dominance of durable manufactured exports
indicates the dructura shift towards high-vaued exporting behaviour. A mgor chdlenge for
South Africals manufactured export industry is the low levels of competitiveness, specidisation
and adaptability ratesin key mgjor exporting groups and regiond markets.
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In recent years, there has been an increasing improvement in these varidbles and somewhat
postive growth trends by key durable exporting indudtries inclusve of nonteectrica machinery,
information technology and consumer eectronics. The lack of competitiveness was seen as a
magor factor inhibiting growth in the manufacturing sector. The research outcome makes it clear
that whilst the early 1980s experienced negeaive growth rates sgnificantly unprecedented
growth trend was prevaent in the last hdf of the 1980s.

By great contrast, the rest of the 1990s were characterised by pogtive yet reatively downward
trend in South African manufactured export industry. As the 1990-2002 current prices andyss
indicated, the growth rates of manufactured export industry were not enough to surpass annud
average rates of growth achieved snce mid-1980s and early 1990s. The results of the anayss &
esentid  in identifying growth trends and growing industries and markets with a view to
channeling resources to such industries, and not waste on fading industries.
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CHAPTER S X

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

6.1 Concluding remarks

If exports are to play a pivotd role in the future economic growth and development of South
Africa, then manufactured exports are specificdly important. The primary am of the research
was to invedtigate the nature of growth trends and identify export industry champions in South
Africas manufactured export industry since the 1980s. The extent and nature of factors
influencing the growth trends of manufactured exports were dso researched with the view to
identifying the possble prevdence of future obgtacdles and dimulants of South Africas
manufactured export industry.

The gructure and performance of the manufactured export industry in South Africa was a direct
consequence of naturd-resources endowments, which adso shgped industrid and trade policy
design. It was indeed the discovery and exploitation of diamonds and soon afterwards, of gold
which was responsble for developing the modern indudry in South Africa The ddiberae
involvement of government through the provison of infrasructure and promotion of import
subdtitution drategies had been the driving force behind the development of industry in South
Africa. In an attempt to curb the wide divergence of economic opportunities around South
Africa;, an indudrid policy shift towards decentraisation around magor cities was deemed
necessaty. The early stages of manufacturing devdopment in South Africa were dominated by
heavy indudries, unlike in mos developing countries where textiles and clothing led the
industrid  process. Industrid development in South Africa has not been without its difficulties.
Sonificat growth of manufecturing in South Africa was hampered by vaious <gructurd
condraints such as high levels of import-intengty, bias against export of manufactures, the sl
sze of the domestic market and skewed income digtribution and the indudtria strategy of import
substitution.
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Consequent to these festures were low levels of investment, sub-optimd utilisation of capacity,
and low leves of employment and productivity growth. Researching the gSructure of the South
African economy, it emerged that the manufacturing sector dominated the secondary sector of
the economy and occupied an important role in the economy of South Africa The South African
manufacturing sector showed high levels of concentration with regard to geography, distribution
of output, employment, saes, ownership and control.

Through specia programmes initisted under the SDI and IDZs, the post-1994 government hoped
to dimulate the growth of manufacturing by increesng competitiveness, levels of investment and
udtaindble foreign trade baance. The government has adopted a new indudtrid development
drategy - IMS — based on two competing developments in the manufacturing sector for the past
five years. Manly, the IMS drategy amed a promoting competitiveness and providing
infrastructure and logistical support to eight manufacturing sectors.

In the light of the growing employment deterioration and the subsequent increesing poverty
levds in South Africa, the growth of manufacturing was deemed imperative. That required the
clear identification of sources of growth to ensure that manufacturing would continue to grow
towards a Stuation where it became sdf-supporting. However, it gppears that while the structure
of the South African economy has adopted the globa trends with a move in the direction of a
“New Economy” it dso became clear tha the sructurd change of the economy is insufficient to

address the unemployment crisis.

The path of economic development in South Africa just as in many developing countries, was
fird premised on import subgitution with outward-looking drategy implemented later. The
extent of success and failures concerning the diverdfication of the economy of South Africa and

those of other developing countries remained a matter of serious debate.
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The growth of the economy was achieved in most deveoping countries but with little
improvement of the lives of ordinary people due the existence of pervasve unequd distribution
of income-generating opportunities. Although some countries made some remarkable growth in
non-economic varigbles, others continue to exis in the shadow of the successful industridising

nations.

World War Il had a very important impact on the thought of what determines economic
development in the economy. The linear stages of economic development explained the course
of devdopment as a smple series of deps, which all countries must pass, based on the
phenomena successful path of the now developed countries. Rostow’'s stages of growth mode
argues that countries must pass through successve dages dong the development path. He
identified five dages the traditiond society, pre-condition for teke-off into sdf-sudaning
growth, the drive to maturity and the age of high mass consumption. Each stage is identified by
its characterigtics, which overlap into those of the other stage(s). Of the five stages, the take-off
dage is regarded as the most important as it involves overcoming stumbling bocs such as risng

investment and accumulation of necessary technica know-how to expand industries.

The fird stage of development in South Africa occurred before the late 1800s when subsistence
agriculture dominated the economic activity. However, the course of deveopment in South
Africa was geared up by the mining indusry, which lad the necessary conditions for take-off
into Hf-sugaining stage. The political ingability in the late 1970s and the unequa digtribution
of income in South Africa nealy condrained the stage of high mass consumption, which was
achieved in 1975.

A number of condraints and criticism ae being leveed againg the linear sages of growth

model. The main congdraint concerned the low level of new cgpitd formation in most developing
countries atributable to the low levels of income and thus savings in these countries.
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Criticians agang the dages of growth modd included the assumption that savings and
investment was the sufficient condition, when in redity, was rather the necessary condition for
economic development; confuson of economic growth as meaning economic development;
ingbility to recognise the diverse dructurd features of the developing countries; and the
assumption that divergfication into manufacturing equaled devel opment.

It was because of these numerous obstacles and congtrains, and criticisms of the grictly stages of
growth mode that led to the emergence of the structurd-change mode which took a differently
radical pogtion. The mode recognised the fact that the contemporary developing countries are
part of the web of externa forces. One of the best-known early theoreticd modds of sructurd
transformation was that of the Lewis Two-Sector modd. The theory conssted of the traditiond,
overpopulated rurd subsistence sector which was characterised by zero margind productivity of
labour, and a high-productivity modern sector into which labour from the former sector was
gradudly trandferred. The three main assumptions of the mode, for which proponents of the
model were criticised, include the unlimited supply of labour from the rurd sector, reinvestment
of profits by capitdists and condant wage rate until surplus labour was exhaugted. The modd is
criticised for faling to consder the posshility of upward pressure on wages despite the presence
of unemployment and the posshility of capitaists competing among each other and the cepitd
flight argument.

Like the Lewis modd, the patterns-of-development andyss of gtructural change focuses on the
sequentid  process  through which  the economic, indugtrid and inditutiond dructure of an
underdeveloped economy should be transformed over a period of time to permit new industries
to replace traditionad agriculture as the engine of economic growth. The well- and best-known
patterns of development mode is that based on the empirical work of H. Chenery.

According to the empirical sructurd-change theory developing countries are confronted by a
host of domestic and international condraints that lie beyond these countries. These numerous

sructura forces could either promote or inhibit the structurd transformation of these economies.
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Sources of indudrid growth include invesment and growth, sources of demand, savings,
channding savings to investors, and the domedic capecity building and productivity.
Diverdfication of developing countries economies requires the wdl-planned establishment  of
manufacturing indudtries which could make inroads into foreign makets It emphesises the
promotion of internationd trade, in manufactures in paticular, as an integrd pat of the
development strategy for developing countries. Trade was broadly analysed by studying trade by
country, geographical area and commodity.

In pursuit of the reasons why countries trades with each other, different theories of trade emerged
to explain forces behind internationd trade. The mogt notable ones include Ricardo’'s and the H
O trade theories based on comparative advantage. Both theories attribute trade to different factor
endowments, athough the HO theory was regarded as the more sophisticated. Trade can dso be
explained through theories such as the Leontieff, technology, taste differences, and cyclicd
conditions in the economy. Many economists consdered R&D, economies of scale, and natura

resources among the possible determinants of the sources of trade.

Foreign trade in South Africa has been characterised by redtrictions, incentives, exhortations and
other forms tinkering with the economy. But sSince the 1990s, the key features of South Africas
patterns of trade changed dgnificantly. Consequently, the compostion of South African exports
was diversfied with manufacturing, contributing a Szesble exporting vdue to the totd GDP.
However, export growth trends indicated that South Africas exports were mainly derived from
the <ill-intendve and minerd-intensve indudtries. The export gructure and pattern of export
growth by factor intengty in South Africa explaned partly why the manufacturing €ctor has not
seen any mgor job creation despite rgpid export growth in the 1990s. Reducing the import bill in
the manufacturing sector could be achieved with a concerted effort to encourage R&D, thereby
increasing the innovation capacity of the manufacturing sector and the economy in general.
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To share in the fruits of outward-oriented trade policy, South Africa initiated trade liberdisation
even before bounding itself to the WTO liberdisation programme in the mid-1990s. The firg
episode of trade iberdisation took place in the 1970s, heralded by the recommendations of the
Reynders Commisson which largely encouraged an “export incentive scheme’ to achieve
greater export orientation.

The gat of the 1980s sgnded a process of intendfication of a drategy of trade liberdisation,
characterised by the dimination of dud exchange rates and implementation of export subsdies.
Towards the end of the 1980s, South Africas commitment to trade liberdisation became more
evident when the BTl begun hardening its stance towards private sector’s requests for protection,
and instead opted for the introduction of “Sdective Sectord Programmes’. For the manufactured
export industry, the South African economy gppeared to be heading for a rdativey full-scae
tariff liberdisation with certain “sengtive’ industries under gradud liberdisation progress.

The 1990s experienced the birth of a massvely sgnificant period of economic, politicad and
socid changes following the firs democratic eections in 1994 Consequently, South Africa
undertook a massve trade reform programme. But most important was market access initiatives
that resulted in various bilaerd and multilaerd agreements. These market access initiaives
dgnificantly dtered the compogtion, dructure and the dedtination of the South Africas
manufactured exports. Mgor regiond makets include the EU, SADC, Eastern Asa and
NAFTA. Thee agreements encourage South African manufacturers to specidise in the
indudries in which they hold a degree of competitiveness and encourage investment by South
African manufacturing firms to adjust to foreign competition.
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In the wake of the declining importance of traditiond exports, South Africa has adopted a
rigorous export policy amed a boosting the manufactured export sector. It emerged that South
Africa’'s overdl export performance was superior in the period 1970-80 compared to the 1980-
2000 decades. The poor performance of 1980-2000 was mainly due to the weaker gold price,
fdling production and lack of competitiveness.

Export growth by mgor economic sectors (mining, agriculture and manufacturing) as a
percentage of totad exports indicated a downward growing trend for mining and agriculture. As a
result, the sructurd change in the compostion of South African export basket set in motion the
emergence of the manufacturing sector as a mgor contributor to export growth. The main
concern was the continued deterioration of the export performance of the mining sector as a

share of South Africa’s tota exports given the principa role that the sector was expected to play
in generating employment and foreign exchange.

Despite the continued decline in the share of the primary clusters to tota manufactured exports,
it appeared that the RCA of South Africa ill remained in the primary commodities. However,
the concerted efforts by the relevant government indtitutions hope to bresk the traditiond pattern
of RCA of South Africa trade. Even though recent manufactured exports showed an increasingly
growing trend, it was lower than emerging economies. Furthermore, the wel-documented
consgently high manufacturing trade deficit was the worrying factor since manufactured export
industry was conddered as the engine and/or facilitator of economic growth, and the lack of
“sdf-reliance’ by the industry could serve as a condraint to growth in the long-run.

South Africa's top regiona markets for manufactured exports showed a fairly consgtent pattern,
with EU, SADC & Eagtern Ada and NAFTA dominant. These results were hardly surprisng
given South Africas top trading countries. Geographicd breskdown of South Africas
manufactured exports showed that SADC was the main market for the South African
manufacturing sector.
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The geographicd dedtination of manufactures remained rdaively congant for mogt industries
with food, chemicas, basic iron and sed and non-ferrous basc metds prominent in dmogt al
the regiond markets. Manufactured exports were increadngly becoming a dominant festure in
the EU maket, but agriculturd and mining products ill contributed a Szesble share of totd

exports.

The SADC market exhibited a sectord digperson of manufactured exports different from the
other mgor markets. Equaly important were both primary and manufactured exports, athough
the former was the only one wherein South Africa consstently registered a trade surplus. Growth
trends in the South Africas manufactured export industry showed growth in every exporting
industry, and natura resource-based, duable and labour-intensve industry groups have shown
sgnificant growth rates. The growing trend towards dominance of durable manufactured exports
indicated the structurd shift towards high-vaued exporting behaviour.

A mgor chdlenge for South Africads manufectured export indudry is the low leves of
competitiveness, specidisation and adaptability rates in key mgor exporting industry groups and
regiond markets. In recent years, there has been increasng an improvement in these variables
and somewha pogtive growth trends by key durable exporting industries inclusve of non
electrica machinery, information technology and consumer eectronics.

The outcome of the research has shown that South African manufacturing firms have access to
dl globa narkets, and therefore a condraint to export growth rest on the fact that South African
exporting manufacturers were not competitive with respect to smilar from other countries. In the
find andyds, it was cdear tha whilst the early 1980s experienced negative growth rates, a
sgnificantly unprecedented growth trend was prevdent in the lagt haf of the 1980s. By great
contrast, the rest of the 1990s was characterised by postive yet declining trend in South Africa's
manufactured export industry. As the 1990-2002 current prices andlysis indicated, the growth
rates of manufactured export industry were not enough to surpass annud average raes of growth
achieve snce the mid-1980s and early 1990s.
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The realts of the andyds are essentid in identifying growth trends and growing industries and
markets with a view to channeling resources to such indudries, and not waste on fading
indugtries. The research found that there was a congderable shift of South Africas
manufacturing from resource-intensve to durable exports, which was in line with internationd
trends. South Africa is not yet by world standards a mgor industrial economy even though the
secondary sector (manufacturing in particular) plays an important role in the economy and

foreigntrade.

6.2 Generd recommendations

The more open trade environment has increased the outward orientation and external exposure of
South Africads manufactured export indudtry. Exports of manufactures have since grown
drongly and the continued different supply-side programs in the wake of the current tariff
reduction continue to further stimulate the manufactured export sector.

The limited absorptive capecity of the African market for South Africas manufactured exports
was likdy to impact negatlively on sudanabiity in the long run. The growing large
manufacturing trade surplus in the African market could spike mgor economies (such as
Zimbabwe where massve import duties hikes were reported) practicing protectionism, which
could adversdly disengage growth of South Africals manufactured exports.

The successful integration of South Africas manufactured export industry will depend largely on
penetration of markets in mgor developed economies, but not neglecting market potentia in
Asa, South America and other regiond markets in Africa Large potentid markets such as
ECOWAS have hardly been tapped by the South African manufacturers and in the medium term,
the establishment of free tradein SADC will improve South Africa s market access.
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In order to atan and sudan internationd success in large difficult-to-enter markets, South
Africa should vigoroudy dructure its industrid and trade policy so as to create an environment
in which a large and increesng number of manufacturing firms can optimise opportunities to
devdop the combinaion of technicd <kills necessacy and dynamic managerid  and
organisationd capabilities for efficiently and effectively responding to the competitive needs.

The mogt dgnificant development of the three decades has been the massve extenson and
deepening of makets Markets have extended globdly to encompass those that previoudy
excluded South Africa Consequently, increesng market access for South African goods,
especidly manufactures, should be advanced vigoroudy.

The extent and pace of trade agreements that are being sought in key markets like India, China,
Nigeria, Brazil, Japan and the US should be expanded. In cases where South Africd's exporters
of manufactures are in the dedining difficult-to-enter markets the focus should be on incressing
diverdfication towards potentidly redisic growth opportunities such as Turkey, Span,
Hungary, Poland, Sweden and former USSR economies. In addition, the Middle East, which
emerged more prominently in the 1990s as a pramising trading partner, offers a huge market
potentid. The drategy to develop a proper base for manufectured export diversfication will
require some of the following eements

#eRevidon of incentivess Avoiding support to exporters whose export cgpabilities,
experience and products are not sufficiently well developed to have redidtic chances of
competing successfully in difficult-to-enter markets. Furthermore, the DTI must be in the
forefront of dissemination of information about foreign market opportunities.

eentendfy export entry draegy: Any grant or finencid assgtance in favour of the
development of new markets and/or products should be a prerequisite. It emerged that the
issue facing South Africa is to identify vadue added manufactured exports in which the
industry can trade competitively.
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If the future of economic growth of South Africa is dependent on export growth of
manufactures, it is essentia that South Africa understand the exporting industries that
have the grestest competitive potentid. It must be noted that while it may be possble to
st up drongly sdective support programs, it is difficult to identify those manufacturing
indudtries that will become competitive in the future.

&&The DTI should conduct impact andyses on the likedy benefits and costs of trade
agreements on specific sectors of the South African economy. This is necessary as some

countries are likely to become a conduit for the export of chegp goods from the rest of the
world.

A ghift in the orientation of the manufacturing sector towards exports a the early stages
of development should be encouraged. Since manufactures exports is a policy god in
South Africa, then the focus should be on encouraging firms to export more, rather than
having more firms exporting, i.e,, increase the export-output ratio.

& #Redructure government expenditure by (1) rasing public invesment in key infrastructure
and (2) maintaining sound and stable macroeconomic policy capable of ether supporting
or driving growth of manufactured exports destined for the world markets.

e eFoder a culture of high degree of competitiveness in manufactured export industry
through technologicd upgrading. This should not be at the expense of labour and naturd
resource-intensve indudries. These indudries have the &bility to cushion the rate of
accumulation of technologicdly sophidticated sectors, increase the rate of learning; act as
a hedge againg the trandtion to hi-tech manufactured exports, and make it possble for
South Africals manufactured export industry to respond to competition from lower wage
economies “coming from behind”.
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eSreamline and expand South Africds shipping capacities in dl modes of the
trangportation system (rail, road, ar, and water) for efficient ddivery frequency, and
fadlitate regular lead times.

Since South Africas large manufacturing sector is a key source of sustained export-led growth
path, the sector inherently has numerous dtructurd condraints that require a well-thought
goproach from policy makers. The policy option will require dleviation of these condraints in an
effort to better pogtion South Africas manufactured export industry so as to influence
manufactured exports to take off. This requires a wdl-coordinated implementation of a supply-
sde export support sysem and technology meeasures, improved education and skills traning and
the relaxation of import of scarce skills controls. It adso requires close coordination between key
public sector inditutions such as the DTI, Finance and Education departments, as well as the
private sector. It must be consdered that the problems of the South African manufacturing
sector and its prospects of growth cannot be seen in isolation from the rest of the world. Globd
forces have contributed to the deterioration of South Africals growth performance in the past and
will affect its growth trgectory in future,

It is paticulaly difficult for a naturd resource abundant South African economy, with an
intermediate  kills endowment, which despite having had a rdativey mature and diversfied
manufacturing sector a the beginning of the 1970s, is a relative latecomer to export-oriented
indudtridisation. Policy arguments have suggested that South Africa should thus make the most
of its comparative advantage in naturd resource-based products to raise its exports and output,
while upgrading its competitiveness levels in manufactured exports, hi-tech manufactured
exportsin particular.

The on going economic dructura change to a “New Economy” should not lead to policy-bias
againg manufactured export industry as the growth of the service sector depends largely on
improved growth of the durable goods manufacturing industries, which requires input materias
from the agricultura sector.
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The determinants and policy implications of the manufactured export industry and the change in
the nature of growth trends must be understood if the prospects for sound export growth
drategies in South Africa and the successful entry and growth in the global markets ae anything

to go by.
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