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Abstract

The macro evidence showsthat invesment ratesinsub-Saharan Africaare low and theselow rates are
correlated with Africa slow growthrates. Themicroevidenceis scarcer but confirmsthe very low rates
of investment. There are at least three explanations for thisfinding. First, uncertainty has created ahigh
cost environment whichdetersinvesment. Secondly, accessto financeislimited and this preventsfirms
invesing. Thirdly, investment islow because of limited growth. The paper reviews the evidence for
these three explanations for low investment. The question posed in this paper is how invesment can
generate the growth that South Africa specificdly, and Africa more generdly, requires. In reviewing
possible answersto that question both macro data oninvestment rates and growthand micro evidence
on firm investment and performance is presented for arange of African countries.
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1. Introduction

Inthedecade from 1985 to 1995 South Africa s per capitaincome fdl steadily. While in many respects
the structure of the South African economy is very different to that of other countries in sub-Saharan
Africa its poor macroeconomic growth performance closdy mirrors that of sub-Saharan Africa
generdly. In this paper we will seek to set the South African record in growth and investment in both
an Africanand global context. The paper will review three themesin the literature asto the rdaionship
between investment, trade and growth. The first is macro evidence which seeks explanations for low
growth in what might broadly be termed macro determinants - investment rates, openness and
uncertainty. The second is micro evidence of how firms respond to the incentives they face in terms of

investment and decisons to export. The third isthe link between exporting and growth.

The questions posed in the paper are those which are important for the design of policies which will
reverse Africas poor economic performance. Do trade policies which open an economy to
internationa competition provide the key to more rapid growth and, if so, how do the mechanisms
work? Why have invesment rates differed so subgtantidly and how closely linked to growth and
differentia income levels are differences in invesment rates? What types of investment are the key
eementsin asuccessful growth strategy? How important is investment in human, relaiveto physcd,
capitd ? What makes investment privately profitable, so firmswishto invest, and socidly profitable, so
the benefits of growthare widdy shared? The genera question posed is how investment and trade can
generate the growth that South Africa specificaly, and Africamore generdly, requires.

In the next section the relationships between investment in physica and human capitd and growthare
reviewed in the context of the comparative performance of the South African economy. Some micro
evidence on the determinants of investment is presented in section 3. It isargued that boththe macro
and micro data are consgtent with uncertainty playing amgor role in limiting investment in Africa In
section 4 we consider the linkages from trade and exports to growth and investment. The relaive
efficiency of firmsin Africais assessed in section 5 and the linkages from wages to firm performance

examined. A find section summarises the argument and concludes.

2. Macro Investment, | ncome and Growth

We begin by setting the South Africaneconomy inthe context of world income and investment levels.
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Inthe last decade there hasbeenarevivd ininterest within economicsinthe factorsthat determinelong
term growth. In parald with the formulation of new theories has been the development of data sets
whichpresent GDP figuresonacomparable basis. We begin by reviewing two corrdations whichthese
data sets have thrown up: that between differencesinper capitaincomesand differences in investment
rates in physica and human capita. The Solow growth model predicts that long run differencesin the
leves of income will depend on differences in invesment rates. That in itsdf is a rather surprising
implication. It might be thought that higher investment rateswould generate differencesin growth rates
aswdl asdifferencesinlevdsandit is precisely thisimplication of the Solow modd that the endogenous
growth models seek to dispute. For the moment the focus will be on how far differences in income
depend on differences in investment rates.

InFigure 1 the countriesfromthe PENN World Tables (there are 115 countrieswiththe datarequired)
are used to show how investment rates over the period 1960-90 are related to differencesin income
in1990. The salid line shown inthe figureis the predicted leve of income giventhe invesment rate. The
positionof South Africain the scatter is marked. As can be seen the actua level of per capitaincome
in 1990 in South Africais dightly higher than that which would be predicted fromthe Smple regression
line of per capitaincome on the investment rate. While in aninternationa context South Africais highly
typicd, inan Africancontext it ishighly atypicd. Itsaverage invesment rate over the period was 18 per
cent and its per capita GDP per worker (in 1985 US$ PPP) 9,595. The regional average for Africa
asawholeis 10 per cent with an average GDP per worker of US$ (PPP) 3,524.1

One of the most robust findings from the work rdaing differences of income to invesment is that
investment in physcd capitd is associated with higher levels of income and higher growth rates. The
results for investment in humancapita are less robust. In Figure 2 the same set of countriesis used as
for Figure 1 but now real GDP per worker is plotted againgt the og of the average growth of education.
Asthe solid line inthe figure showsthere is a negative relationship betweenthe growth of educationand
the levd of per capita GDP in 1990. In thisfigure South Africd s podtion ison theline exactly. This

! Thisis the figure for al of Africa, not sub-Saharan Africa, and it is not weighted by
population size. The gap between per capita incomes in South Africa and most countries in sub-
Saharan Africais much larger than these figures indicate.
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negative correlationreflects, inpart, thefact that the growth of education, athough fromverylow levels,
has been most rapid in countries which have grown dowly. The negative correlation does not, of
course, imply that increasing the rate of growth of the educated labour fore will cause a decrease in
growth rates. However the finding is entirely consistent with a view that rapid rates of growth of
educationare not auffident to generaterisesin income. We will review some micro evidencein section
5 bel ow whichsuggeststhat, at | eastinthe manufacturing sector in some sub-Saharan African countries,
the rate of return on physicad capitd isfar higher than that on human capitd.

The datain Figures 1 and 2 shows South Africa in an international comparative context. In Figure 3
datais presented which shows real GDP for South Africafrom 1960 to 1995. In the top part of the
Figure the data from the PENN World Tablesis used whileinthe bottom hdf of the Figure we use the
congtant local price GDP figures. Over the period to 1980 the economy grew steadily, sncethenthere
has been a steady decline athough the decline has been arrested in the last four years for which there
is data. The trend rates of growth implicit in Figure 1 are given in Table 1 both for South Africa and
some other sub-Saharan African economies on which we wishto focus. Table 1 aso presentsdataon
per capita export growth to provide the link between trade and macro performance that we wish to

review beow.

Thetop four countriesshown inTable 1 - the Cameroon, Ghana, Kenya and Zimbabwe - are countries
for whichwe have comparative data for investment inthe manufacturing sector whichwill be presented
in the next section. South Africa and Mauritius are shown as we have some comparative data for
Mauritius and wewishto present the performanceof the South Africaneconomy inthe context of these
other countries. Considering first the top four countriesit is clear that it is only in Ghana that there has
been any sustained rise in per capitaincomesover the period 1985-95. The performance of the South
African economy has been poorer over that decade than any of the other countries except the
Cameroon whose decline was spectacular; between 1986 and 1994 Cameroon's per capita income
fdl by nearly 50%. Kenya isthe only one of the four countries which has seen along term sustained
growthof per capitaincome. InZimbabwe per capita GDP hasfdlenat atrend rate of 0.3 per cent per
annum over the period from 1971. Clearly in the context of the countries reviewed in Table 1 it isthe

performance of the Mauritian economy whichstands out. Over the long termfromthe 1970s onwards
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its macroeconomic performance has dramaticaly outperformed that of other countriesin sub-Saharan
Africa Thisistrue bothfor GDP and export growth. Only Ghana and Kenya have seen risesin export
volumes in the period 1985 to 1995 and these have been insufficient to compensate for the rapid
declines over the previous fifteen years. Put very directly the question that needsto be answered is

what is Mauritius doing right and other countries in sub-Saharan Africawrong?

One possible answer to that question isthat Snce the 1980s Mauritius has operated an open trade
regime. All the other countriesinthe Table have adopted some measures of economic reforminthe last
decade and these measures of reform have muchin common. Ghana commenced aseries of structural
adjusment programmes in 1983. In Zimbabwe a structural adjusment programme was adopted in
1991. Exchange rateliberdisation (in the case of the Cameroonamagor devduation in early 1994 saw
the CFAF franc devduated by 50% againg the French franc, the firg change in the rate since the
formationof themonetary union), financid liberdisation of interest rates occurred inthe other countries.
Policy changesinboth Ghanaand Zimbabweinitidly focused ondismantling the highly redtrictive system

of import and forelgn exchange controls.

Table 2 presents the rates of inflation, the rates of depreciation of the rea exchange rate and red
interest rates from 1980 to 1995 for the same set of countries asin Table 1. Whilethe largest nomind
depreciation was in Ghama and the smdlest is Cameroon, the largest red devauation was in the
Cameroon. All four countries have incommonhigh, and highly variable, rates of inflationand exchange
rate depreciation. In al four countries real interest rates, measured Smply as the difference between
nomina rates and the rate of inflation, have moved between substantial positive and negative numbers.
Theleve of nomind interest rates has aso beenhighly variable; in Kenya doubling, thenhaving, during
the period of the surveys. In Zimbabwe the combination of financid liberdisation and a large fiscd
deficit led to sharp risesin nomind interest rates so that red interestsrates changed from -13 per cent
in 1992 to 7 per cent in 1994 and 1995.

It has been widdy argued that the uncertai nty created by macroeconomic policy management isamajor
cause of low investment. There is a specific paper consdering this question for South Africa using
macro data, Fidding ( 1997), whichfindsthat a measure of uncertainty does reduce privateinvesment.
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AsFdding notes “in indicating the sgnificance of measures of palitical and economic uncertainty, the
econometric modd is only confirming common sense” However the effects are important. “Any
improvement (or deterioration) in the uncertainty terms ... islikely to have a least aslarge an impact
on investment and growth as changesiin fiscd policy” (p.367).

It is clear from the data in Table 2 that the macroeconomic environment in which firms worked,
exduding Mauritius, ensured the potentia for substantia uncertainty. Uncertainty about the real interest
rate they would face, uncertainty about the real exchange rate and uncertainty about the credibility of
government policies to maintain incentives to export. Can the effects of such uncertainty be captured

a themicro leve in terms of firm performance?

3. The Micro Evidence on | nvestment

Micro evidence is available from a survey of firms in the manufacturing sectors of the Cameroon,
Ghana, Kenya and Zimbabwe ranging ingze frommicro (lessthanfive employees) to those employing
over athousand. For each of the four countries three rounds of interviews were conducted over the
period 1992 to 1995. The sample was chosen by sampling from four sectors within manufacturing -
textile and clothing, wood and furniture, metal working and machinery and foods - and Stratifying by
gze and location. Itis possible to control for sector, ownership and location effects. The average Sze
of firms in the samples is andlest in Ghana, a 36 employees, and largest in Zimbabwe at 303
employees. In Ghana and Zimbabwe the average Sze of firms increased over the survey period,
athough for Zimbabwe the rise was very smadl.

Table 3 shows the averages rates of investment for dl three rounds of the survey and across the four
countries. Invesment refers to purchases of plant and equipment, investment in building and land is
excluded. Haf the firms carry out no investment inany year. Thisfact of zero investment was aso found
for Indonesianfirms by Harris, Schiantardlli and Siregar (1994, p.43). Itisclear from Table 3 that there
isapatternby whichlarge firms while morelikdy to invest, invest less than smdler firmswhenthey do
invest. The means of investment to capita of 9 per cent are smilar to those reported in Sudies for the
UK. However such averages are mideading as can be seen by conddering the distribution of the

variables shown in Table 4.
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Itiswel known thet rates of investment, in generd, in Africancountries have beenlow. Table 4 shows
just how [ow hasbeeninvestment inthe manufacturing sector. The medianvaue for invesment to vaue-
added, and for investment to the capital stock (1/K), in the four countriesis close to zero. The average
profit rate (C/K) shown in Table 4 isvery high. Thisistrue for al the countriesin the sample. It isaso
the case that this variable too hasahighly asymmetric digtribution in that the mean is 192 per cent and
the medianis 38 per cent. The asymmetry of the distribution of the variablesimplies that the medianis
a better measure than the mean of central tendency. Table 4 dso shows amedian vaue of the vaue-
added to capital ratio (V/K) of 0.72. It is far higher for Ghana than for the other countries. Formal
debts to the banking system, measured as formad borrowing to capita (B/K), are negligible for the
mgority of firms and the data is wholly congstent with a severdly financidly congtrained regime
operaing in dl the countries in the survey. Findly, the growth in vaue added () V/K) at the median
is negative at -3 per cent per annum. Only in Ghana is the median growth rate postive. Using
comparative datafrom European countriesand India Bigstenet al (forthcoming (), Table 5) show that
the median values of investment to capitd indl the Africancountriesislow while the profit rete is high.
In the literature the possibility that own finance is used to fund investment has been linked to the
existence of financid congraints and capita market segmentetion.

The extent to which capita markets are segmented and how this segmentation can be modelled has
been extensvdy investigated inthe literature. Athey and Laumas (1994) use pand dataon firmslised
on the Indian stock exchange and find that net profits were most important for larger firms wheresze
is defined in terms of capital vdue. Harris, Schiantardli and Siregar (1994) have pandl data for
Indonesianfirms, and they find that smal firms, defined interms of employment (<100 workers), appear
to rely more on internd funds than larger firms. This is dso the finding in Tybout (1983). The
specifications used inthese papersare very close. A similar result, derived by a different route, canbe
found in Nabi (1989) who uses an endogenous switching modd to show that firms excluded from the
formd capital market rely more on profits for investment. The implication of imperfect capitd markets
isthat amdl firms are more likdy to be constrained in their investment decisions by the availability of
internd finance than large firms.

To test for the importance of finandd congraints on firms two genera form of invesment equations
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have been used in the literature. The fird summarised below as equation [1] is the augmented
accel erator specification. Inthis specificationinvesment ismodelled as a functionof the growth of vaue
added and the profit term enters to capture the posshbility that firms are finanddly congtrained. The
second specification, summarised below in equation [2], isthe Euler specification in which firms are
assumed to maximise the expected vaue of the firm over its lifdime and a more general costs of
adjustment function is assumed than for the accelerator specification. For both specifications the key
question has been the sgn, significance and Sze of the effect on investment of the profit term, (C/K).

[1] (IIKe) = "o+ "IVIKG +"5 (CIK)y + "5 (BIK)

[21 (K)=""o+""1 (1K) - "5 (IKYea - 5 (CIK)eq + 74 (VIK)a + 6 (BIKYs

The most common reason advanced for low levels of investment, particularly among samdl firms, isthat
they are finanddly constrained. We noted above that most studies have found that smdler firms
respond moreto profitsthando larger firms. It seems useful, asthe average Sze of firmsin the sample
isso small, to compare the results across various studies. This we do in Table 5, taken from Bigsten
a d (forthcoming (a), Table 10). Table 5 showsthat the profit effect is much lessfor the African firms
than that found in most comparable studies. The profit coefficient for dl firmsis below that found by
Bond and Meghir (1994) and by Athey and Laumeas (1994). Consdering smdl firms, where smdl is
defined as those employing less than 100, the coefficient in this study ranges from 0.06 for the
accel erator specificationto 0.10 for the most genera specification. This compareswith0.429 in Tybout
(1983) and 0.65 in Harris, Schiantardli and Siregar (1994). The paper by Bond, Elston, Mairesseand
Mulkay (1997) is particularly relevant asit compares the acceerator and Euler equation approaches
on the same data. Their findings are reproduced in the lower part of Table 5. For all four of the
European countriesinther studythe Euler equationapproachproduced alower coefficient onthe profit
term than the accelerator modd. For the African data the two specifications produce most exactly
the same resullt. For the acceerator specification the coefficient isfar higher for the European countries
than it isfor the African countries while for the Euler specification the results are very smilar.

The country that has experienced the largest sustained risein per capita income in the recent past is
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Ghana. This may be an important factor inexplaining the reaive success of Ghana inthe sample. Only
in Ghanawas the median growth in value added positive for the manufacturing sector. In Ghanathe
average Sze of firms, measured interms of employment, increased by 15 per cent over thethreerounds
of the survey, while it fdl in the Cameroon and Kenya. The propensity for firms to invest in Ghanaiis
a0 ggnificantly higher than in Kenya and Cameroon (see Bigsten et a (forthcoming (a), Table 6)).
While the rdatively favourable macroeconomic environment in Ghana may have helped smdler firms
to carry out some investment the gain was limited. I1n terms of median rates of investment Zimbabwe
is at 3.3 per cent, far higher thanany of the other countries. It isthis very poor performance of the best
performer which is indicative of the magnitude of the problems faced by firmsin Africals manufacturing
Ssector.

A common factor across al the four African countries in our sample is a poor macroeconomic policy
environment. High and variables rates of inflation, rapid and variable rates of exchange rate
depreciation in the cases of Kenya, Ghanaand Zimbabwe. A large deval uation in Cameroon that was
widdy anticipated and contentious as a policy option. Incross-section studiesthereis evidencethat the
quality of the macroeconomic environment is of importance for growth. The evidencefrommicro data
isindirect, but entirely consistent withthis cross-section evidence. Themost persuasive factor suggesting
that high risk plays a very important part inthe problems facing firmsin Africa manufacturing sector is
the very high profit rates shown across al the countries. It isimportant to stressthese are average rates

of return and margind rates are likely to be much lower.

4. Trade, Investment and Growth

The finding from macro data that uncertainty mattersand, frommicro data, thet profit rates are high but
investment islow are both congistent withthe notion that high risk plays an important part in explaining
low investment in Africa generdly and in Africanmanufacturing firmsin particular. However isthat the
end of the story? I risk could be reduced would invesment boom? There is compelling evidence from
the micro data that while the reduction of risk and the creation of a more stable macroeconomic
environment would undoubtedly be of enormous benefit it may wel not be sufficient to ssearisein
investment. It is al'so possible that Smply raisng invesment will not in itsdf be adequate. Both these
points are of particular importance for South Africa. As we noted above the investment rate in South
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Africahas been well above the African average but this has not prevented per capitaincomesfaling
over the period from 1985 to 1995. Profits rates are much lower for large firmsin the sample and as
many South Africanfirms are much larger than those in the African sampleit islikely that factors other
thanrisk play amgor role inexplaining both investment and its pattern. The other festure of investment
that is of crucid importance for the South African economy isits role increeting jobs. Unemployment
in South Africais very high and in this respect South Africa differs from most other African countries
and from OECD ones aswell. Rates of unemployment in Ghana are about 3 per cent. In South Africa
household data for 1993 gives an average unemployment rate of 30 per cent using a broad measure
of unemployment, Kingdon and Knight (1999). There are dso high rates elsewhere in Africa, urban
Ethiopia had unemployment rates of 39 per cent in 1994 and 30 per cent in 1997, Krishnan, Selasse
and Dercon (1998), however these rates are unusud. In the South African context higher rates of
investment must be linked to higher rates of job creationif growthisto impact onthe poorest in society.

In the review of comparative macro data presented in section 2 we noted that the aggregate growth
of the Mauritian economy far exceeded that of the others. It is aso the case that the growth of [abour
demand in that country has since the 1980s been particularly rapid, Milner and Wright (1998). This
growth has been, asiswdl known, associated withthe growth of manufactured exports. Table 6 gives
comparative data for Mauritius and South Africaaswdl asthe four countries which were the focus of
the last section. The first column of Table 6 gives an annud average of the vaue of manufactured
exports between 1980 and 1995, column 2 convertsthe figuresto per capitaterms. In the find column
of the Table the growth rate of real manufacturing exports per capita over the period from 1980 to
1995 isgiven. Intermsof the valume of exports of manufactures South Africa clearly dominates the
countriesshown. However onaper capitabass the output of the Mauritianeconomy isover twicethat
of the South Africawhich isitsdf four times its nearest competitor in Zimbabwe. It isthe growth rate
showninthe find columnthat reveals the extent of the gap between Mauritius and South Africa. While
Mauritius sexports of manufactureshave grown by neerly 15 per cent per annumthose of South Africa
have fdlen by 4 per cent per annum over the same period. Asthe earlier Table 1 has aready shown
this very poor performance in manufactured exports has not been compensated by rapid growth of
other exports.
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This fallure in the growth in manufactured exports is of concern for two reasons. First without such
exports substantia growth in labour demand is going to be difficult to achieve. Second, such exports
canbelabour intensve so if capital (for whatever reason) isexpengve activitieswhichuserdativdy litle
capital are going to be more profitable. Clearly such exports are not profitable so what might make
exporting profitable?

5. The Sour ces of Profitability in Manufacturing

A key dement in the policy debate in South Africa is the rdationship between levels of employment
(and itscorollary the leve of unemployment) and red wages. The remarkable finding in Kingdon and
Knight (1999), when cons dering the spatial relationship betweenwagesand unemployment, isthat high
wage areas have low unemployment. Further the size of the effect of unemployment on wages is
identical to that found in OECD countries. South Africaseems, at leaseinthis respect, to have alabour
market remarkably smilar to that of OECD countries. Now the data on whichthe Kingdonand Knight
study draws is cross-sectional. The data cannot answer the question as to whether over time the
changes in real wages in South Africa have been inconsstent with the growth of employment
opportunitiesand thee is some time series evidenceto suggest that growthinreal wages has decreased
employment, Fallon and Lucas (1998). Does this imply that the path to more growth, exports and
investment is lower wages? The findings that red wages adversdy affect employment does not imply
that reducing wagesis either a necessary or desirable means of increasing jobs. The reason isthat the
andyss on which that finding draws assumes, at least implictly, that the leve of the capitd stock is
given. If invesment was growing thenrisesinreal wages could be associated with risesin employment.

Such an argument, of course, smply pushesthe dispute about the levels of real wages back one stage.
Are high wages afactor in low investment? Are high wages afactor inthe inability of firms to expand
manufacturing exports? The available micro data can throw some light onto these questions. In
understanding what determines afirms decison to export there is substantial evidence that exporting
firms are more efficent than those which service the domestic market. High wages will not mitigate
againg ether exporting or investment if the firms are efficient. Efficiency in this context means not how
much output per unit of labour the firmproduces but whether, given dl theinputsit uses, it managesto
produce more output than other firms. Thisistermed technica efficency. Highwageswill be associated
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with high labour productivity in part because high wages will increase the amount of capitd a firm
choosesto use. If high wages go withhigh levels of technicdl efficiency then firms can pay high wages
but be low cost firms. It is this connection between efficiency and wages that needs to be examined
before one can argue that high wages limit ether the ability to invest or the ability of firmsto enter the
export market.

Table 7 shows comparative datafor labour productivity and the amounts of physica and humancapita
in firms for six sub-Saharan African countries. Four are the same as those for which investment deta
was presented above, the Cameroon, Ghana, Kenya and Zimbabwe, to which Zambia and Mauritius
have beenadded. Thefiguresshowninthe Tablearethe median vauesfor the variablesnot the means.
The sze of firms measured by employment is lowest in Ghana and Zambia which dso have by far the
lowest leves of labour productivity measured by value-added per employee. At some US$ (PPP)
2,400 labour productivity is about one quarter the level of the Cameroon and one eighth the leve of
productivity achieved in Mauritian firms. What is very griking in the Table is that, with the exception
of Ghana, the capita per employee in Mauritiusislower than in any of the other countries for which
there is comparable data. The implicationof these findingsisthat Mauritian firms are very substantialy
more technicaly efficient. A comparison of Mauritius and Ghana carried out in Ted (1999) suggests,
once controls for as many factors as possible are included, that Mauritian firms are four times as
efident as Ghanaian ones. It is possible for Mauritian firms to pay severd times the rates of other
African countries and dill be lower cost producers. While this may not be the only, or indeed main,

dement in the rdative success of Mauritian firmsit cannot have harmed them.

Thefind point whichemergesfromthe comparative datain Table 7 isthat while differencesin physicd
capital across countriesare very large the amounts of human capita are remarkably smilar. It isargued
in Biggten at a (forthcoming (b)) thet in explaining differences in labour productivity differences in
human capital are of minor importance relative to differences in physical capitd. 1n some, but by no
means uniformly across dl the countries, differences in technica efficiency also matter dthough this
factor is of less importance than the amounts of physica capitd to which the firms have access.
Uniformly across dl the countries the rate of return on physical capitd ishigher than that on human
capital. Thisfinding is consstent with the macro data suggesting thet rates of growth of human capita



12

have been high rdative to investment in physica capitd and that it is increases in the latter which are
required if growth rates are to accelerate.

6. Summary and Conclusion

The primary purpose in this paper has been to review some recent findings on investment and firm
performance in Africa and relate them to the specific problems faced by the South African economy.
There seemslittle doubt that the principa economic problem faced by South Africaisits high leve of
unemployment. Lowering thet level requires not Smply more investment but more investment that will
generate jobs. How can that be done?

The review of both the macro and micro evidence suggested that uncertainty plays akey rolein limiting
investment. There is direct macro evidence for South Africa that measures of uncertainty lead to
reduced investment and these effects are important. There is evidence from surveys of firmsin Africa
(which currently do not include South Africa) thet profit retes are high and investment rates very low.
The median rate of invesment in the manufacturing sector of the countries surveyed, the Cameroon,
Ghana, Kenya and Zimbabwe, is close to zero. Such low investment rates either generate
unemployment or continua pressure for wagestofdl. Thereislittle to suggest these firmsfail to invest
because they lack the fundsto do so. The comparative data shows a profit effect on firm invesment
but this effect isamdl. Smdler in fact than nearly dl comparable Sudies.

The second piece of macro evidence which was presented was to show that South African export
performance, particularly inthe area of manufacturing, has beenvery poor. While South Africaexports
alot of manufactures these exports have not beengrowing, infact over the period form 1980 to 1995
they fdl at some 4 per cent per annum. Numerous factors may explain this poor performance. The
survey data available for other countrieswas used to assess the relevance of one possible explanation,
the rdative efficiency with which manufacturing firms performin Africa. Comparative datais available
for 9x sub-SaharanAfricancountriesindudingMauritius, a country which has seen a substantial growth
inmanufacturing exports. While wagesinMauritius are far higher thaninother countriesthis differentia
was more than compensated by higher levels of technical efficiency. Mauritius is anexample of ahigh

wage low cost economy. How important this factor is in explaining its relaive success remains
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Speculative but may suggest that improvementsin firm level performance may be of equd, or gregter,
importance than improved macro economic policy making. Having bothmay well turn round many of
the poorly performing economiesin Africa
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Table 1 Trend Rates of Growth of Real GDP per Capita and Real Exports per
Capita:1970-1985 and 1985-1995
Real GDP per Capita (%pa) Real Exports per Capita (%opa)
1970-1985 1985-1995 1970-1985 1985-1995

Cameroon 4.2 -6.4 7.5 -1.2
Ghana -2.7 1.3 -10.2 4.4
Kenya 1.6 0.0 -3.1 3.1
Zimbabwe (a) -0.3 -0.4 -1.2 0.0
Mauritius 2.9 4.3 1.6 5.1
South Africa 0.2 -1.5 -2.1 0.6
Source: World Bank Data: (a) Zimbabwe is 1980-94
Table 2 M acr oeconomic Variables

Rate of Inflation Change in Red Redl Rate of Interest

(% pa) Exchange Rate (% pa) (% pa)

1980-89 1990-95 1980-89 1990-95 1980-89 1990-95
Cameroon 8.8 6.8 1.1 -2.2 0 3.4
Ghana 36.7 24.8 -3.5 -1.6 -17.6 7.8
Kenya 11.0 20.4 -2.7 3.6 2.3 4.9
Zimbabwe 11.9 22.9 -3.0 -2.1 -3.4 1.6
Mauvritius 10.1 7.8 -2.3 4.1 2.9 3.3
South Africa 13.6 111 -14 4.2 0.2 3.7




20

Source: World Bank and IMF Data.
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Table 3 The Pattern of Firm Investment in the Manufacturing Sector across Four
African Countries and by Firm Size

Investment by  Proportion of  Investment/ Investment/ Investment/ Investment/

Country firms Vaue-added Capitd if Vaue-added Capitd
investing if firmsinvest  firmsinvest

Cameroon

1992/93 0.21 0.49 0.45 0.08 0.08

1993/94 0.28 0.27 0.27 0.08 0.07

1994/95 0.33 0.39 0.31 0.11 0.08

Ghana

1991 0.34 0.21 0.16 0.08 0.05

1992 0.52 0.23 0.25 0.12 0.13

1993 0.54 0.25 0.26 0.13 0.13

Kenya

1992 0.45 0.23 0.15 0.12 0.09

1993 0.45 0.24 0.14 0.11 0.06

1994 0.45 0.33 0.16 0.13 0.05

Zimbabwe

1992 0.69 0.18 0.14 0.13 0.09

1993 0.76 0.15 0.12 0.11 0.09

1994 0.71 0.11 0.10 0.08 0.07

Investment by

firm size

Large (>100 0.72 0.18 0.11 0.13 0.08

employees)

Small (<100 0.41 0.25 0.21 0.11 0.09

employees)

All Firms 0.50 0.22 0.18 0.11 0.09

Source: Bigsten et a (forthcoming (a), Table 3)
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Table 4 Descriptive Statistics of Investment, Profits and Growth for Manufacturing
Firmsin Cameroon, Ghana, Kenya and Zimbabwe
Cameroon Ghana Kenya Zimbabwe  All
Investment/ M25 0 0 0 0 0
Capital M50 0 0.003 0 0.03 0.004
M75 0.02 0.09 0.07 0.13 0.10
Mean 0.11 0.13 0.11 0.12 0.12
Investment/ M25 0 0 0 0 0
Vaue-added M50 0 0.002 0 0.04 0.007
M75 0.04 0.07 0.07 0.12 0.09
Mean 0.10 0.12 0.12 0.09 0.11
Profits/ M25 0.05 0.19 0.09 0.14 0.12
Capital M50 0.32 0.83 0.26 0.37 0.38
M75 1.29 3.45 1.09 0.80 1.34
Mean 1.36 3.63 1.82 0.85 1.92
Va ue-added/ M25 0.23 0.35 0.18 0.36 0.29
Capital M50 0.52 1.53 0.52 0.68 0.72
M75 1.58 5.33 1.76 1.42 2.17
Mean 1.80 5.05 2.49 1.49 2.74
Borrowing/ M25 0 0 0 0 0
Capital M50 0.01 0 0 0 0
M75 0.22 0 0.02 0.08 0.03
Mean 0.21 0.02 0.06 0.15 0.10
)Vaueadded  M25 -0.59 -0.40 -0.37 -0.27 -0.36
Capital M50 -0.13 0.03 -0.02 -0.02 -0.03
M75 0.06 0.78 0.27 0.17 0.25
Mean -0.35 0.28 -0.25 -0.26 -0.12

Mi isthei the percentile.
Source: Bigsten et a (forthcoming (a), Table 4)
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Table 5 Profits and Investment: an international comparison

The coefficient reported in this Table shows the effect on investment of a US$ 1 increase in

profits.

Study All firms Large Firms Small Firms
Bond and Meghir (1994, Table 2, column (ii) 0.18 Na Na
Athey and Laumas (1994, Table 3) 0.12 Na Na
Tybout (1983, Table 1) Na Na 0.429
Harris, Schiantarelli and Siregar (1994, Table Na 0.056 0.65
9, Column (2))

Bond, Elston, mairesse and Mulkay (1997)

Accelerator Model

Bdgian 0.13

France 0.14

Germany 0.38

UK 0.61

Euler Equation

Bdgian 0.01

France 0.07

Germany 0.04

UK 0.29

African Countries

(Cameroon, Ghana, Kenya and Zimbabwe)

Accelerator 0.06 0.04 0.06
Euler Equation 0.07 -0.02 0.07

Source: Bigsten et a (forthcoming (a), Table 10).
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Table 6 Manufactured Exports: 1980-1995
Country Manufactured Exports  Manufactured Exports ~ Trend Growth of Real
per Capita Manufacturing

(Means) Exports per Capita
(Millions of US $) (US$) (% pa)

Cameroon 169 15 4.7

Ghana 83 6 17

Kenya 174 8 0

Zimbabwe (a) 492 56 -2.6

Mauritius 53 493 14.7

South Africa 7169 207 -4

Source: World Bank Data:
(a) Zimbabwe is 1980 to 1994.
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Table 7 Employment, Value-added/Employee (US PPP$), Capital/Employee (US PPP$),
Education (years), Tenure (years) and Monthly Earnings.

Medians Cameroon  Ghana Kenya Zambia Zimbabwe  Mauritius
N 170 230 199 98 261 36
Employment 25 17 30 19 110 45
Vaue-added/ 8,214 2,203 7,796 2,465 7,764 16,535
Employee

Capita/ 8,758 629 7,242 5,426 9,299 5,834
Employee

Education/ 9.5 9.6 7.9 8.5 8.3 11.2
Employee

Tenure/ 5.0 3.3 7.0 49 9.3 NA
Employee

N 116 191 182 83 88 36
Monthly 176 47 68 97 138 255
Earningsin US$

Monthly 284 130 274 117 311 857
Earnings in US PPP$

N is the number of observations.

Note that all the figures given in the Table are medians, not means of the variables.

Source: All countries except Mauritius from Bigsten e a (forthcoming (b)), Mauritius from Teal
(1999). In Bigsten et a the figures for wages are only given in PPP terms. Here we report wages
using both PPP and official exchange rates.




