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ABSTRACT

This paper invedtigates the economic impact of globdisation on the Namibian labour
market. It deds with how trade liberdisation, which is just one dimenson of
globaisation, impacts on the labour market, and therefore outlines possible indicators
of the links between liberdisation and employment. The paper argues that the
economic returns from greater openness are indisputable, but are percelved as having
been unevenly didtributed both between and within countries. For some groups, the
risng flow of trade and cepitd has heightened the sense of vulnerability. Workers in
indudtridlised countries fear being displaced by chesper labour in deveoping
countries.  Developing countries think that the continuing globdisation, particularly
of capitd makets, will leed to greater voldility in ther nationd economies, which
will damage their growth performance. This is a fear that has been raised by the
labour movement in Namibia and South Africa Thus, globdisation is often associated
with greater unemployment and socid collapse. Without a doubt, globdisation
impinges on deveopment from severd directions. Of grestest dgnificance for
nationd policy are growth of trade, capitd flows and financid capability, migration,
information technology and the Internet, and the diffuson of technology. We argue
that al parts of the world are affected by globaisation through these channds, but it is
important to remember that the full force of change is fdt by a rdaivey smdl
number of upper and middle-income countries whereas most poor countries are |eft
out. Most economies ae only patidly integrated into the globd sysgem and
Namibia, as pat of SACU, is no exception. Naturaly, while this insulates closed
economies to a degree from the risk of turbulence associated with voldaile short-term
capitd flows it aso prevents these countries from tapping the resources, energy and
idess inherent in globdisation. Africa in paticular is rdaively closed and thus
lagging behind in terms of economic development. Usng standard trade theory we
theoreticaly and empiricaly (adbeit with limited success) explore the effects of trade
liberdisation on employment in Namibia The paper notes that the Namibian
economy Specidises in  cgpita-intendve  sectors and  that formal  sector-wage
inequdity is rigng, which begs the questions. Is trade the culprit? Findly, the paper
advances some policy condderations, whils a the same time acknowledging that
andysing the impact of trade (globdisation) remains a difficult but important process.
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1. GLOBALISATION IN PERSPECTIVE

1.1 Introduction

The economic returns from greater openness are indisputable, but are perceived has
having been unevenly digtributed both between and within countries.  For some
groups, the risng flow of trade and capitd has heightened the sense of vulnerability.
Workers in indudridised countries fear being displaced by cheaper labour in
developing countries.  Developing countries think that the continuing globdisation,
paticularly of ceapitd markets will lead to grester volaility in ther nationd
economies, which will damage ther growth performance. This fear has been raised
within Namibia as well (see Jauch, 2000). Thus, globdisation is often associated with
greater unemployment and socid collgpse. Without a doubt globaisation impinges on
devdopment from severd directions Of grestes dgnificance for naiond
devdopment policy ae growth of trade capitd flows and financid capability,
migration, information technology and the Internet, and the diffuson of technology.
All pats of the world are affected by globdisation through these channds, but it is
important to remember that the full force of change is fdt by a rdaivdy smdl
number of upper and middie-income countries, whereas most poor countries are |eft
out (Yusuf, 2001, Ghose, 2000). Most poor economies are only partialy integrated
into the globd sysem. Naturdly whils this insulates these economies to a degree
from the risk of turbulence associated with voleaile short-term capitd flows, it dso
prevents these countries from tapping the resources, energy and idess inherent in
globaisation (Feldstein, 2000). Globaisation ceptures the rapid increase in
international trade in goods and sarvices, as well as the movement of capita and
labour within and across countries. It is important to point out a this stage that
globdisation is far broader than just trade liberdisation. It encompasses internationa
migration of labour; foreign direct invesment; international trade, and short-term
capitd flows® Different policy measures affect the different dimensons. However,
often in most public debates people indiscriminately refer to dl these phenomena, and
the policies that often reinforce them, as “globalisation” 2 In this paper we shal focus
on one dimenson of globdisation, that is trade liberdisation and its likdy impact on
the labour market snce globdisation has so many dimensions, which can possbly not
be exhaugted in asingle paper.

World exports as a ratio of GDP was 11.7% in 1970, 14.5% in 1985 and 17.1% in
1990 (see Table 1).

! For an accessible discussion of theinternational capital flows dimension of globalisation see, Martin
Feldstein (2000); on immigration (labour mobility) see Rodrik (2001) and Bhagwati (1999).

2 According to Jordaan (2001) the root cause of misunderstanding globalisation is of ignoring its
complexity.
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Table 1: Globalisation measured by exports as a share of Output (per cent)

Year World exports of Goods and servicesasa % World exports of merchandiseasa % of
of GDP GDP

1820 10

1850 21

1870 - 5.0

1880 9.8

1913 119 8.7

1929 - 9.0

1950 71 7.0

1970 11.7 112

1985 145

1990 171 135

Source: Slaughter and Swagel (1997) as cited in Dawkins and K enyon (2000).

In 1913 this ratio was as high as 11.9%. Smilarly, the ratio of world exports to GDP
stood a 9% in 1929, increasing to 11.2% by 1970 and in 1990 this ratio was 13.5%.
Therefore one can argue that the process of globdisation has a long history at least
aong the dimension of trade in goods and services.

1.2 Two waves of globalisation: arethe benefits distributed equally?

Recent research digtinguishes between two waves of globdisation. The firg wave
ran—from 1870 to 1914—and second started approximately around 1960. The two
waves were separated by the reconstruction of protectionist barriers to trade as well as
the impostion of capitd and migration controls. Badwin and Martin (1999) find that
the two waves of globdisation are amilar with respect to trade-to-GDP and capital-
flowsto-GDP ratios but thet is how far the smilarity goes Badwin and Martin
advance two “fundamentd” differences. Fird, while the earlier wave of globaisation
was characterised by trade in goods, the present wave is characterised by trade in
knowledge and information, which has been engendered by the drong reduction in
communications costs.  Second, while the world was fairly homogenous a the outset
of the earlier wave of globaisation—homogenously poor and agrarian—the world is
highly unequa a the outsst of the current wave of globdisation as it is shaply
divided between rich and poor nations.

Be that as it may, increasng globdisation has come about due to the easing of policy
barriers to trade and factor flows and from technica change (Dawkins and Kenyon,
2000, Badwin and Martin, 1999, amongst others). Tariff rates and the coverage of
commodities subject to tariff protection and foreign exchange redrictions have
progressvely been eased in many countries around the world, incduding Africa
dthough a a rdatively much dower pace (Ng and Yeats, 1999; Kayizzi-Mugerwa,
2001; and Tskita, 2001). This development is the result of concerted multilatera
efforts through the various GATT rounds and, subsequently, the WTO, on the one
hand and patly a result of a shift in the philosophy underlying economic policy,
which has favoured economic liberdisgtion. In addition the lowering of cost due to
such factors as technicd change in transportation and communications has bolstered
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this move from the supply dde. However, while few economiss contest the
economic returns from greater openness, they are percelved as having been unevenly
digributed both between and within countries (Yusuf, 2001). Thus not everyone is
benefiting from the increesng internationa integration of markets for goods and
sarvices, factors and technology. A particular concern raised in the literature is to
what extent globdisation has affected the Ilabour maket, i.e employment
opportunities for some groups of workers. Yusuf (2001) writes that for some groups,
the riang flow of trade and cepitd has heightened the sense of vulnerability. Blue
and many white-collar workers in industridised countries fear being displaced by
chegper labour in developing countries. For example, Leamer (1999) observes that
unskilled workers in the US and Europe have been experiencing declining red wages
and higher rates of unemployment over the last thirty years. He hints tha this
phenomenon has stimulated a debate on the likely causes that has focussed on two
potentiad determinants of declining rea wages for the unskilled.  Skill biased
technological change associsted with the computer revolution and the economic
liberdisation in the developing world “that have greetly increased the effective supply
of unskilled workers with no commensurate increase in physica or human capitd”
have been idettified as two potentid drivers (Leamer, 1999). There is 4ill
disagreement about which of the two effects dominates.

Another contentious issue is the digribution of the gains from globdisation between
the indudtridlised and developing countries.  Goldin and Mensbrugghe (1992) as cited
in El Toukhy (1998) showed that of the estimated annud gain of US$195 hillion 1992
dollars from partid liberdisation by 2002, US$104 hillion are estimated to accrue to
developed countries and US$91 billion to developing countries. El Toukhy (1998)
puts these figures in perspective. He dates that developing countries with more than
“70 per cent of world population will get about 46 per cent of the income gains while
developed countries with less than 30 per cent of world populaion will get more than
50 per cent of the of the world income gains’.

The man thrust of this paper is to extend this debate to the Namibian labour market,
as there has been little research in this area and current discussons lack theoretica
rigour. With the advent of globdisation not only are product markets interlinked but
dso labour markets of different countries.  We condder the impact of trade
liberdistion on the Namibian labour market by identifying key links between trade
liberdisation and the labour market chiefly drawing on standard trade theory.

2. THEORETICAL LINK BETWEEN GLOBALISATION AND
THE LABOUR MARKET

According to the workhorse of internationad trade theory—the Heckscher-Ohin-
Therem—a nation will export the commodity whose production requires less
intensve use of the nation's reaively abundant and chegp factor and import the
commodity whose production requires the intendve use of the naions rddivey
scace and expensve factor. In short, relaively labour-rich countries exports the
relaively labour-intendve commodity and imports the rdaively ceapitd intensve
commodity. More formdly, the Heckscher-Ohlin (H-O) trade theory postulates that
for any country, increased trade increases overdl wefare (measured as increased
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consumption posshbilities) by increesng specidisation in the production of those
goods and services, which use relatively abundant factors more intensively.

As such a country will push its consumption posshilities outsde its production
posshiliies by exporting those goods that use the redively abundant factors
intendvely and importing those goods that uses the rdatively scarce factors
intengvely, i.e. you can consume more than you produce through imports (Dawkins
and Kenyon, 2000).2 It follows that, in generd, increased trade is a good thing and
policy ought to be desgned to asss in increasing, rather than reducing trade.
However, there is one key caveat and it relates to how the gains are digtributed.
Internationd trade increases welfare provided that part of the gains are distributed to
the country’s reaively scare factors and, aso, that factors which are displaced by
imports can be immediately redeployed into the sectors that expand as a result of
trade. Thus, in the absence of such compensation and smooth adjustment, it is not a
universal truth that everyone is necessarily made better off by increased exposure to
internationa trade. Why? The answer is provided by the Stolper-Samuelson theorem.
This theorem suggest tha an increese in the redive price of a commodity, for
example as a reault of a taiff, rases the return or earnings of the factor used
intensvely in the production of acommodity (Salvatore, 1995).

Let us use an example to explain the implications of the above theorem. Suppose that
a country has two types of labour: skilled labour (rdatively abundant) and unskilled
labour (relatively scarce).* If we further suppose that the country produces two-types
of goods, one, which is rdaivey Kill-intensve (say eectronics), and the other,
which use unskilled labour rdaively intensvely (say clothing and footwear). Based
on the H-O theory the country will import goods, which use unskilled Iabour
relatively intensvely and export dectronics.  If we invoke the Stolper-Samuedson
theorem by assuming that the country reduces the tariff on imported goods, this will
lower the price of imports and import competing goods in that country. Production of
import competing goods will be curtailed while exports and imports will expand. As
a result of the changes in the import competing industry, both skilled and unskilled
labour will be released onto the labour market from the import competing sector.
However, because this sector uses more unskilled labour relative to skilled [abour,
more of the scarce unskilled labour is released from the import competing sector than
the exportables sector can absorb at the going relative wage, so0 this will cause wages
to adjus. The rdative wage of unskilled labour will fdl and that of the rdatively
abundant factor, skilled labour, will rise.  Consequently, the ratio of unskilled to
skilled labour will rise in both indudtries. In theory, the effects in the trading partners
of thisscountry will mirror the effects in the domestic economy (Dawkins and Kenyon,
2000).

3 The H-O theorem isolates the difference in relative factor abundance, or factor endowments, among
nations as the basic cause or determinant of comparative advantage and international trade. For this
reason, the H-O model is often referred to as the factor-proportions or factor endowment theory.

* This is just an example and the authors recognise that it is the exact opposite in most developing
countries, like Namibia.

® Note that the driving force that leads to changesin relative factor payments is not increased trade per
se, but rather increased trade that comes about because of changes in the relative prices of goods and
services. Inaddition, it is not sufficient just to observe a simultaneousincrease in trade and changesin
relative wages, and then conclude that globalisation caused the change in relative wages.
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As a result of trade factor prices equalise across countries, so the standard trade model
predicts that some factors will see an increase in their incomes as a result of
international trade and some will see a decrease as discussed above. However, in
actud economies, dructurd adjusment in the labour market is not as smooth and
immediate as the H-O theory purports. It follows that increased exposure to trade
may wel result in fdling living dandards for some workers due to ether fdling
factor incomes or permanent displacement, as well as result in rigng inequdity.
Likewise, as Dawkins and Kenyon point out, there is a problem in gpplying the
Stolper-Samudson theorem to actuad economies.  Why? In rea world economies
there are “multitude of factors of production” thus making a clear prediction of the
distributiond effects of changing product prices less dear cut and even problematic.’®
In addition researchers often face data chalenges in the red world when they attempt
to empirically test these theories. Nattrass (1998) captures this well when she States
that data deficiencies and yet unsettled methodologicd disputes makes it very
difficult, if not impossble to assess the precise impact of internationd trade on
labour markets to everybody's satisfaction. However, researchers are not put-off by
such chdlenges. There have been a number of atempts to evaduate empiricadly the
impact of trade on employment (Edwards, 2001; Hayter, 1999).

3. GLOBALISATION AND THE NAMIBIAN LABOUR MARKET

This section andyses the impact of globdisation (trade liberdisation) on the
Namibian labour market. The section briefly discusses the trade liberdisation process
in Namibiato €ucidate what globdisation mean in the Namibian context.

3.1 Socio-Economic context

In 1990, Namibia emerged from a sysem of inditutiondised ineguaity—apartheid.
But Namibia is not poor; ingead it is a grosdy unequa country, with a measured gini-
index of 70%. This confirms that Namibias average income is very unequaly
digributed and poverty is rdaively high. According to the latet WDR (World Bank,
2002), more than haf the population lives on less than US$2 per day. Furthermore,
HIV/AIDS remains a serious chdlenge to the economy, with an estimated 19.54% of
adults living with the virus (Ogtergard, 2002).

Table2: Trendsin GDP growth (1993-2001)

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

GDP at market prices 11372| 12204 | 12706 | 13111 | 13665 | 14114 | 14597 | 15074

IAnnual % change 73 41 32 4.2 33 34 33
GDP per capita 7587 | 7894 | 7971 | 7980 | 8057 | 8065 | 8087 | 8096
IAnnual % change 41 1 01 1 01 0.3 01

Source: Central Bureau of Statistics, National Accounts (2001).

As shown in Table 2 growth has decelerated since 1995. In recent years growth has
been meandering around 3%, much lower than the projected 5% during the Firs

® This point is made by Dawkins and K enyon (2000).
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Nationa Development Plan. In fact, average annua growth between 1993 and 2000 is
3.6%.

3.2 Trendsin the labour market

Namibia labour market has been characterised as highly unequd in terms of the wage
digribution among ethnic groups and sKills levels. It is widdy argued that the legacy
of apathed had much contributed to the dtuation (eg. Hansohm, 1998).
Unemployment has been risng steedily since 1991. It rose from 31.4% in 1991 to
35% in 1997. The 1991 population census recorded a total number of about 394,341
employees in Namibia. Broad unemployment stood a 31.4%’ in 1991 but increased
dightly to 32.9% in 1994. According to the first Labour Force Survey of 1997,
unemployment worsened further in 1997 to 34.5% with only 401,203 employed
persons in that year. Prdiminary figures based on the 2000 Labour Force Survey
suggest that employment increased from 401,203 in 1997 to 431,858 in 2000.

Table 2 summarises key employment by sector. The government sector plays a very

Erg];)lsc;)gr;?nt ngriisﬁgrlij; Mining|Manufacturing \élvei:ﬁrci%y Construction| Trade cz-)rrrrlfnnusfm?é;ttig;n FinancgGovernment| Total
1991 188218 14371 22333 935} 15115 36462 4879 7484 72541 394341
1997 153670 6592 25983 4576 19801] 36803 13480, 7817 81492 401203
change (%) -0.18 -0.54 0.16 3.89 0.31 0.01 1.76]  0.04 0.12 0.02
1991size (%) 48% 4% 6% 0% 4% 9% 19% 29 18% 1009
1997size (%) 38% 2% 6% 1% 5% 9% 3% 29 209 10094
Change -34548  -7779 3650 3641 4686 341 8601 333 8951 6862
important role in the economy is the second biggest employer.
Table 2: Trendsin employment in economic sectors, 1991-1997
E?)E)Isoe;;rg:nt ngriiscﬁgﬁg Mining|Manufacturing \ellveac}(firci%y Construction| Trade C;;?jﬁ?g;tin FinancgGovernment Total
1991 188218 14371 22333 935} 15115 36462 4879 7484 72541 394341
1997, 153670 6592 25983 4576 19801 36803 13480 7817 81492 401203
change (%) -0.18 -0.54 0.16] 3.89 0.31] 0.01 1.76 0.04 0.12 0.02
1991size (%) 48% 4% 6% 0% 4% 9% 19% 29 18% 10094
1997size (%) 38% 2% 6% 19% 5% 9% 3% 2% 20% 100%
Change -34548 -7779 3650 3641 4686| 341 8601 333} 8951 6862

Like most African and developing country labour markets, Namibia does have a
highly segmented labour market where “each defined ‘ethnic group’ has dgnificantly
differentiated access to employment and wages (Hansohm, 2001) and therefore a high
wage and largely formad sector co-exists with a low wage informd rurd economy.
Productivity levels are low and unemployment remans high with wage inequdity on
the increase as borne out by private sector wage surveys® The acute shortage of skills
reults in a very high skills premium. There is a segp gradient in red wages

" Taken from Tjirongo (1998).
8 This assertion acknowledges that average formal sector wages are high but unevenly distributed
across skillsand job categories.
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according to <kill leve, agan reflecting the premium commanded by training (see
Figure 1).

Figure 1: Private sector real wage developments
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Source: Motinga and Mohammed, 2002,

A typicd unskilled person earns on average 3% of the wages and sdaries of top
management and even when expressed as a ratio of semi-skilled wages the unskilled
dill get less than 50% of the inflation adjusted wages of the semi-skilled (Motinga
and Mohammed, 2002). Can trade liberaisation be responsible or is it past imbaances
il a work?

3.3 Economic structure

The dructure of the economy reflects that Namibia is richly endowed with naurd
resources such as diamonds, uranium, as wel as one of the worlds most productive
fisheries and as such mining, agriculture (manly livestock), fisheries, and tourism
form the four maingays of the economy. These sectors account for much of GDP
(except, of course government), government revenues, and foreign exchange (see
Table 3). A longer-term perspective on the evolution of the sectord contribution to
GDP hints towards a decline in the relative contribution of agriculture and mining. In
the early ningties the primary accounted for nearly a third of GDP (Botha, 2000)
compared to roughly 18% today. The secondary sector expanded mildly mainly on
the back of expanded fish processng. The largest percentage gain took place in the
tertiary sector from roughly 50% in 1990 b over 60% in 2000. This trend has puzzled
many as the growth in the tertiary sector has outstripped those of the primary and
secondary sectors.  Government sector accounts for nearly a third of the tertiary sector
and 21% of GDP.

The agriculture sector’s contribution to GDP has been fluctuating from 6.59% in 1993
to 7.39% in 2000. The poor peformance by the sector was mainly attributed to the
severe drought during the period 1989 — 1992 but sgns of the natural disaster was il
evident until 1993 when the sector started to improve. Increased output by the ostrich
and cered production sub sectors during 1999 and 2000 improved the agriculture
sectors performance.  Namibia inherited a depleted fishing industry its contribution to
GDP pre independence was as low 1.3% in 1986 compared to 4.15% in 1996. The
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sector improved subgtantidly in the early 1990s. The decline was éttributed to the
negative oceanic conditions. The lack of oxygen in the waters led to high mortdity
rate among fish species. In 1996 TAC (Totad Allowable Catches) were reduced to
dlow recovery and caused a decline in the output of the sector. With the increase of
TAC and the recovery in externa demand due to over fishing in the European waters,
the indugtry performed wdl since 1997. As hinted earlier, the mining sector has been
experiencing steady declines over the years. Despite the retrenchments that took place
in the diamond industry in 1992 output has increased. The industry recovered in 1994
mainly due to expangon into offshore mining and further recovery in uranium outpuit.

The transport and communication performed better after 1990 due to capacity
expandon. The increase in exports of live animas and anima products during the
period 1993 — 1996 is manly atributable to the Lome Agreement which alowed
Namibia to raise its beef exports to the EU from 10 000 to 13 000 tons. The
condruction sector’s contribution is of the lowest of al sectors with an average
contribution of 3% to GDP. The sector did wdl in the early 1990 when government
made housng and educaion one of its man devedopmenta priorities.  Negdive
growth has been experienced form 1997 — 2000 within the condruction sector due
mainly to government under spending on its capita budgets and high interest rates
that prevailed in the market.

Under South African rule until 1990, two very different and separate economies
developed: the so-cdled communa aeas where the mgority of the people were
redtricted to a disproportionately smal land area and practised subsistence agriculture,
and a commercid economy based on export-oriented mining and agriculture
controlled by a minority. Thus, a mgor devedopment chalenge has been to integrate
the two economies and to reduce inequdities and this patidly explains the large role
the government sector plays in the economy.

Table 3: The Namibian Economy, 1993 to 2000

GDP by sector of origin 1993 1996 2000
Agriculture 6.50 767 7.39
Fishing 4.15 3.68 4.21
Mining 7.93 8.39 7.81

Diamond 5.70 5.97 5.60

Other mining 2.23 2.42 2.22
Manufacturing 1231 934 10.50
Electricity and water 174 182 154
Construction 2.80 317 229
Wholesaler and retail 7.90 8.99 9.60
Hotelsand restaurants 137 153 179
Transport and communication 6.00 6.82 6.67
Financial inter mediation 231 290 323
Real estate and business services 9.77 9.80 8.88
Community and social activities 094 0.92 0.81
Producer s of gover nment services 2384 2194 21.84
Other producers 222 2.06 194
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GDP at market prices 100 100 100
Principal exports 1993 1996 2000
Live animals and animal products 6.54 8.37 3.79
Fish and other fishing products 0.22 0.20 0.31
Oresand minerals 40.71 38.57 43.65
Electricity 0.00 0.02 0.02
Manufactured products' 36.77 3179 33.91
Total exports of services 15.76 21.06 1834
Total exports of goodsand services 100 100 100

Source: Central Bureau of Statistics, 2001.
3.4 Tradeliberalisation in SACU—Namibia®

Namibia commitments to the WTO ae lagey guided by its membership of the
SACU. As such, Namibia endorses South Africa's offer to the WTO and is therefore
linked to the tariff reform pro%ramme of South Africa, reflecting its status with the
WTO as a developed country™. However, Namibia's WTO bindings on goods differ
from those d South Africa on a number of agricultura goods. At present imports into
Namibia from its SACU partner countries and from Zimbabwe enter free of customs
duty (WTO, 1998).

Trade policy in SACU and therefore Namibia has evolved to a more open regime
ggndlling a depature from an earlier protectionist trend—1925 to 1972—since the
Reynders Commission recommended export promotion (see Table 4). Thus trade
liberdlisation has effectivdly dated some 20 years ago. Table 4 summaise the
evolution of trade policy in SACU. During the fird phase of the liberdisation
process, South Africas primary concern was to address the dow-down in
manufacturing growth, as the dages of import-subgtituting indudridisation were
exhausted (Jenkins, 2002). The second phase was chiefly geared toward vigorous
export promotion that culminated into the WTO led third liberdisation phase.

Table 4: The evolution of trade liberalisation in South Africa-SACU

1972-83 Thefirst tradeliberalisation episode

1972 | Reynders Commission recommends export promotion

1972 | Export incentive measures are introduced

1972-76 | Somerelaxation of QR's

1975-79 | Therand is devalued

1978 | Further assistance to exportersintroduced in line with the Van Huysesteen Committee’s
proposals

1979-80 | Rand appreciate sharply

1983-91 The second trade liber alisation episode

1983 = Kleu Study Group recommends a move away from | Sl
= Thedual exchange-rate systemis abolished

® This section draws on Jenkins (2002), and Cassim et al., (2002).

1 This means that Namibia has made tariff concessions, cuts and bindings that exceed the
commitments made by other developing countries. It isimportant to note that Namibia, by virtue of its
membership to SACU, is bound by the common SACU regime applicable to customs valuation, rules
of origin and other border measures appropriate to devel oped countries.
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1983-85 =  Thereduction of QR sisintroduced
= Theexternal value of the rand falls significantly
1985 =  Government white paper recommends a dual approach to industrial policy: 1S

and export promotion
= Debt crisis; dual exchange-rate systemre-introduced
=  Substantial import surcharges introduced

1987 | BTI beginsto move proactively towards trade policy reform

1989 =  QRremoval continues
=  ‘Sructural adjustment’ export incentives introduced for clothing, textiles,
automobiles and automobile components

1990 =  General Export Incentive Scheme (GEIS) isintroduced
= The phasing out of the import surcharges begins; not completed

1991 | An accelerated deireci ation tax scheme isintroduced

1994-99 Thethird tradeliberalisation episode (WTO)
1994 | The conversion of QRsto tariff is completed
1995 = Import surcharges are eliminated

= Tariff reduction in linewith GATT requirements begins
= Thefinancial rand isabolished
= Negotiations with the European Union over trade preference commence

1996 | The SADC Trade Protocol issigned

1997 =  Further exchange control liberalisation is announced
=  GEISremoved and replaced with WTO-compatible export incentives

1999 | Agreement isfinally reached with the EU

Source: Jenkins (2002), Appendix 1, p. 30.

However, notwithstanding episodes of trade liberdisation and policy reversds in the
1970s and the 80s, most researchers agree that it is redly in the 1990s that a more
ggnificant and sustained process of liberdisation began (Cassm et d., 2002; Jenkins,
2002).

The man am of trade policy in Namibia has been the diverdfication of the export
base through various invesment packages. The key government policy was the
establishment in 1995 of the EPZ programme with generous tax incentives to aitract
investors. However, the compogtion of exports—largdy in rav materids—has not
changed dgnificantly in the las hdf-decade and Namibia is 4ill vulnerable to
externd shocks such as terms of trade changes, externd demand and climatic
vaiations.

3.5 Methodology

In order to patidly appreciate the potentid impact of globdisation on the Namibian
labour market we digtinguish between labour intensve and cgpitd-intensve sectors
and export-oriented versus import-competing sectors.  Debates on how globaisation
or on how trade liberdisation affects employments has been viewed differently,
depending on whether the andysis is being done for developed or developing country.
For Namibia it is not possble to do input-output decompostion—a la Edwards,
2001—since these tools are not avalable a the moment and therefore imposes serious
methodologica congraints.

The methodology we use follows Hayter (1999), which grouped indudries into

import-competing and export-oriented industries and assessed the link between higher
competition from imports and job destruction. Admittedly, this method is rather
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crude in terms of the classfication of labour market performance by trade orientation
and dso undergtates the importance of technology but we would like to argue that this
presents a firgd attempt to explore the linkages between trade and employment.
However, caution should be taken when interpreting the results and conclusons. The
man condrant for this dudy is rdiable data, which precludes a more rigorous
andyss of the reationship between trade and employment. In Namibia employment
data were only collected since 1991 (population census); 1993 (Household Survey);
but actud Ilabour force surveys only began in 1997, which complicates the
comparability of data acrosstime.

3.6 Empirical analysisfor Namibia

This paper classfies each sector in the economy according to severd criteria
Furthermore, it is assumed that trade liberdisation in SACU (and therefore Namibia)
coincided with the change in government in South Africa—the hitherto dominant
player in the customs regime. In terms of andysing the impact of trade liberdisation
on the labour market, first, export-oriented and import competing sectors have been
identified according to an index of “reveded comparative advantage’” between 1993
and 2000. The net trade ratio is used to caculate RCA’'s (Reveded Comparative
Advantage). The net trade to total trade ratio evaluates a country’s trade performance
and condgders the dmultaneous exporting and importing within a particular product
category. The ratio ranges from —1 when there are no exports, which reveds
comparative disadvantage, to +1 when there ae no imports, which reveds
compadive advantage. According to this criterion, only mining and agriculture and
fisheries reved a high net trade to tota trede ratio. The results are broadly smilar to
the TIPS (2000) SADC RCA cdculations. TIPS (2000) found that most SADC
economies revea a comparative advantage for commodities based on commodities
with ardatively low levd of vdue added—raw materias.

Table 5: Revealed Compar ative Advantage in Namibia, 1993-2000: net tradeto
total traderatio

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | Average | Decision
Agriculture and Export-
fiorios 036 | 031 | 030 | 032 | 012 | 016 | 007 | 003 | 018 | o
Minin 093 | 091 | 092 | 092 | 088 | 096 | 095 | 096 | 093 Export-
Manufacturing | -036 | -038 | -040 | -049 | -051 | -051 | -056 | -052 | -047 I mport-
competing
Electrici 100 | -097 | -090 | -098 | -100 | -097 | 093 | 098 | -097 | 'MPOrt-
ectricity -1. -0. -0. -0. -1. -0. -0. 0. -0. competing

Source: Motinga and Mohammed (2002). Notes: Those sectors classified as non-trading are not
included.

Second, each sector is classfied by factor intensity, based on their capita-labour ratio
in 1991 and 1997.
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Table 6: Sector employment, value added and factor intensities

Employment
by sector, Sector value Employment intensive/Capital
added, per centage . ;
Sector percentage N intensive
o contributions
contributions @/(b)
@ (b)
1991 | 1997 1991 1997 1991 1997

Agr. &
Fisheries 477 383 12.90 11.10 3.70 = 345 =
Mining 36 16 17.70 13.60 021 Cl 0.12 Cl
Manufacturing | 5.7 6.5 12.90 14.30 0.44 Cl 0.45 Cl
Water and
Elect. 0.2 11 170 2.00 0.14 Cl 0.57 Cl
Construction 38 49 2.30 240 1.67 B 2.06 =]
Trade 92 92 9.10 10.40 1.02 H 0.88 B
Transport& 1 45 134 |49 440 025 cl 076 cl
Comm.
Finance 19 19 9.20 10.00 021 Cl 0.19 Cl
Government 184 20.3 29.30 3180 0.63 Cl 0.64 Cl

Source: Motinga and Mohammed, 2002. Notes: El refers to employment intensity and Cl to capital
intensity. If theratio is above 0.80 a sector is classified as employment-intensive and vice versa.

Table 6 shows that Namibia is dominated by capital intensve sectors which accounts
for over 30% of employment and approximately 75% of vaue added/GDP. The
grestest employment losses were recorded in the employment-intensve, margindly
export-oriented agriculture and fisheries sector.  The highly capitd intensve mining
sector aso reduced employment considerably from 14,371 jobs in 1991 to a mere
6,592 jobs in 1997. On the contrary the government sector and the transport and
communication were the biggest net employers in absolute terms.

The main reults tha emerge from these comparisons are that export-oriented sectors
have enjoyed a better peformance in terms of gross output and productivity gains
than import-competing sectors. However, relaive employment losses have adso been
comparaively large in the highly export-oriented, natura resource-based and capital-
intendve mining sector and the agriculture and fisheries sector. With trade
liberalisation the reverse is expected as chesper imports compete with domesticaly
produced goods, i.e. greater employment losses are expected in the import-competing
sectors. However, between 1991 and 1997 no job losses occurred in import-
competing sectors of the economy, suggesting that employment losses in the
Namibian economy over this period cannot be directly related to import competition
and cdls into quedtion the propodtion that import liberdisation may have had an
adverse effect on employment.

In the light of the &bove it is important to edtablish the link between trade
liberdisation and employment losses. Two hypotheses are advanced in this
connection. Hypothess 1: could it be that firms in export-oriented sectors responding
to internationa competition introduce labour-saving technologies and therefore
contribute to employment losses—does mining fit this propodtion? For example, the
Chamber of Mines Annua Report for 2000 shows that total employment in mining
has declined by approximately factor of four between 1981 and 1999 (see

Table 7).
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Table 7: Employment changesin the mining sector, 1981 to 2000

Year Number of employeesasat 31 December Per centage change
1981 19240 -
1983 16595 -13.75%
1985 14869 -10.4%
1987 12905 -13.21%
1989 12776 -1.00%
1991 12265 -4.00%
1993 9854 -19.66%
1995 9775 -0.80%
1997 8214 -15.97%
1999 5427 -33.93%

Source: Motinga and Mohammed, 2002,

Hypothess 2. To what extent—given Namibids specidisation in cgpita-intensve
sectors—is trade liberdisation raigng the demand for capitd, whilst reducing that for
labour and this way contributing to the wesk employment performance?

Although it is not possble to assess this hypothess empiricaly we conjecture that
trade liberalisation may have rased the demand for capitd a the expense of labour.
This is very likdy if one congders the number of capitd goods favouring invesment
incentives in place (see Hansohm, 1998 for a summary of specid incentives for
manufactures).  In addition other ingtitutiond barriers could dso favour capitd a the
expense of labour. Collective bargaining became a law &fter independence, which
coincides with increased trade union activity, which could dso explain the rise in the
average wage hill in the mining sector in the face of Sgnificant job shedding in this
sector. In fact, Hansohm et d. 1999 suggest that the main factor determining high
labour cogt in Namibia is the strong influence of trade unions in the forma sector on
wages. They summarised several recent wage agreements between 1995 and 1999 to
support their cdam, which gives an indication of the extent of trade union activity in
Namibia
- 1995 sdary agreement of MUN and Rossing Uranium Ltd.: 10% acrossthe
board (75% of thisfor some employees);
1996 salary agreement of MUN and Rossing Uranium Ltd.: 9% across the
board, plus 24% one-off bonus and renta alowances,
1997 and 1998 sdary agreement of MUN and Rossing Uranium Ltd.: 11% for
1997 and 10% for 1998; this to adjusted by income group (120% for lowest,
60% for highest);
1998 Namwater and MUN salary agreement (1997/8: 8% across the board
Municipdity of Otjiwarongo and NAPWU: 18% for lowest, 15% for medium,
and 12% for the highest income groups,
Nampost and NAPWU 1998/99: 9.25% for lower, 8.25% for higher income

groups.
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Nearly 26%'! of Namibids employed populaion belongs to trade unions, farmers
unions, or employers unions and associations (Republic of Namibia, 2001).

According to Hayter (1999) in a low-growth environment charecterised by low
investment rates, enterprises gopear to be reacting to increased internationd
competition by raiondising production and downszing employment. This could be
partly true for Namibia because mining which was the biggest private sector employer
has become highly mechanised over time, now accounting for a mere 1.6% of tota
employment in the economy. Furthermore, the association that exists between output
growth and forma sector employment growth shows that the post-1994 decline in the
rate of economic growth is one of the mogt important factors underlying the risng
unemployment rate (Gaomab, Steytler and Motinga, 2002).

A smple comparison of invesment and employment dynamics of the different sectors
partidly support this hypothess. Indeed, mining and agriculture, the two sectors with
the bigget employment losses experienced red invesment growth rates of 12-13%
between 1993 and 2000 (and 1999). The investment surge in mining in recent years is
due to Rossng Uranium increasing its capitd investment from N$47million to N$267
(commissoning of haul trucks for new busness systems) in 2000 and darting of
offshore diamond mining operatiions and these typicdly are more capitd intensve
operations. On average those sectors that recorded positive net-employment between
1991 and 1997 (water & eectricity—390%; transport and communication—2176%)
saw average capital formation of 23-25% between 1993 and 1997, which is dmost
double the growth raes of invesment spending in the mining and agriculture &
fisheries sectors. The increase investment in the water & €ectricity sectors can be
attributed to the onrgoing rurd dectrification programme. Subgtantid investment has
aso been made under the transport and communication sector through the improved
port infrastructure a the Walvis Bay and Luderitz harbours. Telecom Namibia dso
invested subgtantidly in its efforts to connect rurd aress to the naiond teephone
grid. Invesment in the fishing industry has been limited since the life span of wooden
and sted boats are 40 and 50 respectively; therefore no subdantid invetment has
been made in that regard. It is noteworthy that both mining and agriculture, the two
export-oriented sectors, experienced lower rates of capita formation, and yet suffered
gronger absolute and relative employment losses than import-competing sectors such
as water and dectricity where capitd stock dso rose a the same rate (2%) but
recorded strong employment gains—mining employment fell by 54% between 1991
and 1997—and for agriculture and fisheries it was 18.4%. The drop in employment in
the mining industry is attributed to the closure of the copper-mine and retrenchments
that took place a the uranium mine during the period, but more importantly mining is
ardaively mature sector whilst agriculture remains voldtile due to aridity.

1 According to the LaRRI the rate of unionisation is quite high in Namibia contrary to what
government statistics suggest (pers. communication with Mr. Herbert Jauch, Director of LaRRI, March
2002).
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Table 8: Percent changesin sectoral investment, 1994 to 2000

1994 1995 1996 1997 1998 1999 2000 | Average
Agriculture and
fisheries -20 57 16 -8 38 1 -3 12
Mining -22 30 79 -27 9 25 1 13
M anufacturing -19 4 0 10 12 -33 21 3
Water and
Electricity 0 -6 114 -13 76 62 -73 23
Construction 89 3 7 3 49 -32 -5 16
Trade 151 85 -37 -21 4 -26 40 28
Transport and
communication 61 -17 25 56 83 14 -51 25
Finance 11 7 37 -50 -3 -1 13 2
Government -1 14 -4 7 -8 9 13 4

Source: Motinga and Mohammed, 2002.

Table 9: Percent changesin fixed capital stock by sector, 1994-2000

1994 1995 1996 1997 1998 1999 2000 Average
Agriculture 0 2 2 2 4 3 2 2
and fisheries
Mining -3 -1 6 1 2 4 3 2
Manufacturing | 15 11 9 9 14 4 7 10
Water and -1 -1 2 1 4 9 -1 2
Electricity
Construction 24 17 13 10 19 2 -1 12
Trade 10 21 7 3 3 -1 2 7
Transportand | 2 1 2 6 16 14 2 6
communication
Finance 10 9 12 4 4 4 4 7
Government 0 1 1 0 1 1 1 1

Source: Motingaand Mohammed, 2002.

4. SUMMARY AND THE WAY FORWARD

This paper has atempted to assess the extent to which trade liberdisation impact on
the labour market in theory and in practice. There are severd issues worth noting
regarding the linkages between trade liberdisation and employment. The andyss
uggests that rdative employment losses have been higher in export-oriented sectors
then in import-competing sectors.  Of course, we are far from establishing the extent
to which policy interventions in the different sectors could explain this pattern of job-
degtruction. The andyds aso suggests that the use of labour-saving technologies in
the form of new machinery and eguipment cannot be excluded in explaining the low
employment levels in Namibia We suggest that tere is a need to look closdly at the
indtitutions of the labour market as evidence from the United States and Europe
suggest that labour inditutions affect the way in which trade influences employment.
The role and impact of trade unions on wages and job-cregtion or dedruction is little
understood and researched in Namibia  Intuition suggests that indtitutiona rigidities
could dso have something to do with the pattern and extent of job-destruction. In fact,
Gaomab, Steytler and Motinga (2002) suggests thet the dragtic decline in the eadticity
of employment to increases in output that they observe between 1988 and 1997 seems
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consgtent with the view that perhaps distortions to factor prices have played a role in
reducing the capacity of the economy to absorb surplus labour®. Furthermore, it is
suggested the phenomena of “downsizing” could explain the large employment losses
observed in some sectors, perhaps in accord with active subgtitution of cepitd for
labour. It is 4ill not clear to what extent this is occurring as a reaction to increased
international competition. Data and tools a hand do not permit such an andyss for
Namibia, making these results and conclusions rather indicative and not conclusive.

The sudy further points out that the Namibian economy specidises in capitd
intensve sectors but once again it is not clear to what extent trade liberdisation
reinforces the development path. Further research is needed to understand why
changes in indudrid policy and trade liberdisation have not caused a shift towards
more labour-intensive development. As Hayter (1999) points out “adequate policy
options depend largely on the diagnogtics with regards to the causes for this
continuous capita intensve development”.

Like most gtudies that explore the linkages between trade liberaisation and the labour
market this paper suffer some shortcomings. The period of andyds is quite short,
1993-2000, which makes it difficult to make grong inferences and as trade
liberdisation is a gradud process with long gedtation period, a longer time period is
required to confirm the trends observed more accuratdly.  Second, it is difficult to
iolate the specific impact of trade liberdisation from that of other processes, which
occurred prior to the liberdisation or a the same time, such as the adoption of the
Labour Act in 1992, the arrivd of independence and associated political freedoms,
etc., due to methodologica, and data constraints.

However, in spite of these warnings, the study should provide policy makers and
other researchers with indicators of the possble links between trade liberdisation
proceses and employment in Namibia Some tentative policy conclusons that
emerge from this paper are the need for greater and more pronounced economic
diversfication away from mature, capitd-intensive sector. Jenkins (2002) concurs
that economic diverdfication, egpecidly into manufectures, is highly desrable A
diversty of income sources makes the economy less vulnerable to externad shocks,
and the greater the range of output the more likely that the economy is making use of
al avalable resources (Jenkins, 2002). Of course, the domestic is too smdl to
generate sufficient “endogenous development”, therefore it is crucid tha production
be amed a a wider market. In this connection the recent investment in the textile
sectors, which intends to exploit AGOA, is commendable and welcome but there is
need for more. In this regard, greater atention should be paid to ‘soft’ sectors such as
tourism and other less-skill intensve sectors that require basc computer literacy and

language proficiency.

12 However, one has to be careful with this assertion given the weakness of the underlying data on
which this suggestion is based.

16



The Impact of Globalisation on the Labour Market: The Case of Namibia

REFERENCES

Bddwin, RE. and Philippe Martin. 1999. Two waves of globdisation: supeficid
gmilarities, fundamentd differences, in Siebert, H. (Ed). Pp. 3-58.

Bhagwati, Jagdish. 1999a “But Mr. Clinton, Globdisation has a Human Face’,
Mimeo.

Bhagwati, Jagdish. 1999b. “Globalisation: the question of “appropriate governance’,
Key Note Speech given at Taegu, Koreain October 1999.

Botha, D.J.J. 2002. The Namibian Dollar at Home and Abroad. South African Journal
of Economics, val. 68, no.1. Specid Issue.

Cassm, Rashad, Donadd Onyango and Dirk Erngt van Seventer. 2002. The State of
Trade Policy in South Africa, March 2002. TIPS. Dréft.

Dawkins, P., and Peter Kenyon. 2000. Globalisation and labour markets:
implications for Australian public policy, Centre for Research on Globalisation and
Labour Markets (GLM) Research paper 2000/7. School of Economics, University of
Nottingham.

Edwards, L. 2001. Globdisaion and the skills bias of occupationd employment in
South Africa, The South African Journal of Economics, vol. 69:1.

El Toukhy, M.M. 1998. Globdisation and Developing Countries, The South African
Journal of Economics, val. 66. no.4.

Feldgein, Martin. 2000. Aspects of Globa Economic Integration: Outlook for the
future, NBER Working Paper Series, WP. 7899. September 2000.

Gaomab, M., John Steytler and Danied Motinga. 2002. Macroeconomic Issues for
Vison 2030—An appropriate macroeconomic drategy for promoting an open,
dynamic, competitive and diversfied economy with increesed growth, employment
and poverty reduction. Draft Report for Vision 2030 Project. July 2002.

Ghose, Ajit, K. 2000. Trade liberdisstion and manufacturing employment,
Employment Paper 2000/3. International Labour Office,

Greenaway, D., Hine R.C. and Peter Wright. 1998. An empirical assessment of the
impact of trade on employment in the UK. Research Paper 98/3. Centre for Research
on Globdisation and Labour Markets, School of Economics, Universty of
Nottingham.

Hamermesh, D.S, and Albert Rees. 1993. The Economics of Work and Pay, 5"
edition, HarperCollins College Publishers.

17



The Impact of Globalisation on the Labour Market: The Case of Namibia

Hansohm, D, Danid Motinga, Klaus Schade, Wolgang Werner, and Arne Wiig. 1999.
Policy, poverty and inequaity in Namibia the cases of trade policy and land policy,
NEPRU Research Report No. 18. September.

Hansohm, D. 1998. Namibia's labour market, Draft (September 1998).

Hansohm, D. 2001. Labour market policy, poverty and globalsation in Southern
Africa aNamibian point of view, mimeo.

Hansohm, D., e d. 2000. Economic Reform Programmes, labour market inditutions,
employment and the role of socid partners in Namibia ILO/SAMAT SAP & Social
Dialogue Discussion Paper No. 4.

Hayter, Susan. 1999. Assessing the Socid Impact of Globdisation: trade liberdisation
and employment, Trade and Industry Monitor, March 1999. Val. 9.

Jauch, Herbert. 2000. Globdisation and Employment: new opportunities or continued
margindistion? Namibia Economic Society Newsletter, Issue 18, November 2000.
Paper read at the 2" AGM of the NES.

Jenkins, Carolyn. 2002. Indudtrid Policy, Trade Strategy and Growth in Namibia
Paper presented at the Bank of Namibia Annual Symposium 2002. Bank of Namibia,
Windhoek. August 2002.

Jordan, A.C. 2001. The chalenges of globdisation for development in southern
Africa Development Southern Africa, vol. 18. No. 1. March 2001.

Motinga, D. and Grace Mohammed 2002. On the causes and consequences of
globalisation: what implications for the Namibian labour market, NEPRU Working
Paper 85, Windhoek.

Mugerwa-Kayizzi, S. 2001. Globdisation, growth and income inequdity: the African
experience, OECD Technical Papers No. 186, OECD Development Centre.
December 2001.

Nattrass, Nicoli.,, 1998. Globdisaion and the South African Labour Market, Trade
and Industry Monitor, July 1998. Val. 6.

NEPRU. 1999. Teking advantage of globdisation, NEPRU Viewpoint no.23,
Windhoek.

Ng, Francis and Alexander Yeats, 1999. Good governance and trade policy: are they
key to Africds globa integration and growth? World Bank Policy Working Peaper
2038. The World Bank DRG. January 1999.

Republic of Namibia 1992. Namibia Labour Act 1992. Windhoek, Minidry of
Labour.

18



The Impact of Globalisation on the Labour Market: The Case of Namibia

Republic of Namibia 2001. The Namibia Labour Force Survey 1997: Find report of
Andysis. June 2001.

Rodrik, D. 2001. “Comments & the Conference on “Immigratiion Policy and the
Wedfare State” held in Trieste, Italy, Organised by the Rodolfo deBedetti Foundation.

Sdvatore, Dominick. 1995. International Economics, 5" edition, Prentice Hall
Internationd Editions.

Siebert, H. 1999. (Ed). Globalisation and Labour Markets Inditute flr
Wetwirtschaft an der Universtét Kiel. Mohr Siebeck.

TIPS (2000). Revealed Comparative Advantage in SADC Economies. Focus on data,
February 2000, Trade and Industrial Policy Secretariat.

Tjirongo, M.T. 1998. Exchange rate policy options for Namibia. D.Phil thess,
University of Oxford, St. Anthony’s College. Oxford.

Tskita, Y. 2001. Globdisation, poverty and inequdity in Sub-Saharan Africa A
Political Economy Appraisd, OECD Technical Papers No. 183, OECD Development
Centre. December 2001.

Wood, Adrian. 2000. When and why does globdisation increase rather than reduce
ladbour market inequdities in developing countries? Trade and Industry Monitor,
December 2000. Vol. 16.

WTO. 1998. Trade Policy Revien—Namibia Report by the Secretariat, WTO Trade
Polciy Review Body.

Yusuf, S. 2001. Globdisation and the chdlenge for developing countries, World Bank
Working Paper No. 2618. June 2001.

19



