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| - Introduction

... something fundamental, something transformative, is happening to industrial
relations and labour law. We are not quite sure what that something is ...
(Arthurs 1997: 571)

This paper explores “what that something is’, and suggests that a paradigm shift is necessary for
condructive thnking about labour rdations. The need for this shift is discernable in various
discourses about work (for example, Edwards, 1997). What we attempt in this paper isto draw
together these various indghts to come up with a“postive’ programme.

The paradigm shift in question is dictated by globdisation. We argue that globdisation has out-
moded certain current ingtitutiond structures, such astraditiond labour law, and more generdly
those associated with the old modd of the “protector” dtate in a system of accumulation defined
as “segmented work”. The paper starts (Part 11) by consdering the globdisation phenomenon
and theimplications that this process has had for a sdection of countries. 1t ispossbleto see
thet different inditutional forms breed different “spedies’ of flexibility, dealy differingin
desrability according to the yarddtick of the value sysem we define. Further, it is goparent that
policy factors outside the labour market are critical to success. Next (Part 111) we consider South
Africa. Left and right seem to agree that there is atendency to enter a“race to the bottom” in
which poorer countries compete by lowering Sandards. The Left' s responseis advocacy of old
“protective’ sructures that seem a odds with the broader processes of globdisation. The
Right’s responseis passive: that if the process of globdisation dictates that we must lower
dandards, then lower gandards we must. We cdl these South African responses a“ nexus of
bewilderment” and argue thet they are atype of what Hirg and Thompson (1995) cdl “the
pathology of over-diminished expectations’—

It is essentid to persuade reformers of the left and conservatives who care for the fabric
of their societies that we are not helpless before uncontrollable globa processes (Hirst
and Thompson, 1995: 6).

lDepartment of Economics and Economic History, Rhodes University. Email D.Fryer@ru.ac.zaand
Bravey99@yahoo.com L ast edited on 6 September 2000.




Part 1V, which condtitutes the heart of the paper, triesto present the fundamentas of a*pogtive’
policy response to globaisation. Although our proposds arefairly radicd, we believe that our
methodology isnot. As McAdams (1995: 1035) putsit in ardated context: “... the theory ...
fails not because it employs the economic method, but because it is not sufficiently faithful to

that method™®. Part VV concludes

Il Globalisation and labour—aworld of change

The environment: globalisation and the search for openness

Even such advanced countries as Australia and Canada often fal into this dilemma. They
think because they are resource rich they can live on their own resources, dipping
leisurely into their pot of gold at need ... But ... the resources on which they count ... have
become commodities. When there is no value added, none can be collected. If the
market for what they produce is hedlthy, the economy is OK. If it is not, the economy is
in deep trouble, and there is nothing they can do about it (Ohmae, 1991: 175).

2McAdamswas writi ng about discrimination:

“A parsimonious theory would explain the data of race-based behaviour with asingle preference. Few economists
understand this point better than Gary Becker [who] ... wrote persuasively of the need to avoid explaining behaviour
by differencesintastes... Ironically, Becker’s model of race discrimination exemplifiesthe very failingsthat his
household production function was meant to correct ...” (McAdams, 1995: 1042-3) .



Poorly-skilled labour may be characterised as acommodity, and Ohmeae swarning is astrue for
deve oping countries with abundant chegp labour asit isfor any other “resource rich” country.
The mgor problem that developing regions face is how to bresk the mould of dependence on
chegp labour. Even countries that have successfully entered export markets run the risk of
becoming export dependent “ screwdriver” economies®

However, the mould has been broken, and aswe arguein Part [V, development is now “smply”
amatter of palicy effort. The mould in question was the post-WWII Pax Americana (described
by Bowleset al., 1990). For the purposes of comparing it with globalisation, we can cdl the
post-war sructure of accumulation “shallow integration”. Developed countries (essentialy

North America and Western Europe) needed to import commodities and (unskilled) |abour-
intengve goods from poor countries, and to export their own kill-intensve goods to pay for their
commodity imports. A set of multilaterd agreements (GATT, the IMF and the World Bank, the
United Nations) was et up to govern aworld in which countries were to be integrated in terms of
trade, and to a certain extent, capita flows. However thisisasfar asintegration wasto go. In
particular, dthough the UN, ILO and other multilateral agencies defined a set of “universd”
gandards and rights; it was citizenship and nationd sovereignty that were to remain sacrosanct.
In order to cement the authority of the nation Sate over its ditizens, internationd mohility, both

of capital and labour, was to be redtricted and regulated.

The dominant economic modes of the time supported and judtified this gatusquo. Keynesian
models showed how a any given leve of deveopment, nationd states could use the power
derived from restricted capitdl and labour mobility to maintain a platform of sability and full
employment as the basis for reasonably humane societies. Neoclassicd modds seemed to offer
longer term comfort. The Stol per-Samue son theorem (1941) showed thet aregime of free trade
in goods, under which the “North” would export cgpitd intensve goods in exchange for [abour
intensve goods from the * South”, would lead to wage convergence for given categories of
workers.* This paradigm was complemented by neodassical growth theory, which predicted that
technologica diffuson would lead to convergence between rich and poor countries.

Deve opment policy for a South country would involveacceptance of the mould of minimal

3Wilkinson (1994) shows that the export to GDP ratio is not as good a measure of economic heath asis
sometimes assumed. Countries like Japan and the USA export well below 10% of GDP. Middle income countries
typically export anywhere between 10% and 150% of GDP (the “high” is Hong Kong, where over 60% of exports
aresmply re-exports with minimal value added). A simple examplewill illustrate: Costa Rican manufacturing has
recently broken into world export markets, but imported inputs typically make up 95% of the value of such exports
(Gindling and Berry, 1994). This means that Costa Rica only contributes avery small amount to the production
chain, such as assembly of virtually completed kitswhich areimported from countries (such asthe US or Japan)
with higher labour costs. Japanese exporters, on the other hand, source most of their inputs domestically. For the
same value of exports, amuch greater proportion of the value chain is“captured” within Japan’ s diversified
economy.

*Thus there would be atendency towards a single worldwide wage for unskilled workers and (for example)
asimilar tendency for civil engineers. Neoclassical trade theory does not predict complete factor price equalisation,
but thisisonly because perfectly free tradeisnot possible. Personal services and goods with very high transport cost
to valueratios are “non-tradeable”.



effort but maximal discipline. Frdly, the country would have to remove al barriersto trade.
Sacondly, the country would gradualy extend the education of itsworkforce. Discipline would
be required to ded firdly with dissdent voices caling for shortcuts to devel opment (in particular
Marxigs, but dso unorthodox Keynesians and purveyors of “indigenous’ modds of

deve opment) and secondly with so-called rent seeking (the dominance of particular over generd
interests).

Two sts of factors lead to the bresking of this mould and the onset of what is cdled
globaisation, that is, “deeper integration”. Thesefactors are rdaed and inter-causa, and we do
not have the space or expertise to discuss them here. However abrief word is necessary to dispe
some common myths and set up the rest of the discusson.

Perhaps the mogt important factor is dissent. We can see this movement a two levels. Firdly,
partly in response to the success of shdlow integration a raisng income, there is an essantidly
cultural movement away from disciplinary productionist values®  Thisis of essertid
importance to our discussion. We can envisage:

apog full-employment consumer society as one of the main characteristics of
postmodernity ... Consumer behaviour, rather than work or productive activity, has
become the cognitive and mord focus of life, the integrated bond of a socid formation, in
which consumption rather than production is the fulcrum of individua and socia
existence (Edwards, 1997: 45 quoting Bauman, 1992).

At the second level we can discern dissent at the political foundations and ideol ogical
judtifications of the Pax Americana—and levels of dissent appear to be rising in the wake of the
neoliberd 1980s and early ‘90s. These culturd and ideological movements are extremdy deep
Segted, and can be construed as post-modern criticisms of the concept of progressitsalf
(Edwards, 1997). Atapractica leve, American hegemony was chdlenged and found wanting
both internaly (the movements of the ‘60s and the scandas of the * 70s) and externdly. The
successful externd chalenges came at the politicd leve (Vietnam, Iran, Angola, Libya, Somdia,
and Irag). Successful economic chdlenges were mounted by OPEC, and, mog dgnificantly for
our purposes, countriesin East Asaand Northern Europe. These countries redised that the

*0ld productionist values had amodel “disciplined” workers whose work was purely instrumental to
earning money for consumption. Asearly as 1932, Bertrand Russell recognised that the “work ethic” was no longer
necessary, given the productive power of the modern economy. “Thisisthe morality of the Slave State, appliedin
circumstances totally unlike those in which it arose” (Russell, 1932: 10-13). However, it isonly since the 1960s that
the traditional distinction between work and consumption has begun diminishing. New forms of work allow for
direct enjoyment of work. Thisismostevident in the provision of freeware ontheinternet. The principle
motivation, for example, of David Harris, the creator of Pegasus Mail, was, that “communication had to be regarded
asaright, not asaprivilege: it seemed to mein 1989, asit still semsto me now, that freedom of speech isuselessif
nobody can hear you. Giving away Pegasus Mail seemed to be a means by which | could try to make communication
more accessible to amuch wider range of people who needed it” (Harris, nd). Consumerism also offers peoplethe
possibility of choosing out of adiversity and mix of lifestyles. For an excellent discussion of theseissues see
Edwards(1997).



“mould” would not alow development® (that is moving from one socio -economic leve to the
next). What ismore important isthet in thar very different ways they acted on this redisation.
We pick up this theme in the next subsection.

8« The East Asian lesson that might profitably betold to today’ s least devel oped countries and to some of
the late industrialisers trying to get back on track, isthat in the mid-1960s, after Korea and Taiwan dutifully
devalued their real exchange rates and liberalized the imported inputs they needed to manufacture their exports, they
still could not compete against Japan, even in their [abour-intensive sector, cotton textiles ... in spite of the fact that
they had benefited from American aid-financed investmentsin physical and human infrastructure, and accessto the
American market, which was much more openthanitis’ (Amsden, 1994: 632).



At the same time, the second important force for globdisation, namely technology, is bresking
down barriers (see, for example, footnote 5). In economic terms, what we are seeing isthe
demise of the transaction cost. Agtonishingly, transaction cogts have only become part of
mainstream economics in the last quarter of the 20" Century. The andlysis of transaction costs
leads to a recognition of what mlght be called power diversity, theimportance of smal, exdusve
groups generating socia capitd.” Suddenly the redl nature of the world became gpparent to
orthodox economigts. But now, just asthis process is understood by economigts, ancient feuda
cadte and class sysems, everywhere transformed into indugtria dass systems by the ubiquitous
transaction cogt, sand to teke ther final defest. Weexplainin Pat V. Before that, we need to
consder some concrete evidence. The next subsection does this by setting out a series of
country profiles. Thisis not meant to be authoritative. The purposeisingead to introduce
certan sysematic nationd differencesin the ways of doing things related to labour.

Leaders, followers and lost sheep

Given that the United States is or has been in some sense the leader, it would seem agood place
to sart. Gordon et al. (1982) have characterised as “ segmented work” the bargain by which
mainly white male workers sugpended the dass sruggle in exchange for materid wedth and
security. By the* 70s this bargain was under threst from incressed foreign and domestic
competition together with the rising wage premium of unionised workers® Employers, aided by
the Reagan Adminigtration, responded by aggressively demanding concessons from their
workers during the depressonof the 1980s (Rosenburg and Lapidus, 1999: 78). Cristopherson
(1991: 175) explainsthis dedinein the socid and political arrangements behind the mass
production economy in the United States through the early 1970s. She demondrates thet in the
ensuing two decades of increasing globalisation, America.grew into aservice’ economy serving
(primarily business) markets throughout the world. From 1973 to 1990, approximately 27
million jobs were added to the US economy of which aquarter were flexible work.

"We reserve ameani ng for “social capital” that issignificantly different from that proposed in Fedderke et
al.(1999). We mean by socia capital the benefits of belonging to networks of primarily socia rather than market
origin. Thusin India, casteisthe most important determinant of socia capital (Bremen, 1996); in Japan, business
and employment relationships are highly socialised (Deutschmann, 1991; Wilkinson, 1994). In both, the social
capital servesto segment the labour market. We distinguish such social capital from human capital, and more
originaly, from market capital. Our “market capital” refersto the public good benefits of market infrastructure,
and isclosely akin to Marshallian external economies. Fedderke et al. would say that Indiaand Japan have
abundant, “transparent” social capital, but that it isnot “rational” inthe sensethat it isnot a public good (ie. is not
codified into auniversal language).

81t isnow conventional wisdom that the extremely tight labour markets of the late 1960s coupled with the

productivity slowdown lead to the devel opment of a wage gap. This had disappeared by the late * 80s (see Solow,
1997).

Rosenburg and Lapidus (1999: 72) show that in 1997, 56 percent of contingent workers were employed in
the services sector in the USA.



“Segmented work” had thus been replaced by “flexible production” 1° as the dominant mode of
production. It isimportant to redise that this phenomenon goes much desper than * contingent
work” asit isnormaly defined.'! This“New Economy” hasto alarge extent supported the
growth of Americaas atechnological lesder'?  However, the proliferation of flexible
workforms begs the question: to what extent were the new workforms voluntary (thet is
preferable in terms of worker choice to their standard predecessors)? Rosenburg and Lapidus
(1999: 76) demongrate thet the trend in flexibility in America could ether be “demand”
(employer) driven or “supply” (employee) driven. Supply factors would predominate if
employees preferred such ungable forms of employment. Clearly thistdls alarge part of the
Ameicangory. Canoy et al. (1997: 47), referring to the hi-technology sector, describe
individuas who have atained such “desirablée’ flexibility:

The success of these individuas in these flexible labour markets obvioudy dependsto a

certain extent on their skill levels. But it depends even more on their networks of
relationships and contacts outside their place of work.

The second sentence drikes arather jarring note. 1t suggests that there must be ahigh threshold,

10See, for example, Sabel and Zeitlin (1997: 22). Sabel and Zeitlin provide an important warning against
overdoing what they describe as “ grand periodizations’:

“.. even the most apparently tranquil epochs of economic history never have the matter-of-
factness that the notion of grand periodization almost inevitably imposes on them. On the other
hand it seems odd to think that innumerable overlapping local narratives have no supra-local

hi storically extended analogue.” (1997: 29)

11Thusinthe USA, arelatively small proportion of workers are contract or temporary workers compared to other
countries (Blank, 1998). However, thisis becausein the USA it is not necessary for employersto resort to non
standard formsto achieve “ negative flexibility”. In America“... aprivate employer, unlesslimited by statute,
contract or collective bargaining agreement, isfree to hire and fire any employee at will... [In addition] very few
full-time workers are guaranteed lifetime employment or even long term employment. Therefore the definition of a
contingent employeeis somewhat arbitrary and the term ‘ contingent work’ has taken on awide variety of meaning”
(Rosenberg and Lapidus, 1999: 63). It is not surprising, therefore, that Blank (1998: 269) finds that part time
workers are heavily clustered in sales and service occupations, wholesale and retail trade, and in professional
servicesindustries. These areindustries with variable client demand or demand during non -standard hours —ie.
industriesin which “valid” reasons exist for using non-standard work. Nevertheless, “[&]lthough most evidence
indicates that scheduling demands are the most important reason employers use part-time work, ... employers who
do use part-timers pay them differently”.

12The growth and dynamism of the high tech sector created opportunitiesfor skilled workersto become “ career
resilient” (Watermanet al. 1996). “Flexible work, new forms of networking and mobility, and contingent
employment are among the most prominent features of the new industrial organisation linked to new economic and
technological processes’ (Carnoy, et al. 1997: 28).



not only of skill3, but dlso of “supporting ingtitutions”, before it can be siid that “flexibility” is
desrable. In America, of couse, these supporting ingtitutions are not provided by the public
sector (Rosenburg and L gpidus 1999; Christopherson, 1991 14 A large share of the workforce
fdlsbdow thethreshold.’® Americais characterised by inequality*®, low and stagnant wagesin
“unskilled” jobs'’, and, ironically for a.country so market orientated, poor labour market access
for the most disadvantaged communities® Felstead and Jawson (1999: 2) sum up: ... “[T]he
surge of nonstandard work is associated with rock- bottom wage rates coercive management,

13wWe may get some idea of where this skill threshold lies from looking at evidence assessed by Blank (1998). In
regressions controlling for arange of personal characteristicsincluding education, part time workers do seemto
receive lower total compensation, but the story with wagesisnot so clear. Men earn lower wages, but thisis not the
case for women, particularly in professional and managerial jobs (Blank, 1998: 270-1). Similarly, white collar
temporary workers earn slightly higher hourly wages than nonrtemporary workers, but “pink collar” and blue collar
workers earn 10% and 34% less (1998: 275-6).

14" ...the European has national health insurance and other protections that the American either buys out of the
paycheck or doeswithout” (Freeman, 1996/97).

15See Blank (1998: 267) for amore detailed breakdown. Inthe sample of “less skilled workers™ (with ahigh
school “degree” or less), workersin “standard” jobs:

a) earn over 40% more per hour;

b) receive significantly more fringe benefits;

¢) work significantly more hours;

d) and are unemployed for significantly fewer hours per year
than similar workers in contingent (temporary and part time) jobs.

16Some of theinequality indicators are stark. For example, the share of Americansliving in poverty rose from 11.2
percent in 1974 to 15.1 percent in 1993. Thelowest quintile of American children are now poorer than the lowest
quintile of childrenin 15 other advanced countries (Freeman, 1996/97). Social indicatorsreflect this. For
example, life expectancy (whichis strongly influenced by the distribution aswell asthe level of GDP) is higher in
CostaRicathaninthe USA (Daniels et a. 1999). In Harlem, malelife expectancy islower eventhanin

Bangladesh.

17(West) German men in the bottom wage decile appear to earn twice as much their American counterparts
(Nickel, 1998: 309), and the differenceisgrowing. Nickell (1998: 298) reports that real wages of bottom decile
worker fell by over 1% per annumand increased by over 2.5% per annum in the 1980sin the USA and Germany
respectively. See also Freeman (1996/97); Freeman and Gottschalk (1998).

18Geographical flexibility is not as great as one would imagine, especialy for the marginaised. Holzer (1998: 227)
documents the movement of jobs away from inner city, with movement of minoritiesimpeded by residential
segregation and transportation problems, as one of the most important problems facing the poor. “Indeed, we might
view various mobility strategies [original emphasis], designed to raise the supply of minority labour in suburban
areas, as complementary with (and even pre-conditionsfor) effective anti -discrimination efforts targeted at the
demand side of the labour market in these areas’ (Holzer, 1998: 244).



intensfied labour processes, unsocid hours and high rates of job turnover” — in other words,
demand side factors predominate. In addition to itsimplications for wage sagnation,
“flexibility” has meant thet the risk and inconvenience of non-standard or unstable demand
patterns has been transferred to employees (see dso footnote 11).

Americassemsto encgpsulate within one country the seemingly inevitable dudity of
globalisation, namdly that it is very good for people who want and can cope with freedom, but it
isaburden for people who are poor, socidly didocated, and unskilled. For the latter ...

[c]ost-based strategies are likely to lead to a downward spird of wages, working
conditions and labour standards and to reinforce adversaria relations at the workplace ...
Nations that lack strong ingtitutions constraining the choice of the low-wage option are
particularly vulnerable to this problem. The United States may be suffering from this

problem at the moment (Lockeet al., 1995: 153-4).

Asleader, Americamay be aypicd. Itisworthwhile therefore to look a Audrdia, which while
not aworld leader in technology, hesasmilarly ‘rdaxed’ indtitutiond Iabour arrangement and
development srategy. In Audtrdia snce the early 1990s, ashift from centrdised intervention
towards decentralised enterprise bargaining arrangements has simulated the growth of non-
standard work (Burgess and Strachan, 1999: 130). This has increased from 33 percent in 1982 to
45 percent in 1996 (Burgess and Strachan, 1999: 125). Again, asin America, these ingtitutiond
structures, together with relatively high unemployment®, reduced the power of workersto resist
incressing insecurity of jobs and wages?® Asin America, growth of services played into the mix
aswdl, generating alarge number of semi-skilled contingent jobs, while adedine in the Sze of
the standard or core workforce across al industriesis evident (Burgess and Strachan, 1999: 125).
What isinteresting about Audrdiaisthat it ssemsto show an incompaibility of neoliberd
programmes and adrive to higher value added. While those remaining in the core “ protected”
sector®! tend to be the more highly skilled, especialy in terms of tertiary education, the reduction
in the Sze of the core does seem to imply that Audraiais associaied with agreater proportion of
unskilled workers. There is amore subtle and more generd lesson. In the Anglophone OECD
countries, thereis probably little wrong with the policy towards the high vaue-added, skilled end
of the labour market. For the top end of the labour market, above the thresholds of human,
socid, and market capitd, the lesson probably isthat less government is better.  Markets work
(see the quotation and following dscussion on page 6). The problem occurs at the bottom end.
The less deve oped is the country, and the “bigger its bottom”, the more important isthis
limitation. In fact, failure to embrace or undertake structurd adjustment, or to pursue “vaue’

19 1994, unemployment was over 10% (Economist, 1995: 114), by 2000 it was down to 6.7% (Economist, 2000:
116). Presumably one of the factorsin this decrease isthe rise of “non-standard” work.

Asin America, the wages of the lowest decile of workersfell substantially in real termsinthe 1980s. This
wasin marked contrast to (West) Germany and Sweden which both experienced growth of approximately 2% per
annum (Nickell, 1998: 298).

The expression isthat of Piore (1979: xii), used to explain histheory of adual labour market. Here, the
ideaisthat the economy is divided between a primary and secondary sector, with jobsin the former based upon a
long term, ingtitutionalised commitment, served by a set wage structure. Thelatter form of employment isvery
much that observed in the above discussion, with increasing job insecurity, low skillsand low pay.



a0y essvely is acommon theme across countries with laissez faire policies, and isakey factor in
the growth of the contingent workforce in Hong Kong, which we survey next.

Hong Kong has for along time had a“flexible’ system of production. Although the Sate has
normaly played little role in the direction of economic development (Amsden, 1994: 629), the
€conomy is not, asis sometimes supposed, amodd laissez-faire economy. According to
Wilkinson (1994: 168) socid expenditure accounts for over 50% of tota government
expenditure. This supports the economic sructure of smal business by providing ahigh “socid
wage’ which dlows smdl busnessto take risks to take advantage of product niches asthese
niches open.

The dominant form of manufacturing production is thus through a hierarchical subcontracting
systlem of numerous, sSmdl-scae, family-centred export-oriented factories. These producers are
connected to internationd markets via ' buyer-driven’ 2 commodity chains, aso known asthe
‘stdlite factory sysem’ —weixing gongchang. This sructureimpliesalack of control by smdll
producers over product marketing and srategy. Small firms must respond to demand conditions,
and mugt perforce remain flexible. Also synonymous with this gpproach is the routine nature of
tasks performed by flexible workers. Again, skills are low, and women are key playersin this
periphera group of employees, drawn in through socid conditioning. A biasin favour of sons
means that young girls were often sent to work to supplement family income. Furthermore,
women “homeworkers’ are not protected by labour legidation in these areas (Lui and Chiu,
1999: 173).

Thelow kills, low cog, flexibility route has important adverse implications for socid and
economic development. Hong Kong has consistently failed to move “up the vaue chan’” 23

Large numbers of small firms with little support or direction from the state, then, may
have their advantages in terms of rapid response to market change and protectionist
measures [imposed by other countries], but their cgpability in moving to higher vaue
production and up-grading technology is open to question (Wilkinson, 1994: 161).

Two factors could explain this. Frdly, “fear of Chind’ haslead to investors taking short term

views, secondly thereis a sense that, compared to their Tawanese or South Korean counterparts,
Hong Kongese producers have never been forced to move up the vaue chain.

Democracy, even in the limited form experienced in Hong Kong, was the exceptionrather than
theruleinthe Adan Tigers. Singgpore, Koreg, Tawan, and more recently Madaysia have been

As opposed to ‘ producer-driven’ chains, which are associated with capital and technology intensive
industries where transnational companiesretain centralised control over the production process (Lui and Chiu,
1999: 168). Thiswasthe model followed in Japan and Singapore, with emphasis on indigenous and foreign capital
respectively (Wilkinson, 1994).

23Indicators of thisis are a) that Hong Kong has the lowest hourly wages of the Asian NICs despite having the

highest income per capita; b) the share of value added in exports has been fairly constant at about 20% since the
1960s (Wilkinson, 1994: 160-4).
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characterised as“benign dictatorships’. Although superficidly democrétic, the governments of
these countries have not hesitated to sacrifice “humanrights’ and, in particular, workers rights
when they seemed to stand in the way of “development”. Taiwan isamodd of this, bath in
terms of its remarkable GNP growth (Wilkinson, 1994: 117), and because mogt of its success
came while the country was uinder martid law (until 1987). We have seen that in Hong Kong the
government played akey rolein providing market infragtructure; the role of the Tawanese
government “makes nonsense of any notion thet the country has a laissezfaire economy”
(Wilkinson, 1994: 132). Inthe early years, the sate assumed responsibility for the devel opment
of drategicaly important capita intensve heavy indudry. Therole of cregting lighter industry
was ddiberately |eft to the small business sector which, for our purposes, may be trested as
identical to the Hong Kong modd.2* Heavy emphasi's upon export orientation has generated
meassve trade surpluses which, coupled with high domestic savings, have ensured the country’s
foreign exchange reserves have dway's looked extremely hedlthy®. Great emphasis was dso
placed by the government on education. Primary and secondary education are free and
compulsory (Wilkinson, 1994: 130).

Although different from Hong Kong in thet the sate played a Srategic role rather than just a
market supporting one, IMmilar dructurd defects emerged in the Tawanese system through the
ealy 1990s. Mogt important for our purposeisthe falure of the fragmented smal business
system to bregk into the highest valued added activities. Thiswould involve the assumption of
technological leadership; the focus until recently has been on “reverse enginearing”?®. Unlike
Hong Kong, which has aready supply of Chinese immigrants kegping wages down, |abour
market tightness and cregping democratisation have led to wage increases greater than
productivity growth. Policy (asin Singgpore and Madaysa) sought to exdlude immigration with
thee(plidtly dated intention of forcing firms up the vaue chain (of course, chawvinigmisdso a
work here?’). This, together with the emergence of the low Wa%e producers (China, Indonesa
and others) has put some pressure on the Taiwanese economy. 2

24infact, Lui and Chiu (1999) ded with Hong Kongese and Taiwanese systems of |abour flexibility together.

25These amounted to over US$88 hillion in 1992, the largest in the world and amatter of grave concern for
America (Wilkinson, 1994: 118).

26Thetermisquiteliteral. For example, South K orean engineers derived blueprints of microwave ovens from
inspection of American and Japanese models. The normal direction of engineering isfrom blueprint to product.

27Exclusion of immigrants does not seem to be very effectivein forcing firms up the value chain, especially when

the main reason for the policy is chauvinism and xenophobia. The more frequent result of such policy isthe
disruption to production (particularly in labour shortage countries like Malaysia and Singapore), the driving of
business underground, and the subsequent exploitation of now “illegal” immigrants. See Lucasand Verry (1999)
for Malaysia.

28V anufacturing employment declined from 2 635 000 in 1986 to 2 449 000 in 1995. In the same period the

number engaged in labour intensive industries fell from 1 469 000 to 1 049 000, adrop of 28.6%. A similar decline
occurred in Hong Kong (Lui and Chiu, 1999; 175).
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Characteridicdly, the Tawanese state responded. Uncharacterigtically, its response did not
encroach on persond freedoms. The form of the intervention was the massve Sx Year National
Development Plan. Thisaimed a spending US$303 hilliorf® upon infrastructure ranging from
educetion, to ports and trangport and communication networks to cement a position asthe ‘ nerve
centre of Ada Essantidly the grand plan of the State amed a getting Taiwan to make the “legp
from mimic to innovator” (Wilkinson, 1994: 131), while playing a complementary roleto its
Adan counterparts. It isinteresting to note that Singapore isaming to become aspecidist
business sarvice supplier: the “brains of Asa’ (Wilkinson, 1994). For both Singgpore and
Tawan, high vaue added production thet is able to chdlenge Americaand Jgpan isthe god.

Further ingghts may be gleaned from the case of Japan. Japan dso exhibits awvareness of aneed
to move towards a more democratic, consumerist society, but is finding thet the process involves
severe sodd and economic didocation. Unlike “ Chinesg” Hong Kong and Tawan, it hasan
extremdy hierarchicd producer driven sructure of production. Asin America, workers with
poor human and socid capita are trgpped into alow wage labour market in which externd
flexibility is awegpon in the hands of employers. However, the pardld between the two
countries between the position of privileged workers, and the way that flexibility is achieved, is
not so dose. In Jgpan, dthough the modd of the “lifedlong worker” gopears benign, in redity it
represents closure in asystem of “segmented work”. Thus, dthough human capitd is extremdy
important & the entry leve (to the extent that there are now “swotting schools” for four and five
year oldswanting to get into the best kindergartens), socid capitd isfar more important thanin
the USA. In Jepan, alarge proportion of this socid capitd is enterprise specific. Oncein,
workers are socidised by aremarkably concerted managerid effort to identify workers with the
firm (Deutschman, 1991). Crucidly, socidisation isdso achieved through alow socid wage.
Even more so than in America (see footnote 14) the Japanese modd is private provison of basc
welfare services (Cristopherson, 1991: 171). Thisis exacerbated by the high Japanese cost of
living (see Ohmeae, 1991). The very low “social wage’ means that the human capitd threshold
for pogtive flexibility is extremdy high, and thereis extreme “fear of the market”. The Japanese
sysem achievesits flexibility to fluctuationsin product markets by requiring its “worker-bees’ to
work lorg and variable hours (Sugeno, 1994; Christopherson, 1991; Wilkinson, 1994).%°. Asin
the USA, thereis a high degree of decentrdised bargaining which makes employment and work
hours susceptible to fluctuations in product markets (Deutschmann, 1991: 192).

A find approach offering yet another variation isthat of Northern European corporatism.
Although we refer extensvely to Germany in the next section, our main reference hereisto
Sweden, which gppearsto be the “purest” example. In Sweden, the systemof socid democracy

29An indicator of scaleisthat Taiwanese GNP was US$180 billion in 1991 (Wilkinson, 1994: 117).

The average yearly working hours per production worker in 1985 were 2168 in Japan, 1924 inthe USA,
1952 in Britain and 1643 in France (Deutschmann, 1991: 189). (More recent evidenceisthat the USA may have
overtaken Japan in average hours worked [Freeman, 1996/97]). Attempts to reduce working hoursin Japan, asin the
UShavefailed. The National Defense council for victims of Karoshi (death by overwork) estimates that actual
hoursworked is closer to 2 600 for average Japanese males and 3 000 for “salarymen’. In addition, thereisjob
related social, study, and small group activities. The conclusionisthat “almost al of the active waki ng hours of
working age males are spent working for their companies’ (Wilkinson, 1994: 34).
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isin contrast to that of Taiwan which, at least until very recently, might most gptly betermed a
“socid dictatorship’. Both the Asian mode and the Northern Europeart? models are corporatis,
in the sense that a centra government interacts at asummit level with the “socid partners’

(Iabour and business). Inthe Adan mode the state coopted the indtitutions of the socid partners
to enforceitswill.3? Even where Asian systems are opening up to more democratic governance
(Tawan, Japan) thereisthe sensethat “democracy” and “rights’ are seen as necessary
ingruments towards the god of nationa growth. In Sweden, by contrad, the corporatismis
democratic, and Sncethe ‘30s a leadt, a culture of rights and egditarianism has been the centrd
vaue of Swedish paliticd economy (Angresano, 1996).

At firg glance, Sweden appearsto exhibit the inflexibility thet ssemsto be the inevitable cost of
entrenching ahuman rights culture. For example, the Security of Employment Act limitsthe
ability of employers to make use of fixed term contracts”>, and the Co-Determination Act gives
unions extensive power in corporate decison making (Wegdt, 1991: 204). However, wefind
that Sweden is amould-breaker of another sort:

I nternational comparisons have shown that the flexibility and adaptability of the Swedish
labour market are rdatively unique. Swedish companiesinvest in long-term functiona
flexibility so asto be able to adjust to economic and technica developments. Educationa
measures have been given high priority both by the labour-market parties and by the

government (Weigdt, 1991: 205).

The secret to undersanding Sweden isto redlise that the modd of individud rightsis based on
“..'the security of wings, not just that of the ‘mussd shdll’ ..”.3*  The prevailing ingtitutional
environment operates to ensure that the experience is of non-standard work of a positive nature
which serves to enhance externd mohility in the labour market®™. Thesefactors, together with

31it isimportant to be very clear that thereis afundamenta difference between the Germanic and Nordic countries
on the one hand and the L atin and Eastern M editeranean countries on the other. Even these two groupings are far
from homogeneous. Simply consulting the back page of the Economist magazine, for example, givesthelieto the
notion that the “ Continent” suffers high unemployment. More careful analysis(using a standardized measure, and
ignoring previously communist Eastern Germany) shows that even Germany (which is usually regarded as having
high unemployment) in fact normally has lower unemployment than the USA (Nickell, 1998: 301). See also Nickell
(1997), Solow (1997) and in particular Schwarpf’s (1997) response to Haveman (1997).

32Thusin Taiwan, Singapore, and Korea, and in amore subtle way in Japan, labour was coopted through a union
system that was fostered by theruling party. In Taiwan, the state used the union structure to channel welfare
provision. In Singapore, the state attempted to enforce productivity measures (such as“ quality circles’) through the
coopted union structure (Wilkinson, 1994: 137).

33In other words, in law and largely in practise, all employeesin Sweden are full-time workers with the associated
benefits. Most other countries recognise casual and temporary employment contracts as workforms that do not
qualify for the same benefits as full-time work.

34The expression is fromone of the architects of Swedish social democracy, Gosta Rehn, quoted by Weigelt (1991:
227).

Hereit is useful to note the provisions made for training (the Education Leave Act) and parental leave, as
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the exigence of extengve welfare provison and other socid services by the State, srveto raise
the socid wage and hence discourage the trangition towards the unduly long hours and low cost
scenario that the market in isolation would perpetuate (asin Audrdiaand the “low end” of the
US economy). Thefocus on externa mobility, and the public provison of “market capitd” is
reminiscent of the “Chinesg’ (Tawan and Hong Kong) East Adan modd.

However, as noted, Sweden differs markedly from the NICsand Jgpan in its prioritisation of

egditarian gods. Nowhereisthis more goparent than in its explicit focus on the role of women
insociety. In Germany and Britain, and even more 0 in Jgpan, there is atendency for women:

to leave the labour force at the birth of achild and to start working part time when they
return to employment. The socid policy regime is one which favours a mae breadwinner
and mother/housewife family mode (Cousins, 1999: 103).

In America, where the mae breadwinner mode has declined, no compensatory inditutions have
arisen to support women in the labour market. \WWomen are torn between two lives
(Crigtopherson, 1991: 175). The same can be said of the UK, where goproximatdly two-thirdsof
motherswork in low-hours, low-pay, unprotected part-time work (Cousins, 1999: 105). In
Sweden, the system has been designed to alow women to participate in both spheres*® Women
have the legd right to reduce daily work from eight to six hours (Cousins, 1999: 103) and, in
stark contrast to other countries, 80% of part time workers are unionised. Very generous
“parentd leave’ dlowances (note the term is not gendered) and the Sate provison of services
upportive of parenting both reduce bias againg women. This approach dlows Sweden to avoid
the inter-generationa perpetuation of the low skill trgp and the socid problems associated with
“|atchkey children” parenting.®’

111 South Africa

Corporatism as a model

well asthe legidation of the 40 hour work week in the Working Hours Act (Weigelt, 1991: 216).

36AIthough Sweden has achieved high female labour force participation (similar to the Anglophone countries but
much higher than Japan and Germany), there remain persistent gender patternsin employment. The resistance of
gender casting to policy makes afascinating study (see Melkasand Anker, 1999: 344).

37For the USA, Meier (2000) comments:

Virtualy al discussions—right or left—about what’ swrong in our otherwise successful society acknowledge the
absence of a sense of responsibility for one’s community and of decency in personal relationships. An important
cause of thissubtler crisis, | submit, isthat the closer our youth come to adulthood the less they belong to
communities that include responsible adults,and the more stuck they are in peer-only subcultures. We' ve created
two parallel cultures, and it’s no wonder the ones on the grown-up side are feeling angry at the way the ones on the
other side live and act: apparently foot-loose and fancy-free but in t ruth often lost, confused, and knit -together for
temporary self-protection. The consequences are critical for all our youngsters, but obviously more severe—often
disastrous—for those less identified with the larger culture of success.
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South African labour law mekes a strong presumption in favour of “corporatism”. Thetype of
corporatism envisaged is the Northern European verson, which seemsto offer the promise of a
reconciliation between “workers' rights’ and overal economic success. Trying to copy (or
adapt) thismodd is problemdtic initsdf. AsNeson (1994: 353) pointsout, “... virtudly no
deve oping country gpproximates the labour organisation and wage negotiaion arrangements of
the corporatist model ...”.*® One of the most obvious constraints is the sheer fiscdl effort required
to operate democratic corporatism. Thus, even in Sweden, where ddivery, and consequently
public perception, of the system is very good, fiscd exhaugtion, particularly of private tax payers
in the top brackets and of smdl busnesses, isamgor threat to the sustainahility of the sysem.
Northern European socid democracy isthus vulnerable both to externd shocks (as Sweden's
crigsand “casino economy” of the early 1990s indicates) and to the ebb and flow of neolibera
ideology.

In devedoping countries the difficulties facing democratic corporatism are likely to be
insurmountable. Frdly, subsequent to the debt crises, few developing countriesin Latin
Americaor Africa have the laitude to make the degp fiscal commitments (see the country sudies
in the second volume of Horton et al., 1994). Consequently third world corporatism is srikingly
supeficid. For example, Bremen (1996: 11) edimates that on average only 45% of non-
agricultural workers in middle income countries are in the forma sector, and thus capable of
being “covered” by corporatist agreements:>® Secondly, and flowing partly from the
supeficdity of the sysems, thereis no deve oping country equivaent of European qudity of
ddivery and hence civic consciousness. The working, business and middle classes are thus much
more likely to regard as an intolerable imposition the high contributions required to support
corporatist goals.*°

Nevertheless, Nelson (1994: 353) till regards corporatism as agood heurigtic model that
“ducidates some of the mechaniams and rdations that have helped cartain nations channd the
sf-interest of agzable and well-organisad interest group in ways competible with broader

38A point that is often missed is that Northern European corporatism operated with levels of union density (about
60% according to Nelson, 1994: 354) and cohesion simply not approached in any developing country. In her survey
Nelson cannot find asingle example of third world unions covering much more than athird of the workforce.
Similarly, unions tend either to be coopted or repressed by government, or fragmented.

39For low income countries the average is only 15% (Bremen, 1996: 11). Thistrandatesto well below 10% of the
labour force. For detail and corroborating evidence see ILO (1995: 90-92) for Francophone Africa; Bremen (1996)
for India; Shabanet al. for the Magreb; Amadeo and Camargo (1997) for Brazil.

40 We even find resistance to state-run compulsory saving instruments like pension, unemployment, and medical
aid contributions. According to Pessino, for Argentina: “... in general, workers regard most contributions as atax,
because of small payouts...”. Thisisboth the casefor pension funds (1997: 189) and unemployment insurance
(1997: 192). For Brazil, the delivery, and hence the resistance and abuse is even worse. Thus for example, Amadeo
and Camargo (1997: 207, 219-221) argue that most Brazilian informal sector establishment pay more than double

the equivaent of the minimumwage. Thisimpliesthat they could easily comply with regulations by paying alower
direct wage plus the mandated benefits. However, workers (according to these authors) exhibit a strong preference
for work ininformal establishments.
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nationd interests” Closer to home, the ILO argue that:

Itislikely that some of the forces tending to weaken unions esawhere will operatein
South Africa, and thus trade union leaders will have to take the opportunity offered by the

initia period of reforms to create conditions favouring collective bargaining and
collectiveregulation of labour market developments (Standing et al. 1996: 155).

The ILO sandydgsisthat unions (and the traditiond sysem as awhole) face a chdlenge, but
that thereisawindow of opportunity to Sart with aclean date and develop a“world dass’
systemof labour governance. In this section we make two points. Frdlly, like other developing
countries faced with smilar windows™, South Africa has failed to take the bold step required to
ingtitute true corporatism. European socid pacts were struck at avery spedific juncture in history
and required deep concessions by the socid partners? Secondly, corporatism of the type
envisaged for South Africa has never been gppropriate for developing countries and is certainly
not so now, because it relies too heavily on legidation to protect the rights of workers. This
letter point per seisnot novel. The novety of our ar%ument isthat we are equaly agang neo-
liberd “free market” arguments (Rautenbach, 1999)* and in particular the watered- down “two
tiered labour market” gpproach (eg SAF, 1996; Black and Rankin, 1998). We argue that a theme

41The wave of post-crisis democratisation that affected Latin Americafrom 1979-1994, and Africa after the mid-
1980s, seemed to provide the opportunity for newly legitimate regimesto break from the past. In practise the new
labour codes often retained the character of the old systems. Thisis particularly interesting when the colonial
powers were continental rather than British. For Latin America see Bronstein (1995). In most of Francophone
Africathelabour codesin force until the 1980s were those inherited Belgian and French colonial labour legisliation
(eg ILO, 1995: 84). These codes aimed to entrench a system under which the protection of workers and of industrial
peace was the responsibility of the State. The main peculiarity was the state placement monopoly (ILO,1995: 85-7).
This seems to have borne more than a passing resemblance to apartheid South Africal

42For the arch-typical West German case, see Rogers and Streeck (1995: 14-17). After WWII business and
government were threatened by communism, and were constrained from resorting to authoritarian responses by
recent history and the presence of occupying armies. Traditional unions were threatened by radical elementswithin
their ranks and by the council movement. All parties were willing to make very significant and binding concessions,
because it wasfelt that national survival was at stake. The stability of the resulting social pact is evidenced by the
fact that German labour codes remain virtually asthey werein 1948. Policy stability is afeature of the German
polity. Foreign policy, for example, isguided by certain “axioms’ (such asthe pro-EU stance) that transcend
governments of theday. Thismodel is very different from the “breakfast table” foreign policy of the USA (BBC
World Service, Agenda, 30 April 2000).

43Rautenbach displays distinct libertarian leanings. We are told that: “ The key to understanding the difference
[between the lauded USA on the one hand and naughty Japan and Germany on the other] liesin grasping the idea
that if the market needstrained peopleit will find away to provideit” (1999: 110). However, the argument ismere
polemic, and lackslogical or empirical foundation. A more coherent statement of the libertarian view (in the USA
context) against labour market intervention isfound in Epstein (1995). Provided that “the prohibition against the
misuse of public and private forceis scrupulously enforced” (1995: 1105-6), “adominant faction ... could maintain
neither its cohesion nor its market share against the prospect of new entry” (1995: 1091); “... socia or cultura
norms, however embedded, would have failed the task of maintaining segregation, because they could not forestall
the threat of entry by outsiders and exit by locals’ (1995: 1100). Thereader is struck that the core proposition—that
in the absence of unwarranted coercion, entry and exit provide robust market discipline—whileintuitively appealing,
isby neither author at any point subjected to proof.
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running through al South African policy is“fallure to bresk the mould” as the East ASan and
Nordic countries broke the mould. Neither broader development policy nor labour market policy
are designed specificaly for South Africa. As a consequence they are not mutualy consstent.
The underlying problem is that South Africa has never redly had avison of devdopment and is
bewildered as to exactly what to do.**

A conceptual framework: how (perhaps) South African labour regulation is supposed to work

It isuseful to think of labour market governance in terms of three sets of intermediate outcomes.
That palicy ingruments can never target one outcome deanly leads to sub-optimdity, aswe shdl
see. However, both theory and evidence suggest thet we can go along way in our untangling
work. The three outcomes are bargaining, cooperation, and minimum standards legidation.

I Bargaining (over zero sum games) is concerned with issues of interests, thet is,
the digtribution of benefits between the socid partners. The system isrequired to
produce in a peaceful and inexpensve way outcomes that do not have mgor
negative externdities

. Cooperationis concerned with issues of potentid mutud gain. The sysem s
required to resolve collective action problems.

. Extension and enfor cement involves a gatement of vauesin the form of
minimum standards and the extension of these dandardsto dl. Issuesof interest
and cooperation may be extended to minority dissenters or to unrepresented
parties The sandards are not necessarily promulgated by government. The
regulaory body may have nationd, supra-nationd, or sub-nationa scope. Itis
essentid for fairness and compliance that extensonisto dl parties

In South Africa, astatutory body for bargaining exists a the central level (NEDLAC).*®

44An indicator of thislack of a South African vision isthe remarkable conversion of the new political lite (under
pressure from the forces of “sound finance”) from radical redistributionist to orthodox “Washington Consensus’
policiesin the transition period (1990 to 1994). Althoughas Marais (1998: 150) argues “... [t]heideological barrage
wasincessant”, the completeness of the capitulation is suggestive. Thelack of vision isreflected in the disuncture
of actua policy: macroeconomic policies have embracing the mould of neo-liberalism, while labour law has been
quasi-corporatist. Thereisasensethat these two policieswere constructed in gloriousisolation. Strikingly, a
similar disuncture has been identified in Latin America: “It is no exaggeration to say that the labour market has been
forgotten ..” (Edwards and Lustig, 1997: 1). Thisdoes not imply that labour law and policy has been neglected;
simply that the liberalism of macroeconomic policy has been accompanied by a much shallower liberalismin the
labour sphere and a continuation of what Bronstein has called “the philosophy of guarantees’. Bronstein (1995:
169) goes so far asto describes the disuncture as“ paradoxical”.

45The National Economic Development and L abour Council, established by the NEDLAC Act of 1994. NEDLAC
ismandatory in that its structures are dictated by the Act, and would in theory exist even without the cooperation of
the social partners. All other forums are voluntary, in the sense that they do not exist unless by agreement between
the participating parties. Voluntarinessislimited both within and outside the conception of freedom of contract.
Firstly, and consistent with the conception of freedom of contract, parties arein some way contractually locked into
agreements and de jure have recourse to enforcement mechanisms. Secondly, agreements may in certain
circumstances be extended to non-parties. Thisisclearly not consistent with freedom of contract.
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NEDLAC conggs of various chambersin which the four components of indudtrid society,
namely, government, business, |abour, and community, are represented. All legidation
pertaining to labour must be gpproved by NEDLAC, which therefore forms the parameters
within which bargaining & thevoluntary intermediate and enterprise levels must operate.

The Labour Relations Act (LRA) of 1995 dtipulates the intermediiate and enterprise level
dructures. At theintermediate levd, the Industrial Councils of the old Act have been replaced

by Bargaining Coundils and (miseadingly named) Statutory Coundils*” These structures are
voluntary in the sense that they only exist when agreed to by a mgority of employers and
employess. However, once such structures have been established, their agreements may be made
binding to nontparties. In 1994, 69 out of 75 Industria Council agreements were thus extended.
Unfortunately more recent datais not avallable.  Enterprise level bargaining is not proscribed,

but neither isit encouraged. (Section 23 of the LRA makes provison for binding contracts
between employers and unions a enterprise level.)

Workplace Forums are the South African andog of works councils. Workplace Forums are
designed to ded with “resolutions of conflicts over production, restructuring, the introduction of
new technologies and work methods and changes in the organisation of work”#8, but not
negotiations on wages or conditions of employment, which are left to collective bargaining. Itis
very dear that Workplace Forums are distinct in conception from enterprise unions. We can see
that Workplace Forums are, a thisleve of conception, designed to ded with issues of

cooper ation, whereas trade unions are primarily concerned with issues of interest. Thereis
evidence (Rogers and Streeck, 1995, Lockeet al. 1995) that appropriately structured works
councils do lead to increasing workplace productivity.

The principle of extenson isacornerstone of the sysem. Firgly, the Basic Conditions of
Employment Act extends basic rightsto dl South African workers. Secondly, the socid dause,
adopted in 1996, attempts even more ambitious “extenson”. It Satesthat “...[r]egpect for |abour
gandards must be linked to market accessin al of South Africd shilaterd and multilaterd trade
agreements™® (Monnakgotla, 1998: 7). It is surprising therefore that there is anoisy debate
about one agpect of this: the extendon of Bargaining Council and Statutory Council agreements
(Mall, 1995; SAF, 1996). AsthelLO (Standing et al., 1996) suggests, such criticdismismissng
the point that extenson pervades the whole sysem.  If some firms can achieve competitive

4666 of 1995.

47See Grogan (1997: 200-202) for an explanation of these structures.

48They arelegislated the power to deal with shift systems, overtime, strategic business plans, investment decisions,
production planning, productivity and quality, product development, retrenchments, guidelinesfor hiring, firing,
promotion, transfer, discipline, training, job grading affirmative action, socia benefits, and health and safety
(Standing et al. 1996. 177).

49t isinteresting to contrast the sentiments expressed in the social clausewith redlity. In April 2000 South Africa
and Chinasigned the “Pretoriaaccord”, which effectively contradicted the social clause.
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advantage by operating outsde the system, the sysem will surdy collgpse. If the sysemisto be
retained a dl, “closure’ is essentid.

Flaws relative to this conception: the problem of extension

Attheleve of NEDLAC, there areimportant flaws of inclugvity.  Although NEDLAC is

“ quadri-partite’ with “community” defined as the fourth socid partner, thisgroup (whichis
presumably to give voice to the unemployed, and is represented primarily by SANCO) only has
“co-determination rights’ in the so-caled Socid Chamber (Monnakgotla, 1998: 5). In other
Chambersit only has“ conaultation rights’ (thet is, the right to be consulted). In other words,
labour legidation passing through NEDLAC does not require the gpprova of this condtituency.

COSATU, the dominant union grouping, isaso not asindusive or cohesive asits public profile
suggests. Frdly, itisone of three union groupings at NEDLAC. Secondly, its congtituent

unions hold strongly divergent views, and themselves show signs of incohesion.®® Thirdly, only
about 40% of workersin South Africaare unionised (Standing et al. 1996), of which 1.7 million
belong to COSATU (COSATU,1999). Although there have been attempts to organise contingent
workers, these atempts are not by COSATU éffiliates, and contingent workers are not
represented at NEDLAC.>?

Inasmilar vein, we can see that busness representation is likely to be unrepresentative and
biased. In particular, Business South Africa (the dominant business grouping) is unlikey to be
regarded as representing anything other than the interests of “white big business’. Asof 1996,
black business (of dl Szes) and small white business was not participating at NEDLAC.

A find aitidsm of NEDLAC isthat it accentuates the didocation between |abour and other
policy pheres. Thisis because NEDLAC only hasa “conaultative role’ in the framing of mgor
policy (Monnakgotla, 1998: 4). Thus, GEAR, the government’ s overdl policy framework was
declared “nontnegotiable’. It is notable that it has been difficult to get labour to attend the
Macroeconomic Chamber &t NEDLAC. Similarly, busness and labour have recently been
complaining that they have not been adequately consulted over the implemertation of the SADC
Trade Protocol (Sunday Times, 3 September 2000).

The picture & the intermediate level may be even more mideading. In practise, thismiddle
bargaining layer is more often missng than present in the South African labour market. Thus,
under the old LRA, Industrid Councils (ICs) were supposed to bind employers and employeesin

50standing et al. (1996: 165) describe the following signs of incohesion: weak grass roots, atendency for

competent shop stewards to be promoted by firms, the brain drain into government, and weak linkages between shop
stewards and union officials.

51Bhorat (1998: 2) finds that for asample of formal sector Western Cape clothing manufacturers, the unwillingness
of unionsto deal with contingency is more important than wagerigidity. “Employers view autonomy in hiring
practices as more important than being able to independently determine the price being paid for these workers ... The
form of flexibility that the formal manufacturers desire ... is precisaly what the informal clothing producers are
practising”. Unionsdistrust contingency and seeit asamanagerial assault on workersrights.
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arecognisable industry grouping. In practice, the so-called |Cs generdly did not correspond
with IS C categories, more often being defined by regiond or other criteria Moreover, the
coverage of 1Cs seemed to be small and dedlining.>® The 1995 LRA replaced ICswith
Bargaining Coundils and Statutory Coundils, presumably because “ Indugtrid Council” was
becoming amisnomer. It isnot dear, however, whether these councils cover a*“definable
grouping”, and thus how the principle of extenson and dosureisto work. Consequently it
aopearsthat the legidation is susceptible to employers avoiding obligations set by these new
coundils by “defining themsdlves’ outside the scope of the council. A Smilar problem dearly
exigs for “informd” agreements between union and employer groups, such as occursin the
mining indudry. Here “nortunion” workers are not covered by agreements, and employers can
avoid the stipuations of the agreement by hiring “contract workers’. This has been documented
by Kenny and Webgter (1998). They argue that “core functions’, as well as contingent functions,
are being casudised in this fashion.

Perhaps the greatest flaw in the current legidation isthe failure to address issues of workplace
productivity. By workplace productivity we mean the benefits of cooperation, whichisa
necessary adjunct to skills devel opment and technologica improvement. The current system of
arbitration and union sponsored voice is one which rdies heavily on the externd settlement of
internal disputes. One of the externdities associated with collective bargaining in an essentialy
adversarid setting™ isloss of capacity to cooperate. The leaming organisation is only possible
in a cooperative setting (see Wood, 2000). Thisisaproblem of the system asa whole.>*

There are three sets of problems associated with the specific legidation on Workplace Forums,
adl ssemingly semming from the union distrust of Workplace Forums during the framing of the

52According to Standing et al. (1996: 149-153), by 1990, less than 600 000 workers (less than 10% of workers)
were covered by |C agreements. However, some dispute this, arguing that about 64% of workersin manufacturing
were covered in 1985 and, further, thatinformal sectoral or industry wide bargaining occurs in such important
industries as mining and construction (Standing et al. 1996: 193). Itisclea (aswe shall see) that such informal
arrangements are likely to have very different outcomesto their formalised counterparts.

531t the labour law was meant to improve the lives of poor people, it was clearly not working. All around methe
misery and poverty of black peoplewasincreasing. My own experience was the labour law system was destroying
the goodwill, the relationships, the dignity, the very economic fabric with which we wanted to build our nation ... al
| saw around me was increasing hostility between workers and managers’ (Rautenbach, 1999: 6).

544 valuable comparison iswith Chile, in which the model since 1990 has been a strict policy of non-interference

in the outcomes of enterprise bargaining. Thisisastrong departure with the Latin A mericanorm and Chilean
tradition. The problem with arbitration isthat both parties have an incentive to exaggerate their positions (especially
the form of arbitration—seemingly “splitting the difference”— that prevailed in Chile prior to reform). With
enterprise bargaining, the ideaisthat the costs of disputes areinternalised so that neither party has any incentive to
act opportunistically (Cortézar, 1997). Of course, such contractual autonomy presupposes a balance of industrial
power. Cortézar only t angentially addresses the most important mechanism to achieve this balance. Social security,
unemployment insurance, training schemes and special employment programs, the viability of the “informal sector
—these al affect the social wage, which appearsto be quite highin Chile.
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legidation.>® Firstly, Workplace Forumsin South Africacan only beinitiated by améjority

union (or codition of unions).  This seemsto imply thet a nor-union plant cannot have a
Workplace Forum—the principle of one person one vote does not extend to industrid democracy
in South Africa. For theregt, the initiative in the workplace has been handed back to employers.
Secondly, Workplace Forums are “voluntary”: just as a union mgority can form aforum, it can
dissolve one. Nowherein thelegidation isit recorded that employers have asimilar right.

Thethird problem is thet unions have the power to decide which issues will be dedt with by
Workplace Forums. Unfortunately, when an issue is defined as faling within the scope of the
forum, it becomes a co-determingtion issue, and is therefore no longer an “interest issue’. By
forming Workplace Forums, unions would effectively be curtailing their right to strike. Not
aurprisngly, these sructures have not exactly proliferated in the South African indudtrid

landscape.

It isinstructive to consider the examples of Sweden and Germany.>® Although there are
fundamentd differences, both mode' s embrace the concept of extension; that is, for the sygemto
work, it must be compulsory for dl.>”  In Sweden, where the separation of unionism and
coundilism does not exist® “co-determination” islegidated for by agovernment thet is

essentialy interventionist in the labour market (Brulin, 1995; Cousins 1999: 111). Germany goes
agep further by providing works councils with legidated autonomy (athough in practise unions
and works councils can never be perfectly separated). The German solution isthe closest to the
theoretica idedl®®, but the Swedish solution at least encapsulates the principle of dosure,

Without closure, co-determination is not viable. The post-WWII evidence from Western Europe

55 These are documented in Government Gazette no. 16259/1995. Standing et al. (1996: 163-5) document awide
range of attitudes to Workplace Forums within the constituent unions of Cosatu, ranging from a“forceful support for
a system of co-determination” through to refusal to accept the principal of industrial peace (ie “we are asked to
accept that the class struggle no longer exists”) to an almost councilist promotion of workplace issues above broader
issues.

56in the UK and USA works councils do not exist in any meaningful sense (see Freeman, 1996/97; Lockeet al
1995). Works councils never flourished in British because unionists never embraced the principle of industrial peace
asdid their Northern European counterparts.

57In Germany, works councils are compulsory in, and el ected by the entire workforce of, establishments with five

or more employees (Muller-Jentsch, 1995: 55). In France, and Sweden (asin South Africa) workplace co-
determination structures are determined by firm size.

58Thiswas largely because of trade union fears similar to those of South African unions.

59A standard result of economic theory isthat optimality can only be achieved if we have separate policy toolsfor
each variable. Thisisapplied by Freeman and Lazear (1995) to the case of works councils. A firm canincrease
productivity by cooperating with workers. However, this cooperation gives employees power. If they can usethis
power to influence wages, it is clear that employerswill face amaximisation problem the result of whichisaless
than optimal devolution of power. Moreover, the situation is even worse if one or other party can pull out of the
council agreement. Such an arrangement will lead to opportunistic behaviour, aloss of trust, and ultimately
abandonment of the council.
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shows that, because scope for opportunism aways seem to exis, voluntary structures will
eventualy degenerate and workplace issues will be determined by Herr im Hause autonomy®°
(Rogers and Streeck, 1995).

We can see that, dthough smilar in conception, South African labour legidation differsin
ggnificant ways from Northern European models. It would be tempting to say thet the problems
could be resolved by smply “plugging the ggps’. However, thiswould be to missthe point. In
South Africathereisa* nexus of bewilderment”—there exists no overarching understanding of
what the law as policy should be achieving. Firdly, lavyers are not accustomed to looking at the
world asit should be. They are accustomed to looking at facts and treating those (see, for
example, Langille, 1998: 1007). This, together with arespect for precedent, and afeer of the
unknown, has contributed to theirrationa sructure of the sysem. The lawyers tendency to see
symptoms has made thingsworse. South Africa's indudrid rdaions sysem triesto tregt
spedific problems without attempting to understand their underlying cases. Examples of thisare
the Employment Equity Act®® and the Skills Development Act®?, both essentialy stop-gapsto try
and treat the symptoms of unfairness and poor skills development respectively. However, these
samply increese the irrationdity and complexity of the sysem without addressng cause: thet the
sysem isinherently flawed in adopting extenson basad on legidation asits cornersone.

V. Riding thetiger: podtive and negative flexibility and the r edefinition of labour mar ket
rights

The demise of the market in theory: closure and the suppression of negative flexibility

The paper 0 far has been a series of vignettes. We have seen how different countries have
varioudy led, coped with, or failed to cope with globaisation. This section attempts to impose
some structure on these observations.

Labour markets seem particularly proneto failure, essentidly for two reasons. Firdly, human
beings are inherently idiosyncratic, and it is cogtly for employersto digtinguish potentialy good
workersfrom “lemons’. Thistransaction cost leads to atendency for “markets for lemons’ to
develop (Akerlof, 1970). In amarket for lemons anyone “in the market” is, by virtue or
implication, alemon. The second reason (which flows from the firs) is that workers are
relatively more risk averse than employersin this environment®3

For our purposes, thisinformationa explanation isimportant because it illustrates two important

60Before WWII, the German model was “the bossisthe boss’. Bossesissued orders and workers obeyed. Co-
determination only became an important institution in Germany after the war (Rogers and Streeck, 1995).

6155 of 1998.
6297 of 1998.

63Thisisbecauseit is much more costly to the individual employee than the employer if the employment
relationship is broken.
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features of traditiond indudrid rdaions Frdly, the employment relationship isemphasised
over the external labour market because of the falures of the laiter. Secondly, the balance of
power in the labour market isinherently skewed in favour of the employer because of the
worker’s reduced exit option and risk aversion.

Thisleads to what Ichino (1995) describes as “fear of the market”, and to adigtinction between
“ingders’ and “outsders’ (Lindbeck and Snower, 1988). It seems an inevitable concluson (one
reeched, as we have seen, by South African policy-makers) that in an environment in which
markets have faled and workers have therefore logt “exit”, the only way to restore equity to the
employment reaionship isfor the Sate to regulate for “voice’, thet isto ensure the protection of
workers within relationships 0 as to counteract the inherent power imbaance. Thus, because of
the focus on the employment relationship, the ided worker envisoned by traditiona labour law
and treditiond unionism had a full-time permanent job with rights and benefits protected by law.

We can seethat thisis neither a“ naturaly equitable’ nor an inherently sable arrangement. On
the one hand, employers have power because of the reduced exit option of workers. On the
other, workers countervailing power is based on an artificd®* et of rights, maintained by
legidation and the monopoly power unions. Thisingability iswhy the corporatism South Africa
istrying to achieve requires group democracy based on tripartism (or quadri-partism) with
“extengon” (see page 16) to achieve “closure’. Without government (the “third socid partner”),
smdl shiftsin the relaive power of labour and capita are likely to destroy the bdlance® Wecan
ds0 see that such rdations are inherently conflictud.®®  “Voice”, and with it cooperation, isthus
based on an atificdd maintenance of indudtria peace basad in turn on an artificid baance of

64Artificial asin“manufactured” rather than “empty”. The“traditional” response has been to set up a power bloc
against employers, which isinherently conflictual (adversarial).

65Thus, in America, the postwar structure of accumulation was much more vulnerable than in Germany (where the
state played alarger role in mediating industrial relations). Aswe have seen, it was a surge of power for employees

that ended segmented work in the USA. This broke the bipartite contract and paved the way for the successful
counterattack of capital.

66The reader might be puzzled by the implication that Northern European industrial relations were inherently
conflictual . Surely incidence of strikesindicates otherwise? Thisconundrum is best illustrated by analogy.
Throughout the Cold War, not asingle nuclear bomb was exploded in anger. This does not imply Mutually Assured

Destruction (MAD) was notinherently conflictual. Similarly, no one would argue that WWI was an instance of
mutual cooperation but ...

All patrols— English and German— are much averse to the death and glory principle: so, on
running up against one another ... both pretend they are Levites and the other is a good Samaritan
— and pass by on the other side, no word spoken. For either side to bomb the other would be a
useless violation of the unwritten lawsthat govern the relations of combatants permanently living
within ahundred yards of each other, who have found out that to provide discomfort for the other
is but around-about way of providing it for themselves (Charles Sorley, quoted by Eksteins, 1990:

154).
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er.
'[:I)'(r)\\ig modd undoubtedly worked.  Indeed, countries with large, highly centralised union
movements tended to disolay good macroeconomic performance (Ilow inflation and low
unemployment) in the 1960s and 70s (Nelson, 1994: 349; Freeman, 1988). Part of the ded was
that the state could dso “help” capitd by protecting it againgt international competition and
mantaining aggregate demand.

Doubt

This closure, however, had problems of its own, despite the kind of retrogpective utopianism it
often dtracts.

For three or four decades, beginning in the 1930s and 1940s, it was pretty much taken for
granted that demoacratic states would actively concern themsdves with the well -being of

their citizens. This concern typically was expressed in three or four related strategies.
The state would promote equity in society by redistributing wedlth through the tax
system; it would provide socid benefits to the young and the old, to the poorly housed,
theill and the unemployed; it would keep the economy on an even ked by promoting
growth, controlling inflation, creating jobs, and providing infrestructure; and it would
regulate predatory business practice. ... It is hard to overstate how completely the right
and the neoconservatives managed to shift public and expert opinion during the 1980s
(Arthurs, 1997: 572-3).

Aswe have discussed, the systlem wias (in theory) cdlosed. That iswhy “extenson” of rightswas
possible: the state embraced, and had power over, capital and |abour in the cacoon of the nation
date. But Arthurs utopianism is based on sdlective hindsght. It forgets red-bating, sexiam,
homophobia, racism. The mode individud, ‘the worker’, was hardly aitrective either.  In fact,
what retrogpective utopianism forgetsis that stability hed a price: variation from the Sereotype
condtituted dissent and dissent was not compatible with a system in which order is derived from
the management of an ungtable equilibrium. The system was closed, and everyone was ether a
“corrupted” ingder or marginalised outsder. If rationalism is the process of engaging with
change as progress, then closure is a retregt from rationdism.

Also, a“closed” system islikely to be very vulnerable in an open world such asthet which
“globdisation” seemsto be prescribing. The protector nation Sate functioned well with a captive
audience then labour's lack of exit option was a leest partialy matched by capitd’s. Aswe
have seen, the tradiitiond response to negative flexihility has been voice reguldion in an
environment supervised, in varying degrees, by aregulating “ protector state”®”. The appropriate
response would therefore seem to be redoubled protectionism Thereisindeed evidence that
dates and other groupings thet fed exduded by the process are tired of waiting for the market
and are tempted to go back to their old protectionist ways.

However, globdisation, and the associated accd erated change, seems unavoidable. Reectionisa

67 Bronstein (1995) is the author of this apt term.
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retreat from rationalism, and is not viable—there does not seem to be any multilaterd dterndive
to nationd sovereignty asfar as the question of extenson of rightsis concerned. United Nations
and particularly 1LO dedarations are just thet: neither organisation has any enforcement
mechanism (Langille, 1997). Only in matters of internationd trade does true multilaterdism
exig, and even here the spirit, if not dwaysthe practice, of the multilaterdism istowards
openness rather than regulation and closure. But the dterndtive to res sance seemsto be to enter
the race to the bottom.  This can lead to the development of what Langille (1998: 1011) cdlsa
“... market for labour law in which capitd shops’. Seemingly developing countries are doomed
to embrace such negative flexibility. Theartifica baance, which has dways been beyond
developing countries, ssems even less possble. AsBremen (1996: 13). putsit:

Capital isfootloose, and that is how it operates most successfully; on the other hand, labour has to obey
capital’ swhimsical commands and to submit unconditionaly to its erratic flows around the global
economy.

Resurgence of the viability of the external labour market: fostering positive flexibility

Given this gpparent impasse, the economist’ s response should be to return to core economic
theory. Generd equilibrium theory suggests thet a perfectly competitive market sructureis
optimal, or “first best”. Themarket isgood. Itisquite surprising, then, that inindudtrid
relations discourse the market per seis depicted as a cold place, the abode of the “outsider”.
Indeed, for aworker, being “in the market” is synonymous with being unemployed. The market
isbad. However, thereisno contradiction. We can seethis by regarding the “traditiond labour
market” (discussed on page 21) as an manifetation of whet in economic jargon is called the
“theory of second best”. Economic theory shows how an optima system or congtruct supported
by severd supporting pillars may, if just one pillar is removed, become less appropriate than an
dternative modd with many pillarsmissing.  Inthe“market for lemons’ gory, removing one of
the pillars, namdy rdigble information, means thet the “ second bet” is a system that bears very
little ressmblance to the first best.

Indeed, as we can see, the second best indtitutions in this case are the reverse of the first best.
Because the fundamenta power imbaance is caused by workers' reduced “exit option”
(remember that workerslose heavily if they exit), and because we cannot restore the exit option,
we haveto try another solution. Traditiond indudtrid rdations did this by making the
relationship the focus of policy. If relationships could be sabilised, the baance of power within
such reaionships could be addressed by various means. Part of thisinvolved the sate having
juridiction over capitd. To be subject to regulation, capital’s exit option had to be redtricted.
Thusinternationd capital mobility was regulated (eg Ohmae, 1991; Obsfeld, 1993). The system
therefore satisfied the condition of dosure.

However, the pillars sugtaining the exidting second best seem to be crumbling. Essentidly, the
ability of nationd dates to regulate the behaviour of capital and labour in a stable environment is
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diminishing. Capitd is“footloose and fancy freg’®®; governments areincreasingly restricted in
their use of macroeconomic palicy to provide the sability the sysem requires. Changeissmply
too rapid for the closed system.

At the beginning of the essay, we mentioned that we agree with Hirst and Thompson (1995) in
describing “ over-diminished expectetions’ asapathology. Inindudrid relaions, this
“pathology” comesfrom regarding globdisation as “black rain” amply giving more power to
employersto implement negative flexibility. Our andysis has shown thet thisis aone-sded
andyds Crudidly, globdisation is dso bregking down barriers

Thisgives usthe vitd hint to solving the puzzle. The principle ingght of second best theory is
not the vulnerability of core propogtionsto violaions of the assumptions; rather it isthat the best
policy option is dwaysto fix the underlying problem rather than surface manifestations. Only if
thisisimpossbleis*second best” invoked. For example, thereis a drong sense that in America
(and increasingly in other Anglophone countries), labour market policy, and socid policy more
generdly, has Snce the mid-70s been “around the edges’, and therefore has had little chance of
sucoess in solving the core problems of low end negative flexibility.®®  1n an important sense this
policy timidity isnot so important for atechnicd leeder like the United States, becauise positive
flexibility is dready entrenched at the top end. In poorer countries whét is probably a stekeis
€conomic grovvth aswedll as equity, and it is more important thet the policy effort is not
superficd.’®

Another important ingght (Baumoal and Willig, 1981) isthat the market structures of first best
need not resemble perfect competition dosdy a dl. Thuseven if aproduct market is occupied
by only onefirm, the sructure is il first best, provided thet the market is contestable in the
sensethat entry isreasonably free. Possibility of entry disciplines the incumbent and ensures thet
it has no economic power.

Can we see afirg best solution in the labour market context? Firdly, the ideaof a contestable

68After Microsoft’ s legal setback, reports emerged that it had considered moving to Canada. Whether thiswas a
reminder to the Department of Justice of Microsoft’ s exit option, or mere rumour, is not yet clear (June 2 2000 Sapa-
DPA).

69 Two indicators demonstrate this. Firstly, the scale of government intervention in the labour market istiny

compared to the Northern European social democracies. According to Gottschalk (1998: 78) the USA spent about
0.3% of GDP on active labour market policiesin 1990 compared to Sweden which spent 1.7% (Japan spent about
0.1%.) Secondly, since the mid-1970s American active labour market policy never seemsto gets beyond the
“experiment” stage (see the papersin Freeman and Gottschalk, 1998). Given their small scale (and hence low

impact on labour market practises), the experimentstend to fail costbenefit assessments.
701f we remember that Sweden in the 1930s (Angresano, 1996) and the NICsin the 1950s were poor countries, this
becomesclearer.
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relationship may be ussful. ”* The dominant institution may ill be the relatively durable
relationship, but provided there is reasonably freeexit (note the crucid difference), no party will

have economic power over the other.

How isthis positive flexibility to be achieved? It isingructive to reprise our casestudies briefly.
It now seems clear that in Sweden, Hong Kong and Taiwan, the fear of the market wasless, quite
smply because gover nmentsacted to reduce transactions cots. The massve infrastructural
invesments undertaken in Taiwan and Singapore condiitute an investment in the market itsdlf.
Sweden has dso made amassive effort in thisregard. Apart from the high leve of socid
infragtructure, in Sweden 13% of workers were in “labour market schemes’ in 1996 (Coudns,
1999: 114). This suggedts the other important component of what we might term “ market
cgpitd”, namdy education and training. All of these countriesinvest heavily in education and
traning. These confer “inherent” pogtive flexibility, because markets for highly skilled people
work well, and are adaptable. However, aswe saw in the USA and Jgpan, when the other
component of “mearket capitd” (infrastructurd investment) is neglected the “threshold” for
pogtive flexibility becomes very high. In other words, postive flexibilityisonly possblein

these socidties for people with high levels of persond “capitd” (human capitd and socid

capitd).

The bresking down of barriers as aresult of globdisation playsinto the andyss. One of the
mogt important effects of information technology isto lower transaction costs. Seemingly, the
effort required by latecomersto achieve pogtive flexibility isless. Moreover, in hissemind
paper, Ichino (1998: 309) provides anew role for labour advocacy, whether by governments or
trade unions. 1chino doesthis by suggesting thet labour rights should be defined in terms of the
externa market rather than “the job”. The“new rights’ of labour will be informetion, training
and mohbility. In other words, the rights of workers will flow from enhanced exit option rather
than “voice’ regulation.

How does our andydis hold up againg existing bodies of theory? The closest to our andysis are
the so cdled “Wood’ modd, and the modd of intra-industry trade. The Wood modd (see Wood
and Ridao-Cano, 1999) is most vaduable for the light it sheds on the importance of human capitd,
and the dynamic relaionship between human capitd (skill) and technology. However, athough

it has obvious links with endogenous growth theory, it is essentialy an extenson of orthodox

trade theory, and as such does not have explicit analysis of how marketswork. The Wood moded
adds kill to the traditiond two-input modd. However, it does not analyse what we have cdled
“market capitd”. Unsurprisingly, the condusion isthat the development effort required to bresk

71Theideaof “contestable relationships’ with freedom of exit seems to turn the Baumol-Willig notion of
contestability onitshead. However, the fundamental lesson of economic theory isthat economic power (and its
abuses) exists when exit option isreduced. Thusin product market controlled by a monopoly, power subsists
because incumbent buyers have no exit option. They cannot break their relationship with monopolist because there
isno alternative seller with whomto deal. This power isreduced when exit option is enhanced, by the entry or
potential entry of other sellers.
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the unskilled mould is massive, and is primarily centred around education. 7

Intra-indugtry trade theory is much closer in spirit to this essay (see Krugman, 1982; 1994). It
seesthat an increasing share of trade will be in high-vaue goods produced in imperfectly

competitive markets. The imperfect competition is aresult of highly differentiated demand
patterns that we have associated with consumerism. - Although the model does not conttain an
explicit andysis of how devel oping countries can bresk into high value added production,
important political economy |m;7)I|cetionsca1 be discerned. If we combine decreasing
“comparative advantage’ trade’™ with the insight thet intra- industry trade has very limited effects
on income digtribution, we can seethat palitical oppogtion to openness will decline, especidly if
incressing numbers of countries embrace pogtive flexibility.

V. Conclusion

The laws governing South Africasindudtrid relaions system have been criticised as being over-
interventionist and aspiring to an unattainable set of values. This paper provides substance to
this criticiam, by showing that the legidation encourages confrontation rather than cooperation,
and is subject to widespread evason and avoidance. While there is scope for improving South
African labour law aong its current trgectory, thiswould not, in our analys's, be sufficient to
forestd| what we have caled negative flexibility for al but adiminishing core of the unskilled
workforce. The burden of protecting workers' rightsis Smply too greet for Iabour legidation to
bear.

The usudly cordllary to the condusion that regulation is not working is the advocacy of afull

scae retreat towards laissezfaire. However, paradoxicd asit may seem, deregulation, like over-
regulation, isaso likdly to leed to negaive flexihility in the form of the “race to the bottom” (a
race nobody can win). Either way, it ssems, the outlook for workersin the deveoping world is
blesk. Pogtiveflexibility, it gopears, isfor the dite, with developing countries and vulnerable
people everywhere being made worse off by globaisation.

In this paper we have argued that this pessmiam is based on a* nexus of bewilderment”. The
root of this bewilderment comes from seaing the “threshold” between postive and negeive
flexibility as an exogenous fector. Severa convergent strand of economic theory and adoser
reading of the comparative evidence suggest that Sate intervention needs to refocus away from
“regulation” towards the development of *human capitd” and “market capitd”. Without these
broader palicies, labour market policy narrowly defined is doomed to faillure. The importance of
humean capital policies outsde the scope of  1abour market policy has long been recognised. As

7/ 2For a South African analysis, see lsmail (1995: 36) and responses.

730bviously, competition is also restricted by what we have called “ power diversity”. However, in an important
sense, product differentiation isincreasingly driven by consumerist rather than productionist values. See Section 2.

T4For example, Krugman (1982) argues that the negative implications on American income distribution brought
about by free trade with Mexico are small enough tobe easily compensated for using other policy tools.
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Nickell (1998: 313) points out for the UK and US contexts, “... the training system cannot
operate successfully without a schooling system that provides effective preparation”.

It is on the devd opment of market capital, however, thet the mgor burden must fdl. The
experience (with Sgnificantly different syslems) of the NICs, Germany and Sweden, and the
contragting experience of Jgpan, suggests that, by investing in market capitd (in particular
infragtructure), our principle of “extenson” of rights can become amogt universal. However,

such rights will be based on the ability to use the market”®, not on the “artificia” protection of
workers within their jobs. We cannot stress the importance of market capitd too srongly.

Although pro-market, our message isthe reverse of neoliberdism. The time has come for policy
effort to bresk the mould.
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