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ABSTRACT

This paper evduates the impact of globdisation on income digribution in South
Africa There are broadly two ways in which it can affect income didribution and
help to address poverty. On a macro leve it can stimulate economic growth, create
jobs and provide sdary income to people previoudy not employed. In a more direct
way it can impact on wages. If unskilled wages increase rddive to skilled wages, it
should lead to a more equa didribution. Evidence for the period 1993 — 2001
indicates that South Africa experienced highly volaile capitd flows, in the form of
portfolio flows, with disruptive effects on the exchange rate and interest rates. On a
micro level, the opening up of trade led to condderable job losses, especidly semi-
and unskilled workers. These were brought about mainly by the increasing importance
of technology. Job losses because of import penetration were not as dgnificant as
could have been expected. On the other hand, exports did help to create jobs, but not
enough to offset the negative impact of the previous-mentioned two factors. No
evidence could be found that sdaries of unskilled workers increased relaive to highly
skilled workers. Globdisation can only lead to a more equa digtribution of income in
South Africa if it succeeds in creating jobs — and this can only happen if the skills
level of our workforce meets the conditions of the market.

EXECUTIVE SUMMARY

This paper evauaes the impact of globdisation on the domestic South African
economy for the period 1993 - 2001. With a Gini coefficient of 0.593 (World Bank
20008) South Africa has one of the most unequad income digtributions in the world.
Agang this background the following two quesions will be consdered: how did
globdisation affect the economic growth rate, and how did it impact on income
digribution?

There are broadly two ways in which it can affect income digribution and help to
address poverty. On a macro leve it can simulate economic growth, create jobs and
provide salary income to people previoudy not employed. In a more direct way it can
impact on wages. If unskilled wages increase reative to skilled wages, it should lead
to amore equa digtribution.

As with other developing countries, capitd flows to and from South Africa are highly
volatile. Our emerging-market datus results in financid fragility and an undesirable
compogtion of cepitd flows to the country. The effect of the Adan crids was
severdy fdt. In addition to the influence of internationd crises outsde Africa, we are
dso a the mercy of crises in neighbouring countries, as the ongoing criss in
Zimbabwe clearly shows. South Africa has experienced increased capita flows during
the past decade. Unfortunately these were in the form of portfolio investment rather
than muchrneeded direct invesment. There is no indication that increesed capita
flows have contributed to economic growth or improved the living conditions of
average South Africans.

The €effect of trade liberdisation on the South African economy is evident in the
increasing openness and changing compostion of exports. Both exports and imports
have increased as a percentage of GDP since the early 1990s. This resulted in an



openness value of 58.07% in 2001 compared to 33.98% in 1990. Many developing
countries experienced dgnificant increases in economic growth as their economies
opened up. Graphicad presentations of this relaionship at firsg glance show no clear
link between openness and growth. There seems to be a positive relaionship between
exports and imports as percentage of GDP and economic growth. The rdationship
weskened around the 1980s, the period of isolation, but is confirmed again since the
1990s. Another interesting relationship is that between openness and GDP per capita.
The South African data displays an interesting trend. Late in the 1980s there seems to
be a negative reationship. But since trade liberdisation took place (1993-94) the
increasing openness was mirrored in increasing levels of GDP per capita, dthough the
absolute level remains low.

The increasing openness resulted in changes in the manufacturing sector. This sector’s
share of total exports increased from 40.5% in 1993 to 58.34% in 2001. It s dso
changing the face of our export basket. Classfying exports according to factor
intengty, suggests that the reative share of unskilled labour intensve goods is
increesing. Didinguishing between exports on the grounds of capitd/labour intengty
a0 indicates tha we are increasingly exporting labour intendve goods. Focusng on
the percentage change in red gross sdaries per employee between 1993 and 2001, the
vaue for the totd manufacturing indudry is 19.65%. It is driking that the increasein
the unskilled labour intendve caegory is bdow average and the lowest of al four
categories — despite the fact that this category supplies an increasng share of
manufacturing exports.

Globdisation did not succeed in cregting jobs. Employment in the totd manufacturing
sector declined by 11.12% between 1993 and 2001. The unskilled and technology
intensve sectors are the best off with declines of only 0.92% and 1.24%. The other
driking trend is that it is the semi- and unskilled workers in al categories who
experienced the highest percentage of job losses while the number of highly skilled
increased in two cases and had the lowest decline in the other categories.

With an unemployment rate of about 40% expectations ae high that trade
liberdisation will help to creste jobs, especidly in the manufacturing sector.
However, the “jobless growth” phenomenon is clearly confirmed in the South African
manufacturing industry. While the volume of production increased by 1.53% between
1995 and 2001, employment decreased by 2.48%. This could only be attained through
increesing productivity. Over this period labour productivity, messured by unit
production per employee, increased by 21.65% in red terms.

Regresson results on the effect of trade liberdisstion on the South African
manufacturing industry can be summarised by looking a the explanatory power of
three varidbles. tariffs, net exports and trading partners. Exports share of totd sdes
has an impact on employment levds and the ills ratio. The larger the share of
exports relative to domedtic sdes, the higher the employment levedl and the more
highly-skilled workers are employed relative to semi- and unskilled. Nether the leve
of taiffs in 1994 nor the change sSnce then is daidicaly dgnificant in the
regressons. The hypothess that the dedtination of exports matters also does not seem
to be rdevant. The dummy vaiable with a vdue of 1 if the man dedtination of
exports is a high-income country, is nowhere ggnificant. — athough one coud expect
it to affect the sills level of employment and perhaps wages. This may be because



our man trading patners are predominantly high-income countries, and the low-
income group is poorly presented in the sample.

At this stage globdisation does not seem to have a visble impact on South African
income digribution. It did not leed to high growth, which could have increased
equdity. The increasing financid flows had a dedtabilisng effect rather than resulting
in the degred fixed investment and job creation. Congdering job losses between 1993
and 2001, in dl the manufacturing sectors semi and unskilled workers were worst hit
by retrenchments. To have a vigble effect, globdisation needs to address unequa
digribution either by growth in generd or directly through employment and higher
wages, epecidly of unskilled workers.

Globdisation done will not solve South Africas economic problems. Together with
the opening up of our markets, we need stable macroeconomic conditions and less
regulated labour markets in order to attract foreign direct investment. Regarding trade
liberdisation the way forward for South Africa is one of adjudting to the requirements
of the internationd arena. Empiricad evidence of this sudy (and others) show that the
impact on employment leves didn't manly come through job losses because of
import penetration and lowering of tariffs. There is thus no reason to oppose the
further opening up of our markets. The true chalenge is to be(come) competitive in
the export markets. This study suggests that exports do have a pogtive impact on
employment. However, the demand is for highly skilled workers - in dl sectors of
manufacturing. Therefore education and training should be a priority. Hopefully the
recent focus on skills development will bear fruit in this regard. Our unemployment
rate can only be addressed if the skills level of the workforce meets the conditions of
the market. And without a vast improvement in employment figures, we cannot aitain
more acceptable levels of income digtribution.
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1. INTRODUCTION

The normdisation of South Africas internaiond politicd and economic redions in
the early 1990s made us a latecomer to the globdisation game. Since then the country
has undergone trade liberdisation through a reduction in the generd levd of tariff
protection on imports and much more emphass on export promotion. The gradud
phasng out of foreign exchange control Started the process of extend financid
liberdisation. This was complemented by severd messures of domedic financid
liberdisation.

1.1 South Africare-entersthearena

The effect of the above-mentioned messures was severdy fet in the domedtic
economy. On the production sde, the loca economy underwent a streamlining
process. The quest for competitiveness in the globa market resulted in Sgnificant job
loses over dmogs the whole spectrum of manufacturing industries. On the financid
dde, the opening up of our markets together with our well developed financid
sysem, led to volumes of capitd flows never experienced before. This resulted in
increased volatility in the exchange rate of the rand.

Because the normdisation of South Africas internationd politicd and economic
relaions was only effected in 1994, the country was a latecomer in the globdisation
game. It is had to date the actud Sat of South Africads economic globdisation.
What we do know is that it happened only after the country’s deteriorating economic
and political peformance snce the early 1980s. There are a number of prominent
features or landmarks in the globdisation process.

The country's commitment to trade liberdisation started in 1990 under the previous
regime and gathered momentum with the sgning of an agreement with the World
Trade Organisation (WTO) in January 1994 to reduce the generd levd of tariff
protection from a weighted average of 30% to 15%. The tariff dtructure was
rationalised and import quotas replaced with tariff measures in respect of agricultura
imports. Liberdidng the externd trade regime has been one of the centrd and more
visble ements of South Africa’s drive to achieve accelerated economic growth. This
liberdisng is symbolic of the country’s bresk with past economic policies, and
ensures that our domestic markets become deeply integrated with those of the rest of
world (DTI 2001:7).

In March 1994 the government announced the gradud phesing out of foreign
exchange control, a process of externd financid liberdisation which is ill underway
but which has dready removed dl exchange control on foreigners. The above externd
financid liberdisation was preceded and subsequently complemented by domestic
financid liberdisation. Examples of prominent measures introduced over the past 20
years are: enhanced market entry (with permisson in 1995 to foreign banks to open
branches in South Africa), development of new markets (such as the market for
financid derivatives), the introduction or devdopment of new financid instruments
(such as commercid paper, equity options and futures contracts) and the replacement
in March 1998 of the Bank rate with the more market-related repo rate (Calitz 2000).
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The Chicago Mercantile Exchange darted to trade South African rand futures and
option contractsin May 1997.

1.2 Aim

This paper evaduates the impact of globdisation on the domedic South African
economy. With a Gini coefficient of 0.593 (World Bank 2000a8) South Africa has one
of the mogt unequd income didributions in the world. Againg this background the
folowing two questions will be consdered: how did globaisation affect the economic
growth rate, and how did it impact on income didtribution?

The process of answering the question Starts with defining globdisation. Then the
channels through which globdisation can affect domestic economies are identified.
Empirical evidence is evduated againg the background of our income didribution
picture. The paper concludes with some policy consderations.

2. DEFINING GLOBALISATION

The number of descriptions for globdisation is dmogt as vast as the literature on this
topic. The IMF (1997) describes globaisation as “the growing interdependence of
countries world-wide through the increesng volume and variety of cross-border
transactions in goods and services and of internationd capitd flows, and dso through
the more rapid and widespread diffuson of technology.” Ajayi (2001) defines it as the
increesing interaction among, and integration of, the activities — especialy economic
activities — of human societies around the world; resulting in the expanson of
internationd flows of trade, finance and information into an integrated globd market.
A more comprehensve and detalled description comes from Duncan (2000), who
defines globalisation as the process of closer economic integration between countries,
closer integration in terms of trade in goods and services, in investment (both fixed
invesment and portfolio investment), in the free movement of labour (in some cases
such as the European Union), in the adoption of common currencies, and in joint
international action on cross-border issues such as pallution. Perhaps the different
descriptions can be summarised as the globd circulation of goods, services and
capital, but aso of information, idess and people (World Bank 2000b). Everybody
seems to agree that globdisation has to do with the opening up of economies,
resulting in the physcd movement of goods, services, capitd and technology. If this
does happen, it should aso improve the globa working of markets.

3. THEIMPACT OF GLOBALISATION ON DOMESTIC
ECONOMIES

Much has been written about the internationad economic impact of globaisation. Most
authors congder the effect that it has on financid flows or capitd movements, trade,
growth and wages. The impact on income distribution (equdity) is measured through
the effect on employment and wage levels. The next section summarises some of the
main arguments and empirica findings.
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3.1 Effect on financial flows

The World Development Report (World Bank 2000a) starts its discusson of the
globa financid system by comparing the nature of capita flows a the end of the 20"
century with flows a the end of the 19 century. In the earlier period such capitd was
used to finance infrastructure projects and direct invetment in companies. Today
foreign direct invesment is channdled primarily through multinationd corporations
that open access to markets, spread new technology and provide workers with
traning. Another type of capitd is dominding financid flows Portfolio investment
condgs of highly mobile money, from invesment funds and wedthy individuds, thet
is ready to move across borders very quickly in search of the highest short-term
returns. The chdlenge for developing economies is to capture the gains from these
cgoitl movements while limiting the accompanying risk of voldility and indability.
These patterns and warnings are o reflected sawhere in the literature.

According to Trabold (1997) there was a sharp increase in both foreign direct
investment and portfolio investment during the 1980s and the recent intengfication of
globad economic integration is evidenced most cdealy by capitd flows. O Rourke
(2001) agrees that the ratio of gross to net capitd flows is much grester now than
during earlier periods of globdisation, reflecting greaster volumes of short-run capita
flows. The compostion of flows has become far more balanced, with an dmost equa
lit between direct and portfolio flows, and a farly equd divison within portfolio
flows between bank lending, bond issues, and equity finance. Presumably, however,
net long-run flows matter more than gross short-run flows for growth and income
digribution. Foreign direct investment (FDI) in paticular can serve as a vehicle for
technologica transfer and thus hasten internationd convergence, as it did in Irdand
during the 1990s. The changing sectora compostion of FDI over time suggests that
FDI is probably playing a more important role in this regard in the early 21% century
then it did in the late 19" century.

Masson (2001) aso stresses the potential of capitd inflows to contribute to growth by
dimulating invesment and promoting financid development. However, he points out
that capitad flows to developing countries have been subject to voldility and these
volatile financid markets seem to bring volatility in economic activity as well. The
findings of a UNU/WIDER project (Anwar 2002) suggest thet, in addition to spurring
financid crises, the liberdisation of the domedic and internationd financid system
has caused an increase in income inequality much greater than that caused by other
policy changes such as trade and labour-market liberdisation and privatisaion.
Increases in red interest rates, a result of the liberdisation of domedic financid
markets, benefited lenders a the expense of borrowers — induding governments
Interest payments on public debt have risen rapidly, and a large pat of the
govenment budget in many middle-income countries now goes towards interest
payments rather than socid expenditure. In Latin America and Ada, for ingtance,
inequality increased during periods of financid criss in 73% and 62% of the cases
respectively, while Finland, Norway and Spain experienced a sequence of banking
and financid crises without experiencing increased inequdity theresfter (Cornia and
Court 2001:18). Therefore, capitd account liberdisation is increesingly perceived to
have caused increesing income inequdity in many developing countries, particularly
in Ada and Ldain America In emerging economies the man chalenge is to reduce
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the output volaility associated with financid contagion. Often exchange rate policy
and financid regulation are the week points in emerging economies.

3.2 Effect on trade and growth

According to the World Bank (20008) the striking aspects of globdisation that caught
world-wide atention in the 1990s included capitd flows migraion and
environmenta  issues. But the expanson of trade remains the driving force behind
globdisation. In this regard, trade in goods and services grew twice as fast as globd
GDP during the 1990s. According to Wolf (1997) globa ratios of exports to output
returned to 1918 levels by 1970 but have since risen between 12% and 17%. The
share of developing countries in world trade has increased from 23% to 29%, offering
developing economies new opportunities for growth.

Over the past fifty years, trade has been a mgor force driving economic growth, with
globd trade expandon far outstripping globa GDP growth. In the 1990s adone, world
trade grew a an average annud rate of 6.8%, more than double the annua world
output growth of 3.2%. For developing countries as a whole, the benefits have been
greater — with trade increasing a 8.3% and growth 5.5% (Gondwe 2001). The benefits
of economic growth are reflected in per capita GDP. According to Masson (2001:7)
there is evidence of dramatic increases in per capita income that have accompanied
the expanson of trade of those countries that have globaised. Among the countries
pointed out are Korea, China and Ghana

However, closer to home, it does not seem as if Africa has been one of the main
beneficiaries. At the start of the 21% century, poverty remains Africals most pressing
problem, and economic growth is conddered to be the best way towards poverty
reduction. With respect to capital markets it has been noted that Africa was arguably
the first continent to become integrated with the world economy: a higher proportion
of Africas wedth is hdd internationdly than that of any other continent. Etimates of
the ratio of capitd flight from African countries to Africds GDP range from 24% to
143%. Although the globd levd of private cepitd flows has increased, Africa has
adso missed out on the bendfits that usudly accompany such flows, such as job
creation and the transfer of technology (Ajayi, 2001).

3.3 Effect on income distribution

Much of the research being done on the impact of globdisation focuses on the
possible redigributive effects. Does it make the world a more or a less equal place?
How does it afect income didribution internaiondly (between countries) and
nationdly (within countries)?

Many champions of free trade and free capitd movements say that world income
digribution is becoming more equa as globdisation proceeds. The neoliberd
paradigm generates a strong expectation that as nationd economies become more
densdly interconnected through trade and investment, world income digtribution tends
to become more equa (Wade 2001). The evidence suggests that none of the possble
measures clearly shows that world income digtribution has become more equa over
the past twenty years. On the contrary, seven out of eight measures show varying
degrees of increasing inequdity.
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3.3.1 International studies

O'Rourke and Williamson (2000) start their explanation with two conditions. Trade-
cregting forces must change domestic commodity prices and then these price changes
must induce a reshuffling of resources between economic activities in order for trade
to influence the things that redly matter, like the scde of output, distribution of
income (land returns reative to wages), absolute living sandards or the qudity of life.
The possible impact on resources is explained by the Heckscher-Ohlin theory that
trade patterns reflect differences in the digribution of endowments across countries.
Countries export goods embodying those factors of production with which they are
well endowed. Commodity market integration therefore leads to an increase in the
demand for abundant (and chegp) factors of production, thus raisng their prices, and
in the same way leads to the demand for scarce (and expensive) factors of production
fdling, thus lowering their prices (O’ Rourke 2001:2).

Practically spesking, imports from countries that have a reaive abundance of
unskilled labour should lower the prices of products that use such labour rdatively
intensdy. This will shift production in advanced countries towards products that are
intengve in skilled labour, increesng demand for skilled labour and lowering demand
for unskilled labour. This shift will be manifesed in ether a growing wage gap
between skilled and unskilled workers, or in risng unemployment of the later in
advanced economies (Wolf 1997). On the other hand, in the exporting country,
demand for unskilled labour intensve goods should increese, leading to higher wages
for unskilled workers and a more equa digtribution. The standard Stopler-Samuelson
prediction is that free trade increases income for the abundant factor and reduces
income for the scarce factor (Lindert and Williamson 2001). Freer trade alows those
abundant in unskilled labour to shift towards unskilled labour intensive production,
raising unskilled wages relative to skilled wages.

Things get more complicated once we move away from a smple 2x2 framework. The
outcome can be different when congdering other factors influencing inequdity. For
example, migrating unskilled workers can cause an effect oppodte to the one
described. According to O'Rourke (2001) the impact of migration on within-country
inequdity largely depends on the skill mix. In the lae 19" century, migration
predominantly involved young, unskilled adults, with very high-labour force
participation rates. It had a large potentid impact on inequdity, lowering it in Europe
and raising it in the New World. As the 20" century progressed, the picture became
increesngly smilar, a least for the US the kill profile of immigrants, reative to the
native born, has declined dramaticdly snce the mid-1960s. In countries where policy
measures have encouraged more skilled immigration, grester inequdity in emigrant
economies could occur, and greater equdity in immigrant countries. the oppodte of
what occurred in the late 19" century (O’ Rourke 2001:16).

Technology transfer can dso dter the picture. Liberdisation and foreign direct
invesment may introduce new technology and <kill-intendve activities into
developing countries, raisng the demand for skilled labour and raise wage inequdlity.
Cornia and Court (2001) found that new technology does lead to risng income
inequality in developing countries. Other factors gpart from technology dso influence
inequdity. They include macroeconomic conditions, financid liberdisation, labour
market liberdisation, privatisation and the tax system.
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Have incomes been converging or diverging within countries? The empirica evidence
renders mixed results, dthough some agreement exists over the effect on high-income
countries as a group compared to devel oping economies as a group.

According to Cornia and Court (2001) there is increesng consensus that trade has
only a smal impact on wages and income inequdity. O'Rourke (2001) shares this
view and concludes that cross-country dudies leave many questions regarding the
links between openness and inequdity unanswered. Further research is needed before
any conclusive remarks can be made. But findings to date suggest that openness has a
most amodest impact on inequdity (in ether direction).

Duncan (2000) reports that in high-income countries, there appears to have been
increasng inequaity in some cases, eg., the Netherlands, Norway, the UK and the
US, but not in Canada and France. The most sgnificant part of the increase in wage
inequdity in the UK and US has been the increase of the top decile of income earners
relaive to the median, not to the bottom decile Wolf (1997) quotes a study by
Saughter and Swagel concluding that increased trade accounts for only about 10 to
20 per cent of the changes in wages and income digribution in the advanced
economies. Although the effect is rdativdy amdl, it does exid. O'Rourke (2001)
reports empirica findings to be consstent with other studies and the Heckscher-Ohlin
theory, in finding sharply risng wage inequdity in Britan and the US, while other
countries renders varying results. As many advanced countries saw wage disperson
faling as saw it rigng between the mid-1980s and mid-1990s.

Among developing countries, the picture is mixed as wel. Inequdity has been
deadily dedlining in Latiin America from the 1960s. The paiterns in Africa and the
Pecific Rim are rather erdic, risng between the 1960s and 1970s, fdling throughout
the 1980s, and risng again between the 1980s and 1990s. On the other hand, within-
country inequdity has been riang in China and India dnce the mid-1980s (Lindert
and Williamson, 2001). We and Wu (2001) confirm this trend in China where
dramatic increases in openness over the last two decades were accompanied by higher
ovedl income inequdity. The Gini coefficient increased from 38.2 in 1988 to 45.2 in
1995. But across China, openness and urban-rurd inequality tend to be negdivey
asociated. Cities that have had a greater increase in trade-to-GDP ratio have dso
tended to witness a reduction, rather than increase in urban-rurd income inequdity.

3.3.2 Previous studies regarding South Africa

Vaious dudies on the impact of globdisation on the South African economy (labour
maket and manufacturing industry) have appeared recently. The following
paragraphs give a brief summary.

An ILO sudy (1999), covering the period 1993-1997, on the socid impact of
globdisaion found that dnce the dat of liberdisation export-oriented sectors
performed better in terms of output, productivity gains and wage increases than
import-competing sectors. Manufacturing sectors based on natural resources and
capitd intensve ones showed the same trend. However, employment losses in these
sectors have been relatively larger. Formerly highly protected sectors and those with
important decreases in tariffs experienced lower reative employment losses than
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other sectors. This suggedts that the direct impact of import liberdisation is not the
main factor behind employment losses.

Alleyne and Subramanian (2001) have investigated the reaionship between South
Africa's trade and labour market between 1989 and 1997. They conclude that South
Africds trade is reatively capitd abundant, and the country is a net exporter of
cepitd intendve goods. The higher the capitd-labour ratio in the production of a
commodity, the greater the probability that we will be a net exporter thereof. Their
regressons dso indicate that the higher the skilled-unskilled labour ratio, the lower
the probability thet we will be a net exporter.

Takata (1999) found that manufacturing sub-sectors reected differently to changes in
trade-weighted protection. Among the sectors facing the largest declines in nomind
protection some increased both output and employment, while others showed the
oppogite trend. Regarding factor intendity of exports she found that between 1992 and
1996 South Africa had a declining share of exports that used unskilled labour and a
relatively high share using more skilled labour and technology.

Fedderke et d (1999) used dynamic heterogeneous pand estimation for the period
1970-1997 to invedtigate the effect of trade liberdisation on labour markets. They
concluded that liberdisation simulated the demand for labour in South Africa Trade
ds led to podtive growth in labour-earnings, which exceeded that of capitd.
Technologica progress on the other hand led to negative growth in labour earnings.

Edwards (2001) follows a factor content gpproach to andyse the impact of trade on
employment. He observes a shift towards capitd-intensve exports and ultra labour-
intensve imports. Changes in occupdaiona employment are decomposed into four
demand sde factors domegtic find demand, export expansion, import subgtitution
and technologica change. The study concludes that find demand and technology are
the primary sources of change in employment. The impact of exports on employment
is favourable, but import penetration shed many job opportunities.

The findings of Jenkins (2002) corrdlate with Edwards. Between 1994 and 2001
import penetration affected employment in the manufacturing sector, but was more
than offset by the additiond employment associated with growing exports. Compared
to export growth, domestic demand had a rdaivedy smdl pogdtive effect on
employment. However, productivity changes had the dominant influence and
contributed to the overdl decine in employment. In tems of the skills-levd of
employment Jenkins confirms the skill bias in the changing pattern of trade in South
Africa between 1994 and 2001. During this period greater openness increased
employment of semi- and unskilled workers by 5.5%, skilled workers by 7.2% and
highly skilled by 8.2%. He further estimated the demand for labour by regressng
employment on output, remuneration per head, import penetration retio and share of
exports in total output. He found that output had a dgnificant postive effect on
employment, and wages a negative impact. Import penetration had the expected
negative impact, but exports did not have a sgnificant impact on employment.

The empiricad pat of this paper, section 5.3, will further comment on the factor
intengty of our exports and the impact of globdisation on employment and sdaries.
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4. OUR UNEQUAL INCOME DISTRIBUTION

As described before, globdisation has a posshble impact on wage inequdity and
employment, and therefore on the primary didribution of income It can affect
poverty through higher economic growth, which is the key to poverty reduction.
Unless growth serioudy worsens income didtribution, the number of poor people will
fdl as average income increase. For any given levd of income the levd of poverty
will depend on how income is didributed. The distribution of any increment to growth
will determine the rate a& which growth is converted into poverty reduction.
According to the World Bank (2000b), periods of growth are admogt as often
asociated with increases in inequdity as they are with declines. Smilarly, there is no
ample asociation between openness to trade and changes in inequdity. There are
about as many cases where inequality fell with more trade openness as cases where it
increased. Evidence from the Kuznets curve is presented by, among others, Barro
(1999). He concludes that Gini vaues rise with GDP vaues of less than $1636 (1985
US$H) and decline thereafter — empiricd regularity that inequdity firg incresses and
later decreases in the process of economic deveopment. From a South African
perspective there is no doubt that growth is definitely good for the poor. In explaining
why certain sections of the population enjoyed risng incomes between 1991 and
1996, Whiteford and Van Seventer (1999) show that more than 90% of the income
gans were derived from growth in totd income as a result of economic growth,
whereas less than 10% was derived from a draight redistribution. This clearly
illugtrates the redigtributive power of economic growth in South Africa.

Whiteford and Van Seventer's study (1999) indicates that inequdity in South Africa
is high and risng. The Gini coefficient for the population as a whole has seen little
change over the period 1975 to 1996, with a dight increase from 0.68 in 1975 and
1991 to 0.69 in 1996. However, there have been substantial changes within population
groups, with the largest increase in inequdity having occurred within the African and
white population groups. The African Gini has risen from 047 in 1975 to 0.66 in
1996. Smilaly the white Gini has risen from 0.36 to 0.50 over the same period. More
recent cdculations confirm this rigng inequaity. Gini coefficients esimated only on
pay, and therefore not comparable with those mentioned earlier, dso indicate
increasing inequdity within population groups. For Africans it increased from 0.70 to
0.81 in the period 1995-98, and for whites from 0.55 to 0.67 (Statistics South Africa
2000:88). These indications of increesng wage differentids are worrying. According
to Bhorat et d (2001) wage income accounts for 66% of national income and makes a
gmilar contribution to inequdity. If wage income is increesngly beng disributed
unequaly, the overdl Gini should dso reflect higher levels of inequdity.

Apat from the rigng inequdity, poverty is dso increesing. The number of ouseholds
living of an income of RO-R6000 has increased from 219 0098 in 1991 (29.24% of
total households) to 298 2093 in 1996 (30.56% of total households) (Whiteford and
Van Seventer, 1999).

The moderate levels of economic growth in South Africa have clearly imposed some
condrant on the reduction of inequdity. The low levd of economic growth limited
the capacity of the economy to creste employment. Hertz (1998) shows that the
achievement of full employment would reduce the share of the population in poverty
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by dmost hdf. Inequdity would aso be reduced since mass employment cregtion
tends to benefit less skilled workers.

In section 5 it will be pointed out tha the number of people employed in the
manufacturing sector declined between 1993 and 2001. This trend is vishle
throughout the formad sector. At the same time the skill compostion of employment
changed condderably. With the opening up of the South African economy and
adherence to a drict programme of trade liberdisation, the number of highly skilled
persons employed showed strong growth while the number of less skilled persons
declined (Whiteford and Van Seventer 1999). The increesng demand for skilled
workers can be explained by technology transfer and the resulting need for skilled, or
more educated, workers. A sudy by Desai, Fukuda-Par, Johansson and Sagadti
(2002) describes South Africa as a “dynamic adopter,” the same classfication given
to Brazil, China, India, Indonesa and Tunisa. These countries have important high-
technology indudtries and technology hubs, but the diffuson of old inventions is dow
and incomplete. However, this trend is likdy to have contributed to risng inequdlity
sgnce there was an increase in the smal number of wdl pad, highly skilled persons
employed, a decrease in the number of less-skilled persons in the forma sector, and
an increase in the number of people who had logt their jobs and were forced into the
informal sector.

In 1991 a total of 1 055 000 highly-skilled persons were employed in the formd
sector. This rose to 1 459 000 in 1996, an increase of 35%. Over the same period the
less-skilled employees declined from 6 933 000 to 6 256 000, a decrease of 10%. For
the period 1998-2003 predictions are that highly-skilled employment will grow by a
further 8.9% and less-skilled decrease by 1.4% (Whiteford and Van Seventer 1999).
Surprisingly, the average earnings in red terms of both groups decreased between
1991 and 1996. Highly-skilled earnings fdl by 15%, and lower-skilled by 10%. It is
esimated that the unemployment rate will rise from 36.6% in 1998 to 41.7% in 2003.
This scenario of a smdl, but growing, group of highly skilled, wdl paid workers
accompanied by a growing mass of unemployed persons suggests that inequaity will
further increase in the future.

5. THE SOUTH AFRICAN EXPERIENCE: SOME
EMPIRICAL EVIDENCE

The am of this paper is to messure the possble impact of globdisation on income
digribution or equdity. The discusson dats with the macroeconomic picture, in
teems of financid flows, trade and growth. It is, however, difficult to measure the
direct impact of macro vaiables like capitd flows and exchange rate volatility on
income digribution. Therefore this macroeconomic discusson contains no clear cut
empiricd evidence On a more micro leve, the impact of globdisation on the
manufacturing sector is evduated through the effect on employment — and wage
levels

5.1 Globalisation and financial flows

As with other developing countries, capitd flows to and from South Africa are highly
volatile. Our emerging-market datus results in financid fragility and an undesirable
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compostion of capitd flows to the country. The effect of the Adan criss was
sverdy fdt. In addition to the influence of internationa crises outsde Africa, we are
dso a the mercy of crises in neighbouring countries, as the ongoing criss in
Zimbabwe clearly shows (Van Zyl 2002).

The nature and extent of capita flows to and from South Africa (snce 1991) ae
indicated in table 1. Since 1992 the largest part of capitd inflows was in the form of
portfolio invetment. These are typicdly not long-term funds, and are withdrawn a
the dightest indication of uncertainty. The inflow of foreign direct investment reached
apeak in 1997, but declined again after the 1998 Asan crisis.

Table 1. Compogtion of South African capital flows

NET DIRECT NET PORTFOLIO

INVESTMENT INVESTMENT

(R MILLIONS) (R MILLIONS)
1901 111 666
1992 -5514 4950
1993 ~941 2417
1994 ~3040 10008
1995 ~4557 9020
1996 -970 9576
1997 6756 30580
1998 ~6737 20375
1999 ~475 52346
2000 4280 -13835
2001 85921 -67626

Source: SARB Quarterly Bulletin, June 2002.

The other darming factor evident from table 1 is the net outflow of FDI for dmost the
entire period, and the net inflow of portfolio investment. The implication thereof is
that no new productive capacity was created and that there could be no postive spin-
offsfor economic growth due to the more open flow of capitd. In fact, the

Figure 1. Net portfolio flows and the R/US$ exchange rate.
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destabilisng effect of the volatile portfolio flows is the man feature of this aspect of
globdisation. Figure 1 and table 2 show the correaion between these forms of capital
movement and the exchange rate of the rand. Increasing volumes are accompanied by
a depreciation of the currency. However, this podtive correlaion does not necessarily
imply causdity. The condant depreciation severely impacts on the average South
African, through its effect on inflation and consequent higher interest rates.

Table 2: Capital flows, exchangeratesand interest rate

YEAR | NETFDI (R NET SAC/ SAC/ PRIME
MILLIONS) | PORTFOLIO | POUND US$ | OVERDRAFT
(R RATE
MILLIONS)
1991 111 666 48749 | 276.09 22.94
1992 -5514 4950 50242 |  285.16 22.40
1993 -941 2417 491.00 | 326.67 17.86
1994 ~3040 10008 543.74|  354.97 17.36
1995 ~4557 9020 57243 |  362.70 20.33
1996 -970 9576 671.96 | 429.64 21.52
1997 6756 30580 754.85 |  460.73 22.00
1998 -6737 20375 916.33| 553.16 22.64
1999 -2730 52346 989.21 | 61131 18.10
2000 2170 -13835| 104863 | 69353 14.83
2001 85921 -67626 | 1239.15|  860.31 13.77

Source: SARB Quarterly Bulletin, June 2002

In the aftermath of the Adan crigs in 1998, the monetary authorities were forced to
increase domedtic interest rates, a measure that is possible again in 2002. Table 2 and
Figure 2 show some kind of pogtive relationship between the net portfolio flows and
the prime overdraft rate. Again, this must not be seen as proof of causdlity.

Figure 2. Net portfolio flow and prime overdraft rate
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From the above discusson it is clear that South Africa has experienced increased
capitd flows during the past decade. Unfortunately these were in the form of portfolio
invesment rather than much-needed direct investment. There is no indication that
increased cepitd flows have contributed to economic growth or improved the living
conditions of average South Africans.

5.2 Globalisation, trade and growth

The effect of trade liberdisation on the South African economy is evident in the
increasing openness (exports and imports as percentage of GDP) and changing
compostion of exports. Table 3 indicates that both exports and imports have
increased as a percentage of GDP since the early 1990s. This resulted in an openness
value of 58.07% in 2001 compared to 33.98% in 1990.

Table 3: Indicators of openness and growth

EXPORT | IMPORT | EXPORTS | GDPPER % ECONOMIC
AS%OF | AS%OF| PLUS | CAPITA | CHANGE | GROWTH
GDP GDP | IMPORT | INRAND | INGDP
AS%OF | (REAL) PER
GDP CAPITA

1985 18.93 13.64 32.58 15162 3.4 “1.2
1986 18.21 13.31 31.52 14834 2.2 0.0
1987 1751 12.49 31.00 14825 0.1 2.1
1988 18.45 15.78 34.24 15128 2.0 4.2
1989 18.99 15.46 34.45 15167 0.3 2.4
1990 19.38 14.61 33.98 14806 2.4 -0.3
1991 19.57 15.07 34.64 14352 31 1.0
1992 20.50 16.22 36.73 13755 4.2 2.1
1993 21.49 17.82 39.31 13637 -0.9 12
1994 22.16 19.86 42.02 13786 1.1 3.2
1995 22.96 22.09 45.06 13920 1.0 3.1
1996 24.56 23.20 47.76 14218 21 4.2
1997 24,56 23.44 48.00 14291 05 25
1998 25.72 2456 50.28 14100 ‘13 0.7
1999 25.64 22.92 48.57 14099 -0.0 19
2000 28.59 25.67 54.26 14287 13 3.1
2001 30.95 27.12 58.07 14321 0.2 2.2

Source: SARB Quarterly Bulletin June 2002

Earlier it was dated that many developing countries experienced sgnificant increases
in economic growth as their economies opened up. Looking a table 3, there is at first
glance no clear link between openness and growth. Figure 3 paints a clearer picture,
There seems to be a pogtive rdationship between exports and imports as percentage
of GDP (XMRATIO) and economic growth. The relaionship weakened around the
1980s, the period of isolation, but is confirmed again since the 1990s. The postive
link does not imply that trade or openness is the only determinant of economic
growth.

12
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Figure 3: Openness and economic growth
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Another expected rdationship that is not initidly clear from table 3 is between
openness and GDP per capita However, figure 4 displays an interesting trend. Late in
the 1980s there seems to be anegative relationship. But since trade liberaisation took
place, say 1993-%4, the increasing openness was mirrored in increasing levels of GDP
per capita (GDPPC), dthough the absolute level remains low. The vaue for 1993 is
the same as 1967.

Figure 4: Openness and GDP per capita
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The improved performance of exports in table 3 cannot only be attributed to trade
liberdisation. The ever-depreciating South African currency dso played a role. Figure
5 indicates how export volumes (XVOLUME) increased while the red effective
exchange rate of the rand (REFEX) decreased.

13
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Figure5: Export volumes and the exchange rate

105

130

100 4

954

904

854

80

-120

-110

-100

-90

80

— REFEX -—- XVOLUME

91 92 93 94 95 96 97 98 99 00 O1

The above evidence points to a close postive linkage between the exchange rate and
trade liberdisation on the one hand, and improved export performance on the other.

Table 4: Compostion of South African trade

% % AGRICULTU MINING AS MANUFACT
CHANGE | CHANGE RE AS % OF % OF URING AS %
IN IN EXPORTS EXPORTS OF EXPORTS
EXPORT IMPORT
VOLUME | VOLUME
1992 | 2.1 49 3.63 54.01 40.24
1993 | 5.0 8.2 3.65 54.37 40.50
1994 | 4.3 16.0 4.90 50.14 43.45
1995 | 104 17.0 3.83 44.06 50.57
1996 | 9.3 8.7 4.60 40.99 53.66
1997 | 5.5 54 410 39.61 55.72
1998 | 2.2 11 4.29 39.92 55.23
1999 | 1.3 -74 4.39 37.90 57.11
2000 | 8.2 7.4 3.24 37.98 58.34
2001 | 0.7 -0.3 3.47 37.89 58.34
Source: DTI

Apat from the changes in the levd and reative importance of exports, the
composition of exports dso changed remarkably — see Table 4. Since 1992 (and
before that) manufacturing goods is playing a more important role in total exports.
Mining's share is condantly declining, while that of agriculturd products remans
relaive sable.

5.3 Effect on the manufacturing sector

The focus now shifts towards the manufacturing sector. This sector accounted for
58.34% of our total exports in 2001 and seems to benefit from increased openness. A

14
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closer ingpection of trends within this sector will answer some of the questions raised
earlier regarding the impact of globdisation on the utilisation of production factors.

Manufacturing in South Africa has traditiondly been dominated by large, highly
inward-oriented, and capital-intensve firms. The sector has been characterised by
declining productivity for most of the past two decades (Tskata 1999). These features
were due h pat to an explicit policy of import-subgtituting indudtridisation supported
by a complex sysem of tariffs and other import restrictions and trade sanctions. The
anti-export bias, created by protection, skewed incentives towards production for the
domestic market. Opportunities for learning and higher productivity were missed. The
consequent week internationd competitiveness has been well documented. More
recently the sector has begun to rebound — output and export growth has picked up
and the export base appears to be broadening.

After South Africa became a sgnatory to the Marrakech Agreement of (the then)
GATT in 1994, the pace of trade liberdisation quickened. The key aspects of the
liberdisation were contaned in an offer of phased taiff reductions-cum-
harmonisation made to the World Trade Organisation. The new tariff programme
officidly took effect in January 1995. However, there is dill scope for rationdisng
the effective protection. While effective protection has fdlen in the aggregate, it has
not fdlen by enough to reduce the overdl anti-export bias once the role of reduced
export incentives is taken into account. Mean effective protection via tariffs stood at
30.2% in 1990 and was down to 22.2% in 1996 (Tskata 1999). The trade policy
reforms changed the incentive patterns in two important and interrdlated ways. They
reduced the incentives for import-substituting activities and encouraged exports.

5.3.1 Trade by factor intensity

Table 5 reflects on some trends in South Africals manufacturing exports by factor
intengity for the period 1993- 2001. In an earlier sudy, Tskata (1999) found a decline
in the reaive importance of unskilled labour intendve manufacturing goods from
55.3% in 1992 to 20.8% in 1996. Looking a table 5, this trend has since been
reversed. Although the 2001 percentage of 40.18 is sill well below the 1992 leve of
55.3%, trade liberaisation seem to have been successful in increasing the redive
share of unskilled Iabour intengve manufacturing goods in our export basket.

! These calculations have been questioned by Jenkins (2002), especially the inclusion of “motor
vehicles” in the unskilled labour intensive category rather than the human capital one. If “motor
vehicles’ is omitted from the unskilled group, the relative share of this category do decline, but the
identified trend of unskilled labour intensive products gaining ground relative to the other sectors is
still present.
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Table5: South African manufacture exports by factor intensity

% OF % CHANGE BETWEEN 1993 AND 2001
MANUFACTUR
ING EXPORTS
1993 2001 Totd High Skilled | Semi Sa per
empl illed &Un empl
Agricultura 15.83 | 12.40 -17.61 | -8.58 -6.90 -24.42 | 25.96
resource
intengve
Minerd 12.14 | 12.86 -4758 | -32.12 |-43.81 |-50.49 | 28.76
resource
intengve
Unskilled 29.84 | 40.18 -0.92 16.37 5.87 -4.81 12.97
|abour
intengve
Technology 10.19 | 10.46 -1.24 -1.22 -14.93 | -19.89 | 37.96
intendve
Human capitd | 32.02 | 24.11 -12.32 | 2.21 -3.59 -20.95 | 18.72
intendve

Source: Annex 2

The peformance of the human capitd intensve sectors is dso driking. It declined as
share of tota exports from 32.02% to 24.11%. This could reflect a shortage of skilled
labour. According to Levy (1996) a survey of manufecturing firms indicated that a
shortage of skilled technicad and managerid labour put a serious condrant on
economic performance. In another study Sadie (as quoted in Mohr and Rogers 1994)
edimated that the shortage of executives (entrepreneurs) and skilled labour for the
period 1980-2000 is 103 000 and 442 000 respectively, while the surplus of unskilled
workersis 2 768 000.

Since trade liberdisation, the compogtion of South Africas manufacturing exports
has changed visbly. The share of unskilled labour intensve goods increesed and
human capita intensdve goods declined. However, globdisation did not succeed in
cregting jobs. Employment in the totd manufacturing sector declined by 11.12%
between 1993 and 2001. The unskilled and technology intensve sectors are the best
off with declines of only 0.92% and 1.24%. The other driking trend from table 5 is
that it is the semi- and unskilled workers in dl categories who experienced the highest
percentage of job losses, while the number of highly skilled incressed in two cases
and had the lowest decline in the other categories.

With an unemployment rate of about 40% expectations ae high that trade
liberdisation will help to cregte jobs especidly in the manufacturing sector. Table 5
cdearly confirms the “jobless growth” phenomenon in the South African
manufacturing industry. While the volume of production increased by 1.53% between
1995 and 2001, employment decreased by 2.48%. This could only be attained through
increesing productivity. Over this period labour productivity, messured by unit
production per employee, increased by 21.65% in red terms.
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On the import dde, import penetraion has risen in dmost every sector of
manufacturing. It increased from 24% of total domestic consumption in 1995 to 33%
in 2001 (Department of Trade and Industry, SA Manufacturing Trends 1993- 2001).
Looking a the trends, no de-indudridisng took place. Furthermore, no noticegble
change has occurred in the relative importance of the different importing sectors since
1993 (see Annex 1). There was dso was no clear pattern in the individua sectors
responses to declines in nomind protection. Some of the sectors facing the largest
decline increased output and employment over the period 1993-2001, while others
showed an opposite trend (Tskata 1999).

The lagt column in table 5 indicates the percentage change in red gross sdaries per
employee between 1993 and 2001. For the totd manufacturing industry the vaue is
19.65%. It is driking that the increase in the unskilled labour intendve category is
below average and the lowest of dl four categories — despite the fact that this category
supplies an increasing share of manufacturing exports.

5.3.2 Trade by capital/ labour intensity

The classfication used in table 5 above has been criticised because it was not
developed especidly for South African manufacturing and can be mideading — see
Alleyne and Subramanian (2001). In table 6 the dternative classfication (on the
grounds of input-output tables) used by Edwards (1999) was followed. The change in
our export basket is even more evident from this. Since 1993 the relative importance
of cgpitd intensve goods has declined, while labour intensve and intermediate
capita intensive goods gained ground. This was expected because the largest

Table 6: South African manufacturing exports by capital/ labour intensity

% OF % CHANGE BETWEEN 1993 AND 2001
MANUFACTUR
ING EXPORTS
1993 2001 Totd Highly | Skilled | Semi Sa per
empl illed &Un empl
Capita 5236 |43.38 |-16.48 | -4.05 -7.34 -26.29 | 21.36
intendve
Intermediate 1958 | 2205 |-22.39 |-4.59 -13.43 | -29.24 | 25.56
capita
intendve
L abour 1410 | 2251 |-4.40 9.40 -3.29 -13.39 | 2545
intendve
Ultra labour | 13.97 | 12.07 | -0.77 11.36 9.96 -4.28 4.33
intendve

Source: Annex 3
share of our exports go to high-income countries which are regarded as capitd-rich,

while South Africa is better endowed with labour. Agan it is the labour intensve and
ultra labour intensve sectors that showed the lowest percentage decline in
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employment, with job losses relatively more for the semi- and unskilled workers, and
the job increases favouring the highly skilled in al categories.

Regarding the change in sdary per employee, table 6 indicates the same trend as
observed in table 5. Agan the increese in red gross sday per employee is
consgderably lower in the ultra labour intensve category. On average, red wages
increesed reldively more in capitd intendve sectors than labour intendve ones.
However, it is dangerous to conclude about a possble change in relative sdaries
between skilled and unskilled workers purdy from the trends in table 5 and 6. In dl
sectors workers with various skill levels are employed.

5.3.3 Cross sectional regression analysis

This section employs regresson andyds to explan changes in  manufacturing
employment levels and sdaries between 1993 and 2001. The main question to answer
is whether or how globdisation, observed in tariff changes and trade patterns,
impacted on these two variables and consequently on income didribution. Cross-
sectiond regressons are run using 27 manufacturing sectors. The varigbles employed
are

DEmMpl: Percentage change in employment 1993-2001

DS perEmpl: Percentage change in sdary per employee 1993-2001

DHStoUratio: Percentage change in the retio highly skilled to semi- and
unskilled workers 1993-2001

Taiffo4: Tariff per sector in 1994

DTaiff: changein tariff 1994-2001

AVNCperEmpl: Average spending on new capitd goods per employee for
period 1993-2001

AVNeEX: Average net exports for period 1993-2001

AvNetExperSales. Average of net exports asratio of total salesfor period 1993-
2001

DSdes Percentage change in sales 1993-2001

DumHi: Dummy varigble with vaue of 1 if main destination of exports
isahigh income country

DXofSdes: Percentage change in ratio exports to sales 1993-2001

As mentioned before, the reason for running these regressons is to try to explain
changes in employment and sdaries over this period by means of indicaors of
globalisation. It does not, for indance, try to estimate output and/or wage dadticities
of employment as was done by Jenkins (2002).

The explanatory varidbles ae incduded to tet or invedigae the following
expectations:

- Both the levd of and change in tariffs are incdluded with the expectation that

sectors with high initid tariffs and/or largest reduction thereof would suffer in
terms of import penetration and consequent job |osses.
Three varidbles test for the possible effect of net exports. Average net exports
and the ratio of average net exports to tota sales consder the posshbility that
sectors with high levels of net exports favour employment levels and sdaries.
DxofSdles is included to see if sectors increesingly producing for the export
market employ more workers and/or pay higher saaries.
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A pogtive or negative change in red sdes (DSdes) could have a postive or
negative impact on both employment and sdlaries.

AVNCperEmpl is included as proxy for the capitd intendty of each sector. A
postive coefficient would indicate that those sectors spending relative more
on new cgpita goods tend to employ more workers and pay higher sdaries,
and viceversa

DumHi tests whether employment and wage levels show different trends when
exporting to different categories of countries.

Table 7 gives a summary of the regresson results. The firgt regresson is an attempt to
explan the percentage change in employment levels for the period 1993-2001. Three
of the explanatory variables can to some degree be consdered datidicaly sgnificant.
The firs one has a probability of 247% and indicates a negative relaionship between
AVNCperEmpl and employment levels. This is a possble sgn of people losng ther
jobs because of higher spending on capital goods or new technology. The other two
variables that prove to be sgnificant, athough at levels of 91.92% and 84.49%, have
to do with exports and can explan the effect of trade liberdisation on employment.
The sectors with the highest ratio of net exports to totd sdes seem to be the ones
where employment levels have increased. Apat from the actud level of trade, the
change in the raio of exports to sdes dso seems to influence employment. In the
sectors where exports made up a larger portion of tota sdes in 2001 than in 1993,
employment levels increased.

Table 7: Results of cross-sectional regressions

DEPENDENT VARIABLE
Dempl DSAperEmpl | DHStoUratio
Taiffod -1.579
0.68%
DTariff -3.458
0.23%
AVNCperEmpl -1.021 0.665
2.47% 0.59%
AVNetEx 0.001
61.86%
AVNetExperSaes 0.094 -0.016
8.08% 52.04%
DSales 0.008 0.225
93.73% 3.67%
DumHi 5.147 -0.523 2.303
64.74% 94.25% 65.58%
DXofSdes 0.030 -0.006 0.029
15.51% 82.65% 16.73%
DHStoUratio -0.357
5.70%

Estimated with White heteroskedasticity-consistent standard errors and covariance.

Probabilities of estimated coefficients are reported initalics
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The second regression has “percentage change in sdary per employee”’ as a dependant
variable. Only two explanatory varidbles draw ettention. The percentage change in
red sdes is the mog dgnificant one — indicating that the sectors experiencing the
highest increase in totd sdes were the ones increesing ther sdaries per employee. It
is worth noting that change in sdes was not dgnificant in explaning the change in
employment, but now is dgnificant in explaning change in sdaries. It may indicae
that higher sdes do not necessarily lead to more people being employed, but better
sdaies being pad to the exiging workforce. The coefficient of the last variddle is
puzzling. It indicates that sdaries increase as the ratio of highly skilled to semi- and
unskilled workers declines.

In the last regression only the ratio of exports to sdes seems to impact on the kills
level of employees. In the sectors where exports made up a larger share of sdes in
2001 than in 1993, the ratio of highly <illed workers to semi- and unskilled
increased.

The effect that trade liberdisation had on the South African manufecturing industry
for the period 1993- 2001 can be summarised by looking a the explanatory power of
three variables. tariffs, net exports and trading partners. Exports share of totd sdes
has an impact on employment levels and the <kills raio. The larger the share of
exports relative to domedtic sdes, the higher the employment levd and the more
highly-skilled workers are employed relative to semi- and unskilled. Nether the leve
of taiffs in 1994 nor the change snce then is daidicdly dgnificant in the
regressons. (This agrees with the findings of the ILO and Tskata mentioned in
section 3.3.2). The hypothess that the destination of exports matters also does not
seem to be rdevant. The dummy varidble with a vaue of 1 if the main dedtination of
exports is a high-income country, is nowhere ggnificant. — adthough one could expect
it to affect the skills levd of employment and perhaps wages. This may be because
our man trading patners ae predominantly high-income countries, and the low-
income group is poorly presented in the sample.

5.4 Conclusion

Income in South Africa is digtributed very unequdly, and the levd of inequdity is
risng. The man contributor a this dage is unemployment. For dl the different racid
groups inequdity is increesing, didinguishing those with jobs from those without
jobs. There are some indications that contrary to expectations unskilled wages are not
increesing. Such an increase would have helped to close the wage gap and led to a
more equal income digtribution.

At this stage globdisation does not seem to have a visble impact on South African
income digribution. It did not leed to high growth, which could have increased
equdity. The increasing financid flows had a destabiliang effect rather than resulting
in the desred fixed investment and job creation. Trade liberdisation led to a more
open economy. Exports incressed and manufacturing goods gained ground. The
composition of exports changed, and within the manufacturing basket labour intersive
goods became more important. Productivity increased, but did not lead to job
cregtion, nor did it dgnificantly increese unskilled wages. On top of the possble
rlative lower sdaies for unskilled workers, the change in  compogtion of
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employment didn't favour unskilled workers either. Consdering job losses between
1993 and 2001, in dl the manufacturing sectors semi and unskilled workers were
wors hit by retrenchments. To have a visble effect, globdisation needs to address
unequa didribution ether by growth in generd or directly through employment and
higher wages, especidly of unskilled workers.

To be far, however, the time period under consideration is relative short. Perhagps
credit should be given for the fact that export compostion has changed and that
labour productivity is incressng with openness. Regresson results indicate that
exports do have a podtive effect on employment, but only for highly skilled workers
and not semi- and unskilled ones. The period from the early 1990s to 2001 can be
seen as a peiod of much-needed redructuring in the quest for internationd
competitiveness. It is to be hoped that in future these pogtive spinoffs will be
converted into Sgnificant economic growth rates and much-needed job creation.

6. POLICY CONSIDERATIONS

There is generd agreement that countries should not avoid the globdisation process.
Smdler countries have the most to lose from not participaing — though not
necessxily the most to gan — and they can develop the greatest vulnerability to
externa shocks if they do participate. The chdlenge is to find ways to manage the risk
introduced by greater openness and to manage it wel (Duncan 2000). Lindert and
Williamson (2001) agree that the nations tha ganed most form globdisation are
those poor ones that changed ther policies to exploit it, while the ones that gained the
least did not.

The financid crises in Asa and dsewhere have shown that economic openness is not
enough. Though financiad openness brings important advantages, opening up an
economy needs to be done in an orderly way, and after sStrengthening domestic
financid inditutions through enhanced supervison, regulation and trangparency, and
after increesing macroeconomic  stability (Masson 2001). Sound and transparent
macroeconomic policies, a dable and rational regulatory and incentive framework,
robust financid systems accompanied by effective supervison mechanisms and good
governance are aso required to take full advantage of globalisation (Gondwe 2001).

In September 1998 Madaysa introduced sdective capita controls to overcome its
financid crigs. The capital controls have been directed a containing speculation on
the ringgit and & minimisng the impact of short-term capitd flows on the domestic
economy (Yusuf 1999). In February 1999 it modified capitad controls by introducing a
repatriction levy or an “exit tax” on portfolio capitd. There are srong sgns that the
economy is recovering. Capitd controls dong with other policy measures seem to be
pulling the economy out of recesson. Chile and China aso introduced capita control
measures on the inflow of short term capitd and to support the currency (Van Zyl
2002, Cornia and Court 2001:31) with postive effects on employment cregtion. It is,
however, highly unlikdy that South Africa will impose aty form of capitd or
exchange rae controls. The South African authorities have indicated that they intend
to abolish the remaning exchange controls on resdents now that those on non
resdents have been removed. They want to liberdise the locd foreign exchange
market and fully join the globa capitd market network (Gidlow, 2001).
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Schulz (2001) summarises the policy options for poor countries in a globa context
and darts with “manage trade and capitd flows more carefully” and “invest in poor
people’. Khor (2001:36) goes even further and suggests that the process of import
liberdisation should be accompanied by (or preceded by) other factors such as the
drengthening of locd enterprises and fams, human resource and technologica
development, as well as the build-up of export capacity and markets.

Globdisation aone will not solve South Africals economic problems. Together with
the opening up of our markets, we need stable macroeconomic conditions and less
regulated labour markets in order to attract foreign direct investment. Regarding trade
liberdisation the way forward for South Africa is one of adjusting to the requirements
of the international arena. Empirical evidence of this study (and others) show that the
impact on employment levels didn't manly come through job losses because of
import penetration and lowering of tariffs. There is thus no reason to oppose the
further opening up of our markets. The true chalenge is to be (come) competitive n
the export markets. This study suggests that exports do have a podtive impact on
employment. However, the demand is for highly skilled workers - in al sectors of
manufacturing. Therefore education and training should be a priority. Hopefully the
recent focus on skills devdopment will bear fruit in this regard. Our unemployment
rate can only be addressed if the skills level of the workforce meets the conditions of
the market. And without a vast improvement in employment figures, we cannot atan
more acceptable levels of income didtribution.
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Annex 1. Trends in manufacturing industry 1993-2001

Total Manufacturing X393 X301 MSO3 MS01 Cempl | CHSil | Cil CsemiU | CSperE
Food 9.47 6.34 3.87 3.76 -22.3 -7.61 -11.85 | -29.66 25.0
Beverages 1.68 2.26 0.78 0.50 -24.7 -1551 | -215 -28.59 45.8
Textiles 221 1.56 334 2.24 -17.9 312 -1.9 -21.55 19.4
Wearing apparel 213 144 112 112 6.0 21.27 0.98 6.21 -6.4
Leather and leather products 0.99 0.76 0.61 0.5 -17.5 -36.43 | -8.99 -18.1 38.1
Footwear 0.17 0.08 0.80 0.91 -50.5 4274 | -5465 | -50.38 -9.7
Wood and wood products 1.03 1.60 0.94 0.65 17.9 41.63 42.62 342 229
Paper and paper products 6.34 4.48 2.69 158 -15.3 -1543 | -0.75 -20.92 29.8
Printing, publishing and recorded media 0.38 0.27 2.30 124 13.7 26.78 13.92 5.13 6.3
Coke and refined petroleum products 201 6.39 0.56 2.05 -35.6 -1579 | -37.97 | -4091 -3.8
Basic chemicals 7.87 1.77 7.20 6.02 -13.3 -90.18 -7.02 -17.53 41.1
Other chemicals and man-made fibres 311 3.68 8.37 7.65 -1.6 111 8.69 -14.44 21.9
Rubber products 0.59 0.79 1.09 1.06 -21.5 -1696 | -10.36 | -25.07 18.8
Plastic products 0.66 0.75 154 15 224 2941 39.69 16.78 50.2
Glass and glass products 0.48 0.34 0.48 041 -29.4 -21.88 | -2807 | -3042 25.9
Non-metalic mineras 1.05 0.86 1.32 1.40 -52.8 -47.75 | -51.89 | -53.46 414
Basic iron and steel products 21.89 12.92 1.73 151 -41.0 -25.35 | -35.06 | -46.09 28.8
Basic non-ferrous metals 9.08 5.61 122 1.76 -41.2 -2305 | -33.05 |-4442 33.0
Meta products excluding machinery 2.20 2.33 2.36 2.30 -13.0 4.15 -9.16 -16.23 19.0
Machinery and equipment 4.96 12.17 20.22 19.71 4.1 30.21 5.61 -2.84 51
Electrical machinery and apparatus 147 181 4.39 352 4.6 0.52 -1852 | -20.96 41.2
Televison, radio and communication equipment 0.68 1.88 4.18 9.40 -7.3 12.67 -8.67 -11.41 27.8
Professiona and scientific equipment 0.85 0.88 6.00 4.32 -10.4 8.85 -11.76 | -1442 55
Motor vehicles, parts and accessories 7.15 12.89 15.61 17.65 10.1 20.81 8.96 7.62 155
Other transport equipment 191 1.96 4.07 5.06 -28.1 -21.09 |-2882 | -29.7 -1.0
Furniture 0.77 247 0.25 0.59 -2.0 1151 7.36 -5.83 4.7
Other manufacturing 8.88 5.72 2.96 1.59 -21.1 -1258 | -1852 | -20.09 24.8

* Source: Authors calculationsfrom DTI data.
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Annex 2: Trading patternsin the South African manufacturing industry (according to factor intensity).

%X93 [%X0L [%M93 [%MO1 % change 1993-2001
Employ High Skill - [Skilled Semi & un (Sa per Em

Total Manufacturing
Agricultural resource intensive 15.83 12.40 7.08 5.38 -17.61 -8.58 -6.90 -24.42 25.96
Food 0.47 6.34 3.87 3.76 -22.3 -7.61 -11.85 -29.66 25.0
Beverages 1.68 2.26 0.78 0.50 -24.7 -15.51 -21.5 -28.59 45.8
Leather and leather products 0.99 0.76 0.61 0.5 -17.5 -36.43 -8.99 -18.1 38.0
\Wood and wood products 1.03 1.60 0.94 0.65 17.9 41.63 42.62 3.42 22.9
Paper and paper products 6.34 4.48 2.69 1.58 -15.3 -15.43 -0.75 -20.92 29.8
Mineral resource intensive 12.14 12.86 3.10 5.21 -47.58 -32.12 -43.81 -50.49 28.76
Coke and refined petroleum products 2.01 6.39 0.56 2.05 -35.6 -15.79 -37.97 -40.91 -3.8
Non-metdlic mineras 1.05 0.86 1.32 1.40 -52.8 -47.75 -51.89 -53.46 41.4
Basic non-ferrous metals 0.08 5.61 1.22 1.76 -41.2 -23.05 -33.05 -44.42 33.0
Unskilled labour intensive 29.84 40.18 50.86 51.11 -0.92 16.37 5.87 -4.81 13.0
Textiles 2.21 1.56 3.34 2.24 -17.9 3.12 -1.9 -21.55 19.4
\Wearing apparel 2.13 144 112 112 6.0 21.27 0.98 6.21 -6.4
Footwear 0.17 0.08 0.80 0.91 -50.5 -42.74 -54.65 -50.38 -9.7
\Wood and wood products 1.03 1.60 0.94 0.65 17.9 41.63 42.62 3.42 22.9
Plastic products 0.66 0.75 154 1.5 22.4 29.41 39.69 16.78 50.2
Glass and glass products 0.48 0.34 0.48 0.41 -29.4 -21.88 -28.07 -30.42 25.9
Machinery and equipment 4.96 12.17 20.22 19.71 4.1 30.21 5.61 -2.84 5.1
Motor vehicles, parts and accessories 7.15 12.89 15.61 17.65 10.1 20.81 3.96 7.62 15.5
Other transport equipment 191 1.96 4.07 5.06 -28.1 -21.09 -28.82 -29.7 -1.0
Furniture 0.77 2.47 0.25 0.59 -2.0 1151 7.36 -5.83 4.7
Other manufacturing 3.88 5.72 2.96 1.59 -21.1 -12.58 -18.52 -20.09 24.8

27




How does Globalisation Affect Income Distribution in South Africa?

Technology intensive 10.19 10.46 17.59 13.86 -1.24 -1.22 -14.93 -18.89 37.96
Basic chemicals 7.87 7.77 7.20 6.02 -13.3 -0.18 -7.02 -17.53 41.1
Electrica machinery and apparatus 147 1.81 4.39 3.52 4.6 0.52 -18.52 -20.96 41.2
Professiond and scientific equipment 0.85 0.88 6.00 4.32 -10.4 8.85 -11.76 -14.42 5.5
Human capital intensive 32.02 24.11 21.38 24.74 -12.32 2.21 -3.59 -20.95 18.72
Paper and paper products 6.34 4.48 2.69 1.58 -15.3 -15.43 -0.75 -20.92 29.8
Printing, publishing and recorded media 0.38 0.27 2.30 124 13.7 26.78 13.92 5.13 6.3
Other chemicals and man-made fibres 3.11 3.68 8.37 7.65 -1.6 111 3.69 -14.44 21.9
Rubber products 0.59 0.79 1.09 1.06 -21.5 -16.96 -10.36 -25.07 18.8
Basic iron and steel products 21.89 12.92 1.73 151 -41.0 -25.35 -35.06 -46.09 28.8
Metal products excluding machinery 2.20 2.33 2.36 2.30 -13.0 4.15 -0.16 -16.23 19.0
Televison, radio and  communication0.68 1.88 4.18 0.40 -7.3 12.67 -8.67 -11.41 27.8
equi pment

Source: Author’s calculationsfrom DT data.

Note: Following Tsikata (1999), exports of manufactures are classified according to their dominant factor input. The classification was developed by Krause and extended by
Tyers and Phillips. The DTI data is only available on a more aggregate level than the initial classification, therefore some of the industries appear in more than one of the

above categories. Therelevant weightsin the categories are adjusted accordingly.
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Annex 3. Trading patternsin the South African manufacturing industry (according to capital/ labour intensity)

%X93 [%X0L [%M93 [%MO1 % change 1993-2001
Employ High Sill  [Skilled Semi & un |Sal per Em

Total Manufacturing
Capital intensive 52.36 43.38 24.85 22.31 -16.48 -4.05 -7.34 -26.29 21.36
Coke and refined petroleum products 2.01 6.39 0.56 2.05 -35.6 -15.79 -37.97 -40.91 -3.8
Beverages 1.68 2.26 0.78 0.50 -24.7 -15.51 -21.5 -28.59 45.8
Paper and paper products 6.34 4.48 2.69 1.58 -15.3 -15.43 -0.75 -20.92 29.8
Printing, publishing and recorded media 0.38 0.27 2.30 124 13.7 26.78 13.92 5.13 6.3
Basic chemicals 7.87 7.77 7.20 6.02 -13.3 -0.18 -7.02 -17.53 41.1
Other chemicals and man-made fibres 3.11 3.68 8.37 7.65 -1.6 111 8.69 -14.44 21.9
Basic iron and steel products 21.89 12.92 1.73 151 -41.0 -25.35 -35.06 -46.09 28.8
Basic non-ferrous metas 0.08 5.61 1.22 1.76 -41.2 -23.05 -33.05 -44.42 33.0
Intermediate capital intensive 19.58 22.05 24.87 27.87 -22.39 -4.59 -13.43 -29.24 25.56
Food 0.47 6.34 3.87 3.76 -22.3 -7.61 -11.85 -29.66 25.0
Non-metalic minerds 1.05 0.86 1.32 1.40 -52.8 -47.75 -51.89 -53.46 41.3
Motor vehicles, parts and accessories 7.15 12.89 15.61 17.65 10.1 20.81 8.96 7.62 155
Other transport equipment 191 1.96 4.07 5.06 -28.1 -21.09 -28.82 -29.7 -1.0
Labour intensive 14.1 22.51 43.60 44.46 -4.40 9.40 -3.29 -13.39 25.45
Textiles 2.21 1.56 3.34 2.24 -17.9 3.12 -1.9 -21.55 194
Rubber products 0.59 0.79 1.09 1.06 -21.5 -16.96 -10.36 -25.07 18.8
Plastic products 0.66 0.75 154 15 22.4 29.41 39.69 16.78 50.2
Glass and glass products 0.48 0.34 0.48 0.41 -29.4 -21.88 -28.07 -30.42 25.9
Metal products excluding machinery 2.20 2.33 2.36 2.30 -13.0 4.15 -9.16 -16.23 19.0
Machinery and equipment 4.96 12.17 20.22 19.71 4.1 30.21 5.61 -2.84 5.1
Electrical machinery and apparatus 1.47 1.81 4.39 3.52 4.6 0.52 -18.52 -20.96 41.2
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Televison, radio and  communication0.68 1.88 4.18 9.40 -7.3 12.67 -8.67 -11.41 27.8
equipment

Professiond and scientific equipment 0.85 0.88 6.00 4.32 -10.4 8.85 -11.76 -14.42 5.5
Ultra labour intensive 13.97 12.07 6.68 5.36 -0.77 11.36 9.96 -4.28 4.33
\Wearing apparel 2.13 1.44 1.12 1.12 6.0 21.27 0.98 6.21 -6.4
Leather and leather products 0.99 0.76 0.61 0.5 -17.5 -36.43 -8.99 -18.1 38.0
Footwear 0.17 0.08 0.80 0.91 -50.5 -42.74 -54.65 -50.38 -9.7
\Wood and wood products 1.03 1.60 0.94 0.65 17.9 41.63 42.62 3.42 22.9
Furniture 0.77 2.47 0.25 0.59 -2.0 11.51 7.36 -5.83 4.7
Other manufacturing 3.88 5.72 2.96 1.59 -21.1 -12.58 -18.52 -20.09 24.8

Source: Author’ s calculations from DTI data
Note: The classification developed by Edwards (2001) was followed.
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