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ABSTRACT

This paper contributes to the debate over the effect of trade on the demand for Iabour
in the manufacturing sector in South Africa Previous work in the area has
decomposed employment to find the likey contribution of trade effects, has
investigated the corrdation between employment and trade, and has used fixed effects
pand data modds. This paper develops the earlier work, by estimating a labour
demand equation using dynamic panel data method of Ardlano and Bond (1991).
This leads to results that are condstent with the findings of decompostion andyss
that trade has had a postive effect on employment 1972-93, but that there has been a
negative effect snce 1993, the period of trade liberdisation. There is no evidence tha
the effects of trade are didributed unevenly between skills, when proxied by racid
groups. Overdl, the results show the importance of trying to mode the dynamics of
the processes a work and suggest that further work at the level of the company as
well asthe indudtry islikely to be important.
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1. INTRODUCTION

A peturbing feature of the South African economy is its deficient aggregate |abour
demand. The resulting unemployment, with rates estimated to be as high as 34%, is
arguably a key determinant of many of the socid problems that potentidly endangers
the gability and future economic performance of South Africa The naion does have
an interndiondly high poverty rate, with Bhorat and Lebbrandt (1999) estimating
that nearly one-half of the labour force are actudly living in poverty.

Those investigating the policies that can be used to derive the desired extra labour
demand commonly focus on the importance of trade. This can partidly be attributed
to the rise in the importance of South Africa's export markets. In the face of declining
domegtic demand and surplus indudtrid capacity, the manufacturing export-GDP ratio
rose from 38% to 59% between the 1992 and 1997. The tendency is therefore to
indicate that these trends should be further encouraged to derive greater labour
demand. Fidds (2000), for example, promotes the examples of the East Asan ‘tiger
economies  to illudrate the dgnificance of export-led growth for the South African
economy. To develop the export markets it is then suggested that outward-orientated
trade and industridization policies should be adopted. This includes policies to reduce
skill shortages and to promote productivity, together with disciplined macroeconomic
policy and deregulation to diminate any labour market inflexibilities

Given this policy prescription, the South African acceptance of trade liberdisation in
the 1990s does seem an agppropriate reaction. Such liberdization presumably puts
dronger pressure on the government to maintan sound macroeconomic policies.
Theordticdly, it will dso lead to improvements in economic performance. It can be
argued, for instance, that the deregulation will lead to economic growth, as lesources
are increasngly dlocation according to productivity criteria and according to the
nation's compardive advantage. Employment crestion could aso occur, given the
dimination of digortions such as the overvduation of exchange rates which result in
an increase in the capitd intensty of production [ILO (1996)].

The empiricd andyds into the effect of trade reform is, however, mixed. Whilg tiger
nations such as South Korea and Taiwan have seen dramatic growth, these countries
have aso seen trade flows directly influenced by the government. The implication
from such examples is tha indudtrid development and aggregate labour demand can
be influenced by effective sdective government intervention, such as credit alocation
to develop productive capacity. Further work into the impact of trade on the South
African economy is therefore required! This is paticulaly rdevat as there is
evidence from Bhorat (2000) that the impact of trade has dready changed with the
introduction of trade liberdization. Whilg he does find evidence in support of
positive employment effects from trade between 1970 and 1995, the andyss dso
suggedts that these positive effects have since been eiminated by trade liberdization.

Given the importance of the change in South African trade policy and the impact of
the changes in trade policy, the paper investigates the impact of trade on employment
by applying the econometric technique used by Greenaway et al. (1999). A dynamic

! See Roberts (1988) for areview of the literature and an initial analysis of the impact of trade
liberalisation of the South African economy.
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pand labour demand modd is estimated and the results are used to test the robustness
of Bhorat's conclusons. In order to do this the paper is structured in the following
manner. Section 2 of the paper provides background information of the South African
labour market. Section 3 then reviews the man theoreticd arguments used in
predicting the impact of trade on employment. The methodology applied is then
presented in Section 4 and the subsequent results are then given in Section 5. Our
policy conclusons are then given in Section 6. In paticular, this section provides
further indghtsinto the impact of trade liberdization for South African employment.

2. THE SOUTH AFRICAN LABOUR MARKET

This section presents some of the badc atributes of the South African labour market
and indicates the severe problems that are faced. An important characterigtic of the
South African economy, as indicated by Table 1, is severe unemployment. This
unemployment is the result of a falure to derive the required labour demand that is
needed to keep up with al demographic changes. Figure 1 (see end) illustrates
inadequate employment creation, with only a minor upwad trend in employment
levels snce the 1970s.

Table 1: Unemployment rates 1993

Individual Level Unemployment Cluster Level Unemployment
Narrow Defn Broad Defn Narrow Defn Broad Defn
Homeland 18.6 485 14.9 39.8
Non-Homeland 10.7 20.7 9.2 175
Rura 14.0 40.8 9.3 28.2
Urban 125 23.9 115 20.6
All South Africa 13.1 31.2 10.7 233

Source: Kingdon and Knight (1999)

The andyss into aggregate employment and unemployment levels will, however,
miss some of the man changes in the characterisics of the South African |abour
market. For example, the substantial economic restructuring that has occurred has led
to dramatic sectord shifts in employment. Figure 2 (see end) illugtrates these uneven
employment changes by comparing two randomly chosen sectors. Overdl there has
been subgtantive dructural change in the South African economy. Primary sectors
such as ayriculture and mining have witnessed huge employment losses. In
comparison, most other sectors have seen workforce increases. This is particularly the
case for the service sector, with large proportionate increases in areas such as
financid and business services. In contrast, the secondary sector and ultimatdy the
manufacturing industry have peformed weskly. Employment gains have been dow
and too insubgtantid to make up for the losses in primary sector employment. It is due
to this heterogenaity in employment trends that the andyss into labour demand
effects should be at the sectord leve, rather than at an aggregate leve. Pand andysis,
raher than aggregate andysds, is therefore required to understand the impact of trade
flows on employment.
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Sectord differences are not the only important source of unevenly distributed
employment cregtion. South Africa has dso seen a move away from unskilled
towards the skilled, as illustrated by Figure 3 (see end). The andyss into labour
demand mugt dso take this into account, particularly given that trade effects can have
important effects on the composition of industrid production.

3. TRADE THEORY AND EMPLOYMENT

The case for trade liberdisation focuses on the economic bendfits derived from the
efficiency gains associated with deregulating markets. Assuming that free markets are
efficent, it can be argued that the removd of trade protection and tariff levels will
lead to country’s producing and exporting according to their compardaive advantage.
Sectord  shifts in employment can be expected; whilst export sectors will see
employment gains, sectors where foreign produced goods can subgtitute for the
relativdly more expensve domegtic product will see job losses. Pogtive dynamic
effects can dso be predicted as the more intensve compditive environment
eiminates firms market power, leading to the production of chegper, higher qudity
products.

Such reforms can creste incentives to redlocate resources to those activities
asociated with higher productivity. The productivity improvements in the economy
can then lead to higher growth and feed into employment cregtion. The Internationa
Labour Organisation (1996) dso refer to the additiona employment creation from the
enforced adoption of sound macroeconomic policy, with the remova of digtortions
such as the underpricing of cepitd and the overvauation of exchange rates that tend
to intensfy the capitd intengty of production.

The relevance of this theoreticd approach to the case of South Africa, however, is
disputed. For ingtance, Bhorat's (2000) findings indicate that, whilst there has
higtoricaly been a podtive employment effect derived from trade, the introduction of
trade liberdization actudly diminates this beneficd effect. This finding is quite
diginct from other empirica anadlyss, which in genera indicates that growth in trade
from liberdisation will not have a subgantid impact on employment. For ingtance,
Sapir and Schumeacher (1985) show that a baanced increase in EU trade with other
OECD countries will have only a minor impact on employment. The empiricd
andyss does generdly support the hypothess that increased import penetration from
trade liberdization will lead to a more efficient use of labour and therefore lead to
some employment losses. An exarple of such andyss is Greenaway et al. (1999)
who undeteke a dynamic pand employment function andyss of the UK. In
conjunction with the efficiency effect of import penetration, they dso find a smilar
effect for exports. Increased trade therefore leads to employment losses as firms
grive for more efficient production.

While Greenaway et al. (1999) focus on the developed world, specificdly the UK, the
nature of the South African economy, suggests their findings may be rdevant. The
South African economy is a duad economy and the more advanced sectors do share
characterigtics with the developed. For example, there are subgtantid differences in
the labour intengty of the import and export sectors. Whilst exports tend to be
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relaively capita intensive, imports tend to be instead rdatively labour intensve. Thus
one might expect the same finding as for the developed economies that a baanced
expansion of South Africa s trade with devel oping nations would lead to job losses.

Bhorat's (2000)'s findings ae based upon the Kaz and Murphy (1992)
decomposition technique and, as it is admitted, there are wesknesses with this
approach. Firdt, it is assumed that wages are constant. The agpproach therefore cannot
take into account the importance of wage changes for changes in labour demand.
Second, the long-term multiplier effects on employment are ignored. This indicates
that the andysis is a bet medium-term in nature and may not indicate the long-term
impact of any export improvements on employment.

Our invedigdtion into the robustness of Bhorat's findings is paticularly rdevant as it
is possble to refer to theoreticadl andyss that would predict a podtive effect of
increased trade on labour demand. Given markets approaching perfect competition, it
should be expected that the increased competition associated with trade liberdization
would leed to firms finding efficiency gans. However, this efficiency argument for
free trade is less persuasve when the assumptions of perfect competition do not hold.
The condderation of impefect competition and market falure can imply quite
diginct effects from trade liberdization, with new trade theories [such as provided by
Krugman (1987)] no longer indicating the unambiguous optimdity of free trade.
These theories indicate that, with imperfect markets, trade reform will not necessarily
lead to industries responding to the incentive effects caused by trade reform.?
Moreover, as referred to in Devargan and Rodrik (1989), in those industries that are
benefiting from economies of scde, trade liberdization could lead to employment
loses through a process of deindudridisation. Given the widespread market falure
asociated with developing nations, such theories could have particular gpplication to
economies such as South Africa Whilst government policy falure can exig that
indicate the need of trade policy reform, the existence of market fallures do suggest
that laissez-faire trade reforms are not necessarily desirable.

An additiond festure that has yet © be consdered is the distinction between gatic and
dynamic trade effects These dynamic effects could wel enhance the datic efficiency
benefits from trade liberdization and have therefore received subgtantia attention in
economic andyss. Thus, adyss has focused on the potentia productivity growth
caused by increased trade. Reasons cited for such a link include the impact of
increased competition on x-inefficiency [Caves and Krepps (1993)], a reduction in the
bargaining power of unionized labour [Borgas and Ramey (1994)] and the relocation
of inefficient labour-intensive activities abroad [Feenstra and Hanson (1996)]. Such
andysis indicates the benefits of adopting outward-orientated support trade palicies,
rather than inward-orientated protection policies Empiricd andyss of developed
economies does suggest that increased trade can induce a postive productivity effect.
For instance, Cortes and Jean's (1996) study of the impact of trade growth in France,
Germany and the US does find that the growth in trade led to a subsequent increase in
labour productivity.

2 Assummarised in Lall (1995)
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The nature of dynamic trade effects for developing nations is, however, less certan.
An additiond issue tha must be congdered is the nature of diffuson of technology
and new technology from developed nations to the poorer nations. For ingtance,
provided there is not immediate and costless diffuson, the expertise required for the
competitive production of goods using new techniques will be generated over time via
‘learning-by-doing’. The process by which this occurs is therefore vita for our
andyds, as it can now imply a diginction between datic and dynamic compardive
advantage. For example, if ‘learning-by-doing is simulated by the generd activity in
the economy, dlowing increesed trade will ensure the dynamic effect of trade
liberdization enhances the datic efficiency gans. However, it might be argued that
initiad comparative advantage will be a function of past production, with the
successful  diffuson of production techniques. The impact of trade for comparative
advantage will then be determined by which sectors of the economy are affected by
‘learning-by-doing’. For example, increased competition in import subgtitution sectors
can redrict ‘learning-by-doing’ processes as firms fail to compete successfully. Trade
intervention can then be wefare improving as this dlows development in sectors that
do not initidly have a datic compadive advantage, dlowing efficency gains and
subsequent long term employment crestion.

It can be argued that diffuson is paticularly important for South Africa. As shown by
Tskata (1999), South Africa does have a low share of exports that have unskilled
labour as the dominant factor input. All Asan economies Sudied, in comparison,
have a dggnificantly higher proportion of unskilled labour intendve exports. This
might suggest that South Africa is falling to take advantage of its abundant Iabour
supply, perhaps due to a labour market characterized by wage inflexibility. However,
the pogtion of South Africa in the world market puts it in a difficult spot. Whildt its
labour-intensive sectors are open to wage competition from low wage countries such
as China and India, its capitd-intensve sectors are exposed to competition from the
highly productive developed nations. This has important repercussons for our
andyss into trade effects. For example, Wood (1994) suggests that globdisation
leads to a redructuring in economic activities according to the productivity of the
activities involved. Hence, low productivity activities will redlocate to low wage
economies where chegp labour is abundant and sKill-intensve activities will redlocate
to developed economies. South Africa is not placed essly in ether type of economies
and will therefore find increesed competition from both. The reaction to this
queezing mugt be technologica innovation and capitd  upgrading. This agan
illustrates the importance of dlowing dynamic comparative advantage to dictate
policy. Indeed, further andyds into the manufacturing sector's poor employment
performance illudtrates that this is largdy due to the poor performance of rdatively
labour intensve sectors. The redtructuring of the economy is lagdy due to
technology change and trade policy should be constructed to take this into account.

Bhorat's (2000) findings do indicate the importance of technologica change for the
South African economy. For example, the above andyds into datic efficdency gans
focuses of ‘between sector’ employment shifts, as liberdization leads to incressed
activity in exporting sectors and reduced production in import subditute sectors.
However, Bhorat (2000) indicates that trade effects in South Africa have not been
sills neutrd and ‘within sector’ employment changes should adso be consdered.
More precisdy, it is the more highly skilled occupdtions that have benefited the most
from the impact of trade flows. An important source of this ‘within sector’
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employment change is technological change. As more capita-intensive production
techniques are adopted, the skill mix required can dter in favour of more skilled
workers. Given the protection of such markets, imports tend to be complementary to
domestic production, rather than merely goods that are subdtitutes to domesticaly
produced goods. Thus, these goods supported domestic production and, instead of
leading to job losses, alow growth in production and hence labour demand in these
Sectors.

Bhorat's (2000) analyss then suggests that the policy change to trade liberdization
has ultimately changed the impact of trade flows. It is argued that firms react to the
liberdization policy by finding the required efficency gans to reman competitive,
involving replacing labour with capitd. However, it might be argued that trade
liberdization is effectively a continuation of the policy of the evolution of trade
policy, as tariffs on inputs are reduced. This view is supported by Fedderke and
Vaze's (2000) comparison of the average tariff rates between the two periods 1988-
1993 and 1994-1998. Whilst average tariffs have falen, they find that gpproximatey
haf of South Africds GDP is in sectors where effective protection had actudly
increesed. The tariff reductions therefore have focused proportionatdly more on
production inputs, rather than on output. As South African imports much of its
intermediate goods, a lowering of import tariffs will reduce input costs and therefore
can enhance competitiveness. The trade liberdization policy is then effectivdly an
outward-orientated trade policy, with the changes in taiffs used to enhance
productivity growth and induce dynamic comparaive advantage. As technologica
advancement is required to ensure South Africas economy can successfully compete
with the developed nations, the economy will require a grester focus on skilled
[abour.

4 METHODOLOGY

We test Bhorat's findings by repesting Greenaway et d.s (1999) andysis on South
African sectord data The impact of trade on employment is therefore anadysed by
utilizng a dynamc pand regresson labour demand andyss. This is used by
Greenaway et al. (1999) to edimae the magnitude of any employment losses from
trade-induced improvements in the efficency of labour. We suggest that during trade
protection the nature of trade will be such that it will promote the diffuson of
technology and lead to employment creating efficiency gains. Imports, as suggested
by Bhorat (2000), will then be complementary to production.
The modd is based on a smple Cobb-Douglas production function:

(1) Qq = A°KGLS

where:

Qisred output

K is capital stock

L islabour

Sis sector

a and b are factor share coefficients
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c dlowsfor factors affecting productive efficiency

This can be rewritten as.

aal,

2 Q= Acg b

where:
cisthe user cost of capita

=

Q-I-O

.a
i 2 b
CZLst

Taking logarithms and rearranging this can then be written as.

©) Iant:dO+d1In?V%g+dzanst
where:

d,=-(cInA+alna-alnb)/(a +b)

d, =- a/(a +b)

d, :]-/(a +b)

Given the fird-order condition that the margind product of an input should equd its
red price, the following loglinear labour demand rdationship can therefore be
derived:

LLts(v-9)

(4) In(L)=c IN(Q)- s In(w/p)- 1-s )it

To include trade effects Greenaway et al. (1999) assume technicd efficiency to be
dependent on trade and therefore the parameter A is taken to equd:

©) Ay =€ TMEXY

where: M isimport penetration and X is export penetration

Thisthereforeimplies:

© L, =)~ T i, - X, o % Ot 1
where:

d, =- (alna- Inb)/(a+b)

M= nh,

me ¢/(a+b)
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In recognition of the problems of measuring inter-firm variaions in the user cost of
copitd, we fdlow the traditiond demand for labour literature in  implicitly
normdidng this to unity and thus using the red wage terms to cgpture the reative
factor price effects®

The following modd is then to be estimated:

InLy=r- re¥ - My, ;- AmaInX,; +Adh Ik,

(7 +ad iy, +adInQ, ; +&

The employment equation is differenced s0 as to transform out the industry specific
fixed effects, and the following dynamic equation is estimated:

DinL, =-rj- AryDinM,, ; - mgDINX,,. + A e Dinly,

® +adDinw +3d,0nQ, ; +De,

Due to the corrdation with the unobserved fixed effects in the resdud, the
differencing can result in biases on the lagged employment changes coefficients.
Ardlano and Bond's (1991) Generdised Method of Moments (GMM) estimation
techique is therefore adopted. This uses lags of the endogenous variables [(t-2) and
ealier] as insruments. Our estimates will be unbiased and consistent if our estimates
of (8) are free of second and higher order serid correlation. A Sargan test is aso used
to check the validity of the chosen instrument st.

5. DATA

The data used is three digit SIC industry level data provided by the IDC. To anayse
whether trade liberdisation has led to a change in the impact of trade on labour
demand we dudy two time periods, namey, 1972-1992 and 1972-1997. Any
diginction between the results from these periods will indicate the implications of
trade liberdization. The chosen periods dso dlow us direct comparison of our results
usng the Greenaway et al. (1999) approach and Bhorat's findings. It is from 1993 to
1997 that his anaysis finds subgtantid changes in the impact of trade on employment.
In particular, it is this period where he suggedts that the liberdisation programme led
to high job losses for redaively unskilled workers. We adso follow Bhorat's andysis
and diginguish rdative <ill leves by didinguishing between racid groups. We
therefore run white and black labour demand modeds in order to investigate whether
Bhorat’ s findings are repeated.

In our andyss we have chosen to exclude the agriculturad and mining sectors. These
sectors have specific features that may bias our understanding of the impact of trade
on the secondary sectors and service sectors. In particular, a dominant festure of these
sectors is the dgnificant proportion of informa workers. Moreover, they have

3 See Hammermesh (1993)
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suffered from ingability, with the peformance of agriculture dependent on rainfdl
and the success of mining dependent on gold prices.  Ingability is adso illustrated by
the job losses experienced in these sectors. For ingance, some 1.2 million jobs were
logt in agriculture between 1970 and 1995. We ingtead focus on the indudtries that
have seen growth and have partidly absorbed the unemployment crested by the
declinein primary sector employment.

6. RESULTS

The results of our GMM esimation of our labour demand modd are presented in
Tables 2 and 3. In our aggregate andlysis provided in Table 2, output and wage have
the expected impacts on labour demand for both time periods. Output increases |abour
demand in both the short run and the long run, whilst wages are found to have a
negative impact. With regards our datidicad tests, we find no evidence of second-
order serid corrdation. The Sargan tet for ingtrumenta vdidity aso indicates that
the instrument set and the residuds are not correlated.

Table 3, however, indicates that the labour demand models do not behave as predicted
when the data is decomposed according to race. The white worker labour demand
mode leads to a podtive long-term wage effect. Such findings indicate the key
differences Hill prevdent in terms of the white and black labour markets in South
Africa Any future invedigatiion into South African labour demand mug take into
account such differences.

The coefficients on the import and export terms in Table 2 finds some evidence in
support of Bhorat's andyds. The shortened time period from 1972-1993 finds
postive long-term effects on labour demand from import and export penetration. This
is the period that excludes the main effects of trade liberdisation and indicate that
trade effects have boosted South African employment. However, usng data up to
1997 diminates the podtive effect of import peneraion on employment. Whilst the
long-term impact of export penetraion is ill pogtive, the import term is now
negative. These findings ae in support of the dance that trade has hidoricdly
supported domestic production. However, with the introduction of trade liberdisation
this impact has been reversed as firms atempt to find efficiency gains to compete
with their international competitors.
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Table 2. Employment Equations (excluding Agriculture and Mining)

1972-1997 1972-1993
Coefficient | tratio Coefficient tratio
D|_t_1 1.028 15.6 1.040 13.9
DL[_ ) -0.163 331 -0.198 51
DW, -0475 164 -0.503 19.3
DW,_, 0.483 10.7 0431 105
DVVt- ) -0.078 177 -0.025 1.19
DQt 0.034 171 0.027 172
DQt . 0.006 0.217 -0.033 102
DQ " 0.020 0.89 0.039 152
DM t 0.013 234 0.010 1.86
|:]\/|t_l -0.008 193 -0.010 15
DM, -0.006 123 0.011 25
DX -0.004 0.917 -0.003 0.88
t

DX, , 0.004 1.19 0.003 0.76
Dxt_ , 0.002 0.625 0.002 0.62
Constant -0.002 2.96 0.006 342
Sargan test 28.24 30.24
AR(1) -3.730** -3.696**
AR(2) 1526 1.596

Notes:(**) significant at 1% and (*) significant at 5%
Long run coefficients

Import Penetration

Export Penetration

1972-1997
1972-1993

-0.012
0.067

0.017
0.013

As referred to above, Bhorat (2000) finds subgtantial differences between Kill
groupings and concludes:

“It is evident though that the employment gans from trade flows were not evenly
digributed by skills groupings. The labour demand increases experienced by semi-
skilled and skilled workers far outwelghed those of unskilled individuds.”

Our findings, however, are not in support of this concluson. Following Bhorat, we
proxy skills differences by decomposing our data into white and black workers. Table
2 illugrates that there are no subgtantia differences in the long-term impact of import
penetration between these workers. Over the whole time period, the coefficient on the
import term is negative for both types of workers. Moreover, the findings suggest that
the negdive effect is larger for the more highly skilled white workers. However, the
labour demand mode for white workers does not behave as predicted by neoclassca
labour market theory, as there is no sgnificant wage effect on labour demand. This
might reflect wage indadicity of the demand for highly <skilled labour, but until

10
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further invedtigation has been undertaken the findings should therefore be treated with
caution.

Table 3: Manufacturing Employment Equations. A racial distinction

White Workers Black Workers
Coefficient T ratio Coefficient T ratio
D|_t L 0.963 394 0.963 365
DL[ " -0.105 395 -0.100 397
DQ 0.205 12.7 0.224 187
t
DQt L 0.131 164 0.141 14.6
DQt ) 0.002 1.96 0.002 215
DVVt -0.022 0.82 -0.219 10.2
DW,_, 0.055 177 0.180 9.06
DW ) 0.014 0.66 -0.005 0.35
DM, 0.077 6.64 0.076 7.99
DM 1 -0.120 129 -0.117 14.6
DM, , 0.034 40 0.034 3.88
DX . -0.012 243 -0.018 381
DX 0.022 373 0.021 3.16
t-1
Dxt X -0.027 523 -0.024 411
Constant -0.001 214 -0.001 172
Sargan test 38.01 39.49
AR(1) -2.282* -2.251*
AR(2) 1.651 1.752
Notes: (**) significant at 1% and (*) significant at 5%
L ong Run Coefficients
Import Penetration L ong Run Coefficient
White workers -0.065
Black workers -0.055

7. CONCLUSIONS

This paper has invedigated the effect of trade on the demand for labour in the
manufacturing sector in South Africa It has developed the method of analyss used n
previous studies by applying a dynamic pand andyss Smilar to that of Greenaway et
al. (1999), a study of the UK economy. The decomposition analysis by Bhorat (2000)
suggested that increased trade did increase labour demand and create employment, but
with the onsst of more intense trade liberdisation in the 1990s this reationship
changed. The results suggest that increased import penetration leads to reductions in
derived labour demand, suggesting that trade liberdisation will provide an incentive
to domedtic firms to find efficiency gans Jenkins (2002) found a dmilar result but
with afixed effects modd.

11
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South Africal's economy, as noted, is quite unlike the usua developing nation. It has a
subgtantial skills base and its production is composed of a large proportion of modern
goods that require high levels of reaivey skilled labour. The end of gpathed and
the dimination of economic sanctions led to an increased migration of skilled labour
in and out of South Africa It can be argued that this does dlow acceeration in the
diffuson of know-how from developed nations. Thus, it might be expected that South
Africa should be affected in a Smilar manner to the developed nations. Indeed, given
that we find a negdive long-term impact of import penetration on labour demand, our
findings have some dmilaity to Greenaway et al.’s (1999) andyss of the UK.
However, our andyss of 1972-1992 does indicate the potentid benefits of continued
active trade policies. The pogtive influence of import penetration on our derived
labour demand is compatible with Bhorat's view that the imports during this period
were complementary to domestic production.

We do not, however, find evidence to support Bhorat's anadyss into uneven skill
gains from trade. Repesating his use of racid groups to proxy skill differences and our
labour demand modes, shows a difference in the wage effects between the two
groups, with black workers having a dgnificant negative estimate and white workers
an indgnificant one. This might reflect the continued increase in demand for skilled
labour leading to unresponsveness to changes in labour. This is, however, the only
subgtantive difference in the coefficient estimates.

Ovedl, this sudy has provided a vauable contribution to understanding the relaion
between trade and employment in South Africa It has used a well defined theoretica
model to derive an edimating equation that provides a conditiona measure of the
impact of trade on labour demand. In addition, it not only provided a pane data
andyss of the relaion, but it has dso attempted to ded with the time series properties
of the industry levd employment rdations, through the use of dynamic pand data
models. In doing this it has found results condstent with earlier work with different
methods. There seems to be a negative impact of import penetration on employment
demand, a result that seems to have become evident in the trade liberdisation period,
but only a smdl pogtive effect of exports. There dso seems to be a difference
between the wage effects across the skill groups (proxied by race) but little ese. The
implications are that the continued growth in trade is unlikely to increase labour
demand to any substantid degree, though having sad that the negative impact is
unlikely to be great. It is likdy that the results reflect a reduction in x-ineffidency in
companies in indudries opening up to international competition. It is dealy
important to develop the research in the area and to try to understand better the
dynamic processes a work. This suggests more investigation of the properties of the
industrid pand data, but dso a move to congder the processes a work within the
companies that make up those industries
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