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Introduction

The smdl and medium enterprise (SME) sector in South Africa has been the focus of attention
gnce the fird democratic eections in 1994. Not only does the sector offer the opportunity to
enhance entrepreneurship amongst previoudy disadvantaged communities in South Africa, but it
is ds0 seen as one that has the ability to absorb reativey more labour per unit of output than
large scale enterprises. One possble reason for the relaively higher labour absorption of the
SME sector isthat they pay relaively lower wages per worker.

In order to investigate whether this is indeed the case and whether this has resulted in rdatively
better performance by the SME sector in the manufacturing industry, we present data that offer a
breskdown of key economic varidbles (vaue added, employment, wage hill, ec) in the
manufacturing industry by four dze groups of enterprises andl (employing 1-19 workers);
medium (employing 20-49 workers); large (employing 50-199 workers); and very large
(employing more than 200 workers).

The data are presented for four points in time, spread over the period 1971-1996. Although the
results are not as accurae as they might have been if we had time series of annua data, the
andyss of the changes over the discrete time intervas gives us some idea of the economic
performance of the different Sze groups of firms.

We dart with a discusson of the data set in Section 1. Section 2 gives the broad descriptive
picture of the role of SMEs in the industria structure of South Africa and its changes over time.
Findly, in Section 3 we turn to an andyss of the wage-employment trends in the different sze
groups of firms, based on the decomposition model developed by Mazumdar (2000), which has
been usad in an earlier paper for the South African manufacturing sector as a whole (Mazumdar
and van Seventer 2002).

Section 1: Data

While a previous andyss of red wage decomposition for South Africa made use of an extensve
industry database consigting of 30-year trends on an annua basis covering about 46 indugtries in
the South African economy, this database is not endowed by a Sze class digtinction. For our
purposes here, we have to settle for less perfect data, recently made available in an unpublished
format by Ntska (1999). Although Ntsika has tried to cover al sectors in an attempt to bring size
class differences in the South African economy to the surface, we limit our anadyds to the
manufacturing industry. The data shown in Table 1 are, according to Ntsika (1999), drawn from
various issues of the Stats South Africa Statistical Yearbook.! This cannot be correct as the last
Stats South Africa Yearbook was published in 1995, while the more recent South African
Statistics 2000 publication — which resembles the Statisticd Yearbooks very closdy — does not
offer dze dass information. More likdy, the information shown in the next table is drawn
directly from the manufacturing census publications for the rdevant years, which suggests that
severd other manufacturing census, such as the one for 1985, were not employed.

! Notes on the abbreviations used in this paper are availablein Appendix A.



It should also be noted that the data shown in Table 1 are reported in 1995 congtant prices, while
the origind manufacturing census is only reported in current prices. This means that an implicit
deflator must have been employed; which one, however, is not clear. The other issue to note is
that, probably as a result of employing a sub-industry specific deflator, the data set is no longer
conggtent. This can be attested in the last five rows of the table, where we sum the individua
entries of each sub-indudtry for each size class and subtract the manufacturing totals shown at the
top of the table. In the last row, it can be seen that even for the sum of al sze classes, the sub-
industries do not sum to total manufacturing.

Since we do not know what deflator Ntsika has employed, we use the TIPS South African
Standardised Industry Database (see www.tips.org.za) to construct a deflator for the relevant
years and relevant sub-industries in order to arrive a current values. Sinceit is unlikely that our
deflator isthe same as the one used by Ntsika, value added and wages and sdlaries a current
prices aso turned out to be inconsistent. We enforce congstency with the South African
Standardised Industry Database by employing the biproportiondity method (see Miller and Blair,
1985: 276-294) to amatrix conggting of size class dimensions per sub-indudtry for each year in
two rounds.

Starting with the variables in constant 1995 prices, we let the sub-industry totals add up to the
relevant counterparts of the South African Standardised Industry Database, while maintaining as
much as possible Ntsika s proportions across sub-industries and across size classes. We then
apply the South African Standardised Industry Database deflators to reconstruct values at current
prices, followed by another round of the biproportiondity method. The end result is a set of

value added and wages and salaries data points for the four selected yearsin current and constant
prices (see Table 1).



Table 1. Manufacturing number of establishments, value added, wages and salaries and
employment for selected years (Rm’95 pr) before application of consstency routine

# estab VA (Rm) W&S (Rm) Empl (‘000)

Industry 1972 1988 1993  1996| 1972 1988 1993 1996 1972 1988 1993 1996| 1972 1988 1993 1996
1. Totmanf_s 5968 11,600 12,971 15,831 2,630 4,152 5060 7,113 1,331 1979 2,710 3,755 49 90 105 120
2. Totmanf_m 2,710 4,157 4,494 4,887 4,427 5734 7,597 9,190 2,312 2,933 4,073 4,669 87 130 141 151
3. Totmanf_| 2,746 3,859 3,497 3,646| 13,554 18,771 22,480 24,967 6,569 8,528 10,708 11,838 274 378 344 352
4. Totmanf_xI 1,247 1,640 1,424 1,472 42,038 65,588 70,780 84,234 19,127 26,199 30,158 34,605 722 940 758 809
5. Totmanf_tot 12,671 21,256 22,386 25,836| 62,649 94,246 105,917 125,504] 29,339 39,638 47,649 54,867 1,131 1,539 1,348 1,432
6. 1 Food_s 654 775 754 914 205 297 244 352 84 93 102 153] 6 7 8 9
7. Food_m 368 359 359 393 561 465 550 627 187 182 237 260 12 11 12 13
8. Food_| 356 485 438 463 1,919 2,628 3,506 3,550 670 977 1,381 1,511 36 49 45 48
9. Food_xI 166 233 241 229 3,979 8,178 10,057 10,021 1,488 2,851 3,669 3,757 83 126 119 123
10. Food_tot 1544 1,852 1,792 1,999 6,665 11,568 14,356 14,550 2,428 4,103 5,388 5,68] 136 194 183 192
11. 2 Bevtob_s 115 76 63 62| 92 59 48 71 22 20 24 25| 1 1 1 1
12. Bevtob_m 68 71 54 56 160 148 100 171 48 44 48 5] 3 2 2 2
13. Bevtob_| 79 79 84 65| 420 673 1,140 909 162 237 412 305 7 8 10 7
14. Bevtob_xI 29 53 47 451 1,874 3,116 4,787 4,963 489 983 1,289 1,345 17 31 28 26
15. Bevtob_tot 291 279 248 228| 2,545 3,996 6,075 6,114 721 1,285 1,773 1,726 28 42 40 36
16. 3 Textcloth_s 810 958 914 1,032 201 207 195 246 88 99 101 196 5 7 7 8
17. Textcloth_m 271 388 488 513 291 243 371 390 161 147 234 305 9 13 16 17
18. Textcloth_| 433 550 601 561 1,491 1,311 1,801 1,467 769 679 1,059 1,099 45 57 63 64
19. Textcloth_xI 234 322 236 244 4,438 4,997 4,699 3,857 2,130 2,408 2,619 2,830 135 166 120 123
20. Textcloth _tot 1,748 2218 2239 2350 6,422 6,758 7,066 5960 3,148 3,333 4,013 4,430 194 242 205 211
21. 4 Leathfootw_s 71 125 147 163 20 0 33 59 11 14 20 35 1 1 1 1
22. Leathfootw_m 62 84 94 104 68 1 101 117| 38 36 59 71 2 3 3 3
23. Leathfootw_| 75 99 113 107| 256 4 427 410 141 169 234 234 8 11 12 11
24. Leathfootw_xI 46 70 56 50 738 10 986 1,027 447 476 566 564 23 33 26 25
25. Leathfootw_tot 254 378 410 424 1,082 15 1548 1,613 637 695 879 904 33 48 42 40
26. 5 Woodfurn_s 632 1,202 1,544 1,942 178 231 343 474 100 131 189 304 5 9 12 14
27. Woodfurn_m 211 397 434 524 250 313 464 637 153 190 281 395 7 12 14 16
28. Woodfurn_| 276 351 328 329 789 1,012 1,165 1,333 471 465 591 724 28 35 31 30
29. Woodfurn_xI 87 141 90 134 957 1,802 1,439 2,070 450 671 651 1,091 32 51 31 52
30. W oodfurn_tot 1,206 2,091 2,396 2,929 2,175 3,358 3,412 4514 1173 1,459 1,713 2,514 72 107 88 112
31 6 Pappulp_s 591 1,270 1,271 1,726 342 527 512 782 186 238 287 403 5 9 9 12
32. Pappulp_m 206 324 365 378 485 595 732 925 270 302 403 465 7 10 11 12
33. Pappulp_| 142 278 257 259 941 1,809 2,237 2,640 510 894 1,118 1,108 13 27 26 24
34. Pappulp_xI 81 95 105 115 3,438 5,326 5,983 7,393 1,510 1,739 2,278 2,715 41 48 49 52
35. Pappulp_tot 1,020 1,967 1,998 2,478 5,205 8,257 9,465 11,740 2,476 3,173 4,087 4,69] 66 94 95 100
36. 7 Chemsetc_s 348 764 985 1,227 237 469 602 838 91 163 268 385 3 7 9 10
37. Chemsetc_m 229 364 495 571 472 912 1,355 1,755 185 331 572 664 7 11 16 18
38. Chemsetc_| 236 440 382 432 1,362 3,917 4,361 5,210 737 1,406 1,645 1,952 24 43 38 40
39. Chemsetc_xI| 114 186 178 187 7,080 14,796 17,122 18,286 2,353 5,159 5,989 6,415 68 122 104 104
40. Chemsetc_tot 927 1,754 2,040 2,417 9,151 20,094 23,441 26,089 3,365 7,059 8,475 9,415 103 182 167 172
41. 8 Nmmins_s 255 492 546 606 129 101 178 166 43 51 81 95 3 5 5 6
42. Nmmins_m 227 317 375 394 199 279 351 411] 99 119 176 227 7 10 11 12
43. Nmmins_| 237 304 266 307 837 1,190 1,287 1,509 370 482 620 791 23 29 26 29
44. Nmmins_xI 93 116 71 69| 2,625 3,172 2,621 2,994 972 1,095 1,107 1,275 48 47 28 28
45. Nmmins_tot 812 1,229 1,258 1,376 3,789 4,742 4,436 5,080 1,484 1,747 1,984 2,387 81 90 70 75
46. 9 Metals_s 41 88 52 51 27 65 37 188 12 39 19 28 o] 1 1 1
47. Metals_m 54 65 63 48] 94 88 141 133] 49 54 64 67| 2 2 2 2
48. Metals_| 79 93 57 57 524 547 527 515 236 238 277 248 8 9 6 5
49. Metals_xI 58 79 68 63| 5,636 8,350 7,485 11,098 2,766 3,556 3,852 5,099 76 91 80 73
50. Metals_tot 232 325 240 219| 6,280 9,050 8,190 11,934] 3,063 3,886 4,212 5,44 87 103 88 80
51.  10Machinery_s 2,078 5,098 5,923 7,173 1,059 2,030 2,664 3,546 612 1,053 1,512 2,013 18 40 48 53
52. Machinery_m 899 1645 1,630 1,752 1,672 2541 3,183 3,637 990 1,426 1,857 2,053 29 51 50 52
53. Machinery_| 764 1,083 871 973| 3,973 4919 5,118 6,178 2,282 2,791 2,897 3,405 74 100 73 85
54. Machinery_xI| 325 327 308 321 11,158 14,645 15,666 19,605 6,467 7,184 8199 9,534 195 222 173 197
55. Machinery_tot 4,066 8,153 8,732 10,219| 17,863 24,134 26,631 32,965| 10,350 12,454 14,466 17,005 315 413 344 388
56. 11 Othmanf_s 373 752 768 935 140 152 184 220 83 82 98 137| 3 5 5 6
57. Othmanf_m 115 143 134 154 186 165 190 207 131 99 101 121 3 4 4 5
58. Othmanf_| 69 97 83 93] 342 325 396 427 200 171 206 230 6 8 7 8
59. Othmanf_xI 14 18 14 15 149 274 227 210) 78 103 108 339 4 7 4 7
60. Othmanf_tot 571 1,010 999 1,197 818 917 998 1,064 492 455 512 827 17 24 20 26
61. Error 0 0 -4 0 0 -14 -19 -171] 0 3 -9 18 0 0 0 0
62. 0 0 -3 0 10 16 -58  -180 1 -3 -40 10 o] o] -1 0
63. 0 0 -17 0 -701 -437 -514 -820 -21 -17 -268 -232| -1 -2 -7 0
64. 0 0 -10 0 35 -924 292 -2,709 21 28 168 359 0 2 3 0
65. 0 0 -34 0 -656 -1,359 -298 -3,880] 0 11 -148 156 0 1 -5 0

Source: Ntsika (1999, Table 4.2)

The results of the consstency exercise are shown in Tables 2 and 3.



Table 2: Manufacturing value added, wages and salaries and employment for selected years (Rm
'95 pr) after gpplication of consistency routine

VA (Rm) W&S  (Rm) Empl  ('000)
Industry 1972 1988 1993 1996 | 1972 1988 1993 1996 | 1972 1988 1993 1996
1. Totmanf_s 2,589 4,666 4,657 6,10 1,862 294C 3,060 3,937, 52 95 119 130
2. Totmanf_m 4358 6,443 6,992 788] 3236 4,356 4,599 4,895 92 138 16C 164
3. Totmanf _| 13,343 21,092 20,691 21,41 9,194 12666 12,091 12,411 201 400 39C 381
4. Totmanf_xI 41,384 73,697 65146 72,237 26,771 38,915 34,054 36,280 767 995 85¢ 874
5. Totmanf_tot 61,674 105,898 97,486 107,629 41,063 58,877 53,804 57,524] 1202 1628 1528 1548
6. 1 Food_s 179 234 166 234 106 107 102 154 6 7 7 8
7. Food_m 509 384 414 444 237 218 257 270) 12 12 13 13
8. Food_| 1,962 2380 2,819 2,634 946 1,253 1,526 1,586 39 54 49 a7
9. Food_xI 4104 7595 8559 7,899 2111 3,632 4,126 3,597 87 130 130 119
10. Food_tot 6,755 10,593 11,958 11,219 3,401 521C 6,011 5,607 144 202 199 187
11. 2 Bevtob_s 68 83 34 64 18 27 19 23 1 1 1 1
12. Bevtob_m 124 220 79 169 40 62 41 48 3 2 2 2
13. Bevtob_| 367 1,094 958 934 147 354 357 290 8 8 10 7
14. Bevtob_xI 1,653 5193 4,259 5,421 447 1457 1138 1,166 17 31 27 25
15. Bevtob_tot 2212 6590 5,331 6,59] 652 1,899 1,555 1,526 29 43 38 34
16. 3 Textcloth_s 112 172 122 203 74 125 87 207 5 7 € 8
17. Textcloth_m 169 211 256 347 137 192 215 334 9 13 14 18
18. Textcloth_| 974 1246 1,327 1,354 727 94¢ 994 1,216 45 58 59 70
19. Textcloth_xI 2,925 4872 3663 3,784 2021 3347 2501 2,855 135 162 111 131
20. Textcloth_tot | 4179 6501 5367 5690 2960 4,613 3,796 4,612 193 240 190 227
21. 4 Leathfootw_s 15 17 21 3( 12 17 15 27 1 1 1 1
22. Leathfootw_m 53 60 70 64 42 45 a7 56 2 3 2 3
23. Leathfootw_| 224 383 314 234 173 22¢ 192 186 8 11 10 9
24. Leathfootw_xI 653 968 766 637 551 64C 472 410 23 32 22 20
25. Leathfootw tot]l 945 1428 1170 965 779 931 726 679 33 47 35 33
26. 5 Woodfurn_s 158 212 282 309 127 185 213 270 5 9 13 14
27. Woodfurn_m 230 300 422 449 193 27¢ 341 362 7 13 17 17
28. Woodfurn_| 818 1,064 1,132 971 665 73C 731 673 30 37 4c 31
29. Woodfurn_xl 1,001 1,943 1,480 1,601 637 1,046 821 924 33 51 3¢ 52
30. Woodfurn_tot | 2207 3519 3316 3327 1,622 2238 2106 2,229 75 110 110 114
31. 6 Pappulp_s 140 286 228 304 111 159 151 198 2 a4 4 6
32. Pappulp_m 207 338 361 39] 161 211 228 236 3 5 € 6
33. Pappulp_| 454 1,128 1,177 1,157 339 668 645 569 7 13 14 12
34. Pappulp_xI 1672 3,404 3,333 3439 1,008 1291 1337 1,271 20 23 26 25
35. Pappulp_tot 2473 5156 5099 5299 1,619 2,33C 2361 2,274 32 46 48 48
36. 7 Chemsetc_s 141 368 353 541 83 186 245 386 3 6 g 11
37. Chemsetc_m 293 748 878 1,229 169 393 563 687 7 12 18 19
38. Chemsetc_| 954 3523 3,015 3,765 750 1,784 1,651 2,044 25 a4 43 42
39. Chemsetc_xI 5006 13,645 12,527 14,029 2,403 6506 6,114 6,127 68 120 116 106
40. Chemsetc_tot 6,395 18,284 16,773 19,553 3,405 8,868 8573 9,245 103 182 186 177
41. 8 Nmmins_s 89 79 128 120 59 73 93 107 2 4 € 6
42. Nmmins_m 144 230 279 320 135 179 217 264 7 10 12 13
43. Nmmins_| 682 1,078 1,095 1,219 560 775 781 933 23 30 31 30
44. Nmmins_xI 2,160 2946 2,360 256§ 1,477 1,751 1420 1,372 48 46 33 28
45, Nmmins_tot 3075 4334 3863 4224 2231 2778 2511 2,676 81 90 82 76
46. 9 Metals_s 50 109 59 254 35 97 37 54} 1 2 1 1
47. Metals_m 179 156 245 195 142 140 134 131 a 5 4 a
48. Metals_| 1,130 1,063 975 784 757 668 594 495 20 23 15 13
49. Metals_xI 12,269 16,629 14,664 17,944 8925 9905 8390 9,293 179 212 184 182
50. Metals_tot 13,629 17,957 15942 19,179 9,860 10,811 9155 9973 204 242 204 200
51. 10 Machinery_s 702 1557 1,466 1,904 547 1,068 1069 1,556 12 28 34 38
52. Machinery_m 1,154 2,040 1,936 2,107 885 1,51 1,411 1,635 19 37 3¢9 39
53. Machinery_| 3,089 4,333 3,323 3,719 2274 3160 2,246 2,747 52 72 58 63
54. Machinery_xI 8,756 13,227 10,766 12,507 6,468 8,084 6467 7,015 134 153 137 143
55. Machinery tot [ 13,701 21156 17,491 20,231 10174 13,823 11,193 12,953 217 290 269 283
56. 11 Othmanf_s 934 1550 1,798 2,133 690 897 1,029 956 14 26 36 36
57. othmanf_m 1,297 1,756 2,052 2164 1,094 1,127 1,144 873 19 25 32 32
58. Othmanf_| 2,689 3,799 4556 4639 1,855 2,096 2375 1,673 34 49 61 57
59. Othmanf_xI 1184 3275 2,770 2,424 723 1254 1,268 2,250 23 36 35 a4
60. Othmanf_tot 6,103 10,380 11,176 11,366 4,362 5374 5816 5,752 91 135 164 169
61. Error 0 0 0 g 0 C 0 0 0 0 C 0
62. 0 0 0 g 0 c 0 0 0 0 [0 0
63. 0 0 0 q 0 C ) 0 0 0 C 0
64. 0 0 0 g 0 c 0 0 0 0 [0 0
65. 0 0 0 q 0 C 0 0 0 0 C 0

Source: Ntsika (1999, Table 4.2) and own calculations



Table 3: Manufacturing vaue added, wages and salaries and employment for selected years
(current pr) after gpplication of consstency routine

VA (Rm) W&S (Rm)
Industry 1972 1988 1993 1996 1972 1988 1993 1996
1. Totmanf_s 134 1,932 3,963 6,467 97 1,260 2,623 4,104
2. Totmanf_m 226 2,668 5,949 8,355 169 1,867 3,941 5,103]
3. Totmanf_| 691 8,734 17,605 22,709 480 5428 10,362 12,938
4. Totmanf_xI 2,145 30,518 55,432 76,584 1,399 16,676 29,185 37,820
5. Totmanf_tot 3,196 43,853 82,950 114,104 2,146 25,230 46,111 59,965
6. 1 Food_s 10 106 135 254 6 51 84 164
7. Food_m 27 173 336 4849 13 102 210 287
8. Food_| 103 1,054 2,292 2,844 51 579 1,249 1,680
9. Food_xI 223 3,334 6,954 8,571 119 1,653 3,368 3,832
10. Food_tot 363 4,667 9,717 12,159 189 2,384 4,911 5,962
11. 2 Bevtob_s 5 30 29 69 1 10 16 23]
12. Bevtob_m 9 79 65 179 3 24 34 49
13. Bevtob_| 27 386 794 984 11 133 299 296
14. Bevtob_xI 124 1,815 3,529 5,737 36 538 949 1,197
15. Bevtob_tot 165 2,309 4,418 6,969 51 704 1,299 1,566
16. 3 Textcloth_s 8 79 111 22( 6 59 80 223
17. Textcloth_m 12 96 233 379 10 90 197 357
18. Textcloth_| 71 560 1,210 1,457 54 438 912 1,297
19. Textcloth_xI| 221 2,170 3,338 4,089 158 1,519 2,289 3,063
20. Textcloth_tot 313 2,905 4,892 6,141 228 2,106 3,478 4,940
21. 4 Leathfootw_s 1 7 18 33 1 8 13 29
22. Leathfootw_m 3 26 59 71 2 20 40 61
23. Leathfootw_| 12 167 267 259 9 102 165 201
24. Leathfootw_xI 35 418 651 692 30 282 404 445
25. Leathfootw_tot 50 619 994 1,055 42 412 622 736
26. 5 Woodfurn_s 9 87 250 337 7 78 190 287
27. Woodfurn_m 13 122 372 480 11 117 302 383
28. Woodfurn_| 46 426 1,001 1,034 38 300 649 709
29. Woodfurn_xI 59 771 1,308 1,719 38 424 727 980
30. Woodfurn_tot 127 1,406 2,932 3,567 94 919 1,869 2,358
31. 6 Pappulp_s 6 98 173 330 5 57 116 209
32. Pappulp_m 8 115 273 419 7 75 173 247
33. Pappulp_| 18 376 891 1,237 14 233 491 595
34. Pappulp_xI 70 1,126 2,520 3,699 43 443 1,016 1,338
35. Pappulp_tot 102 1,715 3,857 5,683 68 807 1,796 2,389
36. 7 Chemsetc_s 8 172 324 590 5 91 226 410
37. Chemsetc_m 16 347 804 1,327 10 191 516 727
38. Chemsetc_| 51 1,610 2,765 4,072 41 853 1,516 2,157
39. Chemsetc_xI| 278 6,179 11,482 15,259 139 3,063 5,598 6,502
40. Chemsetc_tot 353 8,307 15,375 21,248 195 4,199 7,855 9,796
41. 8 Nmmins_s 4 33 111 124 3 32 81 111
42. Nmmins_m 6 96 241 334 6 77 188 273
43. Nmmins_| 29 445 946 1,275 24 329 678 963
44. Nmmins_xI| 95 1,205 2,038 2,700 67 732 1,228 1,425]
45. Nmmins_tot 135 1,780 3,336 4,437 100 1,170 2,175 2,772
46. 9 Metals_s 2 46 48 263 1 42 30 55
47. Metals_m 7 65 200 2017 6 60 110 134
48. Metals_| 46 439 797 804 31 281 490 502]
49. Metals_xI| 517 6,803 11,985 18,489 379 4,104 6,906 9,480
50. Metals_tot 572 7,353 13,030 19,757 418 4,487 7,537 10,171
51. 10 Machinery_s 36 660 1,277 1,993 29 474 943 1,603
52. Machinery_m 60 859 1,679 2,197 47 664 1,237 1,681
53. Machinery_| 158 1,798 2,888 3,859 118 1,366 1,973 2,812
54. Machinery_xI| 463 5,439 9,348 13,070 354 3,440 5,666 7,224
55. Machinery_tot 717 8,756 15,193 21,114 549 5,944 9,819 13,319
56. 11 Othmanf_s 46 614 1,485 2,257 34 358 844 992
57. Othmanf_m 64 690 1,687 2,284 54 445 933 903]
58. Othmanf_| 131 1,472 3,754 4,873 89 814 1,940 1,726
59. Othmanf_xI 60 1,258 2,281 2,567 37 479 1,033 2,335
60. Othmanf_tot 300 4,035 9,208 11,977 214 2,097 4,751 5,956
61. Error 0 0 0 g 0 0 0 0l
62. 0 0 0 [¢ 0 0 0 0|
63. 0 0 0 g 0 0 0 0
64. 0 0 0 [o 0 0 0 0|
65. 0 0 0 g 0 0 0 0|

Source: Ntsika (1999, Table 4.2) and own calculations



Section 2: The Growth of the SME Sector

Table 4 gives—for dl manufacturing — the summary of the growth rates of value added,
employment and real wages by the four size groups of enterprises.

Table 4: Growth rates of Employment, Red Vadue Added and Red wages (annud unweighted
period averages

Employment growth Real value added growth Real wage growth
1 2 3 4 5 6 7 8 9
Size class | '72-"88 88-'93 '93-'96 | 72-'88 '88-'93 '93-'96 | ‘72-'88 '88-'93 '93-'96
1. Small 39 45 3.0 37 0.0 94 0.2 -23 48
2. Medium 2.6 30 0.9 25 1.6 41 04 -04 -0.2
3. Large 2.0 -05 -0.8 29 -04 11 11 0.7 0.2
4. V. Large 1.6 -2.9 0.6 3.7 -24 35 1.9 1.2 0.1
5. Total 1.9 -1.3 04 34 -1.6 34 15 0.5 04

Source: Table 2 and Table 3

It can be seen that (net) output growth in the smal and medium enterprises exceeded the average
for the whole industry and was much higher than the growth rate in the very large enterprise
class in the 1972-1988 period. In the years 1988-1993, totd output growth in manufacturing was
negaive and output growth in the smal enterprises was stagnant, dthough the medium Szed
enterprises were the only ones to regiser a podtive growth rate. In the lagt period, the SME
groups have registered aremarkably higher growth rate.

Employment growth was dgnificantly higher in the smdl and medium sze groups, even in the
period of output stagnation (1988-1993). This has been associated with stagnant red wage
growth in the first period and a substantid negative trend in the second period. Output growth in
the smdl enterprises has been high in the mog recent period, with subgantid employment
growth in the smdl dze group (but not so much in the medium group) associated with an actud
positive growth of red wages.

The growth rates of value added, employment and rea wages are tied together in a complicated
relaionship. We shdl attempt in Section 3 to explore the quantitative relationship between these
variablesin terms of a decomposition model.

Before coming to this andyds, we should point out that in spite of the rdaivey high growth rae
of output in the SMIE sector for much of the period covered above, the relative size of the SME
sector in South African manufacturing is gill very smal, dthough it has been increesing. Table 5
gives the shae of the diffeent dze clases in totd vaue added and employment in
manufacturing.

Table 5: Share of different size groups of enterprisesin total of manufacturing

Employment Real value added
1 2 3 4
Size class | 1988 1993 1988 1993
6. Small 5.0 6.8 5.9 8.4
7. Medium 7.4 85 85 10.6
8. Large 224 216 24.6 24.6



9. Very Large| 65.2 63.1 61.1 56.5
10. Total 100.0 100.0 100.0 100.0
Source: Table 2 above

Section 3: The Wage-employment Trade-off in Different Size Groups

This section invedtigates — in terms of an dgebraic decomposition model — how the growth rates
of vaue added, employment and wages are rdated to each other in the different Sze groups of
firms. In paticular, we emphasise that, given the growth rate of value added, the fruits of output
growth can be taken either as growth in employment or growth in red wages per worker. Labour
market inditutions determine that the divison will occur in a paticular class of firms. Here our
mgor concern is to see if there is a dgnificant difference between the different Sze groups of
enterprises on this important point. We dat by outlining the algebrac modd, which highlights
the important relationships determining employment and wage growth. The model has been usd
elsewhere (Mazumdar 2000, and Mazumdar and van Seventer 2002) but it is repeated here for
convenience.

The relationship between the wage hill, S,, and value added, V, both in current prices, can be
expressd in the following way.

eqn 1 S, =Vv?

in which a is a technological and behaviourd parameter that is assumed to remain congtant over
the period of observation. If a is equa to unity, the share of wages remans congant, while a
vaue higher than unity suggests that the wage bill increases rdatively to value added and the
share of gross operating surplus declines. In relative terms, we can then write:

eqgn 2 Sw _ a Vv
Sw \%
or
S, =av

So that if a is equd to unity, the nominad wage hill grows just as fast as nomind vaue added,
while a vaue higher than unity suggests that the wage bill grows faster than vaue added and the
share of the wage hill in vaue increases relative to the share of gross operating surplus or capital.
We will refer to this parameter as the constant wage share parameter.

Growth in nomind vaue added can dso be written as the sum of growth in red vaue added and
the change in the producer price index. Usng the same percentage change notation as in egn 2,
this can be expressed asfollows:

eqgn 3 v :v‘+F;F;
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In which v is the growth in red value added and P, is the change in the producer price index, or
the producer price inflation rae. Smilaly, growth in the nomind wage hill can dso be written
as the sum of the growth in the real wage per worker, the change in the consumer price index and
now aso the growth in employment:

eqn 4 S, =W+P, +L

O-U)

In which W is the growth in the redl wage rate, 7, is the change in the consumer price index or

consumer price inflation, and L is the growth in employment. Combining egn 2 and egn 3 we can
write:

eqn 5 SAW:a§+PAp§J
Combining egn 4 and egn 5 yidds.
eqn 6 W+:+f=a§+l3;g

Growth in red wages per worker can thus be seen to be equa to an output effect, @V, minus an

employment effect, ':, and a price effect, aP - P The latter can be further decomposed o that
eqgn 6 can be rewritten as.

eqn 7 \/\T:a\/A-L+(a-1)p+§p-Pc

Q-10:

in which (a - 1)p, is known as the wage share effect, while Po % is seen as the domestic redl
exchange rate. The third term of eqgn 7 is only negative if a is andler than unity, i.e, if the wage
share of vaue added is declining. This means that red wage growth is regatively effected since,

with a declining wage share, the increase in the producer price, o is to a larger degree

aopropristed by capitd, in the form of gross operating surplus. If in the fourth term consumer
price inflation (which can be associated with non-tradeable goods) is higher than producer price
inflation (which can be associated with tradesble goods, hence the term domestic red exchange
rate), real wage growth is also eroded.

To recap, real wage growth can be decomposed into four additive components:

Effect Component Symbol & sign Comments

1. Output' avA Output: a + \;‘ + | witha higher wage share, and positive growth in
) value added, the impact on real wage growth is

positive. If growth in value added is negative,
real wage growth will be effected negatively
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2. e Employment: -~ - with higher employment growth, real wage growth
Employment: L ploy L will be effected negatively, since the wage bill
will be shared by more workers
3. . ~ Constant wage share a + -~ + | if the constant wage share parametera is less
Wage share. (a - 1)Pp . Pp than 1, the positive effect of producer price
parameter- inflation is eroded by a rising share of capital
4. ~ ~ domestic real -~ + = - | ifconsumer price inflation is higher than
DRER: ?p - PC 9 I:)p Pc producer price inflation, real wage growth is
a2 exchange rate: eroded

Section 4: Results of the Decomposition of Real Wage Growth in South Africa

This section sets out the mgor points of the decompostion analyss as gpplied to South African
manufacturing, classfied by four Sze groups of enterprises. Fird, we present in Table 6 the
vaue of the various variables identified in the modd for the three periods of time distinguished.
As dready mentioned, we are forced to work with discrete time intervals defined by the years for
which the data exid, raher than the preferred method of growth rates based on annud

obsarvations.

Table 6: Ingredients to the decomposition technique (unweighted average annua growth rates for
selected periods)

. T < 3 3 a
v v Su P, P,
Nominal VA growth Real VA growth Nominal wage bill Change in the producer Change in the Constant wage share
growth price index consumer price index parameter
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

Size class 72-"88 88-"93 93-'96(72-"88 88-"93 93-'96(72-"88 88-"93 93-'96(72-"88 88-"93 93-"96 [72-"88 88-"93 93-"96|72-"88 88-"'93 93-'96
1. Totmanf_s 18.1 154 17.7] 3.7 0.0 94 174 15.8 16.1] 144 155 8.3 13.3 13.6 8.3 0.96 1.02 0.9
2. Totmanf_m 16.7 17.4  12.0| 25 1.6 4.1 16.2 16.1 9.0 14.2 15.7 7.9 13.3 13.6 8.3 0.97 0.93 0.75
3. Totmanf_| 17.2 15.0 8.8 29 -04 11 16.4 138 77 143 154 7.7 133 136 83 095 092 0.87
4. Totmanf_xI 18.1 12.7 11.4] 3.7 -24 3.5 16.8 11.8 9.0 14.4 15.1 7.9 13.3 13.6 8.3 0.93 0.93 0.79
5. Totmanf_tot 17.8 13.6 11.2 3.4 -1.6 34 16.7 12.8 9.2 143 15.2 7.9 13.3 13.6 83 094 094 0.82
6. 1 Food_s 16.3 50 233 1.7 -6.6 12.0 14.5 10.7 24.9 14.6 11.6 11.3 13.3 13.6 8.3 0.89 2.13 1.07|
7. Food_m 12.3 14.2 13.1] -1.7 1.5 2.7 13.8 15.4 11.0 140 127 10.4 13.3 13.6 8.3 112 1.08 0.84
8. Food_| 157 16.8 7.5 1.2 34 -22 164 166 104 144 134 9.7 133 136 83 105 099 1.39
9. Food_xI 18.4 15.8 7.2 3.9 24 -2 17.9 15.3 4.4 145 134 9.9 13.3 136 8.3] 0.97 0.97 0.6
10. Food_tot 17.3 158 7.7 2.9 25 -21 172 155 6.7 145 133 9.9 133 136 83 099 0.98 0.86
11. 2 Bevtob_s 11.8 -0.9 34.2 1.2 -16.2 237 13.2 8.7 14.0] 106 15.2 10.4 13.3 13.6 8.3 1.11 -9.39 0.4
12. Bevtob_m 145 -3.7 401 3.7 -186 29.]] 13.6 79 12.7] 10.8 14.9 10.9 13.3 13.6 83 094 -212 0.32
13. Bevtob_| 182 155 7.4 71 -26 -08 167 177 -03] 1.1  18.2 8.2 13.3 136 8.3 0.92 114 -0.04
14. Bevtob_xI 18.3 14.2 17.6 7.4 -3.9 8.4 185 12.0 8.0 10.8 18.1 9.2 13.3 136 8.3] 1.01 0.85 0.46
15. Bevtob_tot 179 139 164 71 -42 73 178 130 6.4 109 18.0 9.1 133 136 83 099 094 0.39
16. 3 Textcloth_s 15.1 7.1 255 2.7 -6.6 18.6 15.8 6.3 40.7] 124 13.8 6.9 13.3 13.6 8.3 1.04 0.88 1.60
17. Textcloth_m 13.6 19.4 17.2 1.4 4.0 10.7] 14.4 16.9 22.0 12.2 15.4 6.4 13.3 13.6 8.3 1.06 0.87 1.28]
18. Textcloth_| 13.8 16.6 6.4 1.6 13 0.7 139 158 125 122 154 57 133 136 83 101 095 1.95
19. Textcloth_xI| 15.3 9.0 7.0 3.2 -55 1.1 15.2 8.5 10.2] 121 145 5.9 13.3 136 8.3] 0.99 0.95 1.46
20. Textcloth_tot 149 11.0 7.9 28 -38 200 149 106 124 121 147 59| 133 136 83 100 096 1.58
21. 4 Leathfootw_s 15.0 18.9 23.8 0.6 45 13.9 16.7 10.8 31.6| 144 145 10.0 13.3 136 8.3] 1.11 0.57 1.32]
22. Leathfootw_m 15.2 17.5 6.5) 0.8 3.1 -2.1 14.9 14.6 14.4] 144 144 8.6 13.3 13.6 83 098 083 2.21)
23. Leathfootw_| 18.2 9.8 -1.0 34 -39 -8.8] 16.5 10.0 6.9 148 13.7 7.8 13.3 13.6 8.3 0.91 1.02 -6.82
24. Leathfootw_xI 16.8 9.3 2.1 25 -46 -6.2 15.1 75 3.2 143 13.8 8.3 13.3 13.6 8.3 0.90 0.81 1.58]
25. Leathfootw_tot 17.0 9.9 2.0 26 -39 -62 154 8.6 58 144 139 8.2 13.3 136 83 091 086 287
26. 5 Woodfurn_s 152 236 9.8 1.9 59 3.0 15.9 19.5 14.6 13.3 177 6.8 13.3 136 8.3] 1.05 0.83 1.49|
27. Woodfurn_m 149 25.0 8.8 17 7.1 200 158 210 82 132 180 6.8 13.3 136 83 106 084 0.93
28. Woodfurn_| 14.9 18.6 1.2 1.7 1.2 -5.0 13.9 16.7 3.0 13.2 174 6.2 13.3 13.6 8.3 0.93 0.90 2.55
29. Woodfurn_xI 17.5 11.1 9.5 4.2 -53 2.7 16.3 11.4 10.5] 13.2 16.4 6.9 13.3 13.6 8.3 0.93 1.02 1.10]
30. Woodfurn_tot 16.2 15.8 6.8 30 -12 0.1 153 153 81 132 17.0 6.6 13.3 13.6 83 095 096 119
31. 6 Pappulp_s 19.4 12.2  23.9| 4.5 -4.4 10.2 17.0 15.2 21.8] 149 16.6 13.7 13.3 136 8.3] 0.88 1.25 0.9
32. Pappulp_m 17.7 189 154 3.1 13 27 163 183 126 146 17.6 128 133 136 83 092 097 0.82
33. Pappulp_| 20.8 18.8 11.6] 59 0.9 -0.6] 19.3 16.1 6.6 150 17.9 12.1 13.3 136 8.3 0.93 0.86 0.57
34. Pappulp_xI| 19.0 17.5 13.6] 4.5 -0.4 1.4 15.7 18.1 9.6 145 17.9 12.6 13.3 13.6 8.3 0.82 1.03 0.70]
35. Pappulp_tot 19.3 17.6 13.8 47 -0.2 12| 167 173 100 146 178 12.6| 133 13.6 8.3 087 099 0.72
36. 7 Chemsetc_s 21.4 13.6 22.0] 6.2 -0.8 153 204 19.9 21.9 153 144 6.7 13.3 13.6 8.3 0.95 1.47 0.99
37. Chemsetc_m 21.2 183 182 6.0 32 117/ 206 220 121 152 15.0 6.5 13.3 136 83 097 120 0.67
38. Chemsetc_| 24.1 11.4 13.8] 85 -3.1 7.71 208 12.2 12.5] 155 145 6.1 13.3 13.6 8.3 0.87 1.07 0.9
39. Chemsetc_xl| 21.4 13.2 9.9 6.5 -1.7 3.8 21.3 12.8 5.1 149 149 6.1 13.3 13.6 8.3 1.00 0.97 0.5]]
40. Chemsetc_tot 21.8 131 114 68 -17 52 212 133 76| 150 148 6.1 133 136 8.3 097 1.02 0.67
41. 8 Nmmins_s 145 27.1 4.5] -0.7 10.1 -2.2] 17.0 205 11.1] 15.2 17.0 6.6 13.3 13.6 8.3 1.18 0.76  2.50
42. Nmmins_m 18.7 201 117 3.0 4.0 46 174 194 133 157 16.2 7.1 133 136 83 093 097 113
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43. Nmmins_| 186 16.3 10.4 29 0.3 36| 17.7 155 124 157 16.0 6.8 133 136 83 095 095 119
44. Nmmins_xI 17.2 11.1 9.8 20 -43 28 16.1 109 51 152 154 70| 133 136 83 094 098 052
45. Nmmins_tot 175 13.4 10.0 22 -23 3.0 16.7 13.2 8.4 153 157 7.0] 13.3 13.6 8.3 095 0.99 0.85
46. 9 Metals_s 215 0.8 76.4] 50 -11.8 634 234 -62 217 164 125 13.0/ 133 136 83 109 -803 0.28
47. Metals_m 146 251 0.1 -0.9 95 -73] 156 129 6.7 155 156 7.4 133 136 8.3 107 051 61.24
48. Metals_| 151 127 03 -04 -1.7 -7.0 149 11.7 08 155 144 73| 133 136 83 098 093 272
49. Metals_xI 175 120 155 19 -25 7.0 16.0 110 11.1] 15.6 145 86| 133 136 83 092 091 0.72
50. Metals_tot 17.3 121 14.9] 1.7 -24 6.4 160 109 105 156 145 8.5| 13.3 13.6 8.3 092 0.90 0.7
51. 10 Machinery_s 19.9 141  16.0 5.1 -12 9.1 19.0 147 194 148 153 69| 133 136 8.3 0.96 1.04  1.21
52. Machinery_m 18.1 143 9.4 3.6 -1.0 29 180 132 108 145 154 6.5 13.3 136 83 099 092 115
53. Machinery_| 16.4 9.9 10.] 21 -52 3.8 16.5 76 125 143 151 6.4 133 136 83 101 077 124
54. Machinery_xl| 16.6 11.4 118 26 -40 51 153 105 84 140 155 6.7] 13.3 136 83 092 092 0.7
55. Machinery _tot 16.9 11.7  11.6] 28 -3.7 50 16.1 106 10.7] 142 154 6.6/ 13.3 13.6 8.3 095 091 0.92
56. 11 Othmanf_s 176 19.3 150 3.2 3.0 59 159 187 55 144 163 9.1] 133 136 83 090 097 0.37
57. Othmanf_m 16.0 19.6 10.6 1.9 3.2 1.8 141 159 -1 141 164 8.8] 13.3 136 8.3 0.88 0.81 -0.10
58. Othmanf_| 16.3 206 9.1 2.2 3.7 06 148 190 -38 142 16.9 85| 133 136 83 091 092 -042
59. Othmanf_xI 210 126 3.9 66 -33 -43 175 16.6 312 144 159 83| 133 136 8.3 0.83 1.31 7.9
60. Othmanf tot 176 179 9.2 3.4 15 06| 153 17.8 78 143 16.5 86| 133 136 83 087 099 0.85

Source: Ntsika (1999, Table 4.2) & own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

In rows 1-5 of Table 6, it can be seen tha the rates of increase in nomind and red vaue added of
gmdl sze manufacturing firms (as a whole) — with dmost 18% and more than 9% respectivdy —
have been much higher than for other ze classes between 1993-1996 (see row 1, columns 3 and
6). The same gpplies for the nomind wage increase.

All other sectors appear to display the same pattern, except beverages and tobacco and non-
metalic minerds. The quedion remans, however, whether this has trandated into higher than
average employment growth or red wage growth in smdl manufacturing firms. The firg
indication in this regard is provided in the last st of three columns of Table 6 (rows 1-5,
columns 16-18). It can be seen that, overdl, the growth in the nomina wage bill is lower rdaive
to the growth in vadue added for dl manufacturing firm classes, but leest s0 in the case of smal
manufacturing firms. In smdl manufacturing firms nomind wage increases have managed to
keep up more with nominad vaue added increeses than larger Szed manufacturing firms. This
pattern seems to apply to most 3-digit manufacturing indudtries.

The results of the decompaosition for tota manufacturing are shown in
Table 7.

Table 7: Reaults of the decomposition exercise, dl manufacturing (average annual growth rates)

Size-group Output Employment Real Wage a DRER Wage Share
Effect Effect growth Effect
A: 1972-1988
Small 3.6 39 0.3 0.96 11 -0.6
Medium 2.4 26 0.4 0.97 1.0 -0.4
Large 2.8 20 11 0.95 1.0 -0.7
Very large 34 1.6 1.9 0.93 11 -1.0
All 3.2 1.9 15 0.94 11 -1.3
B: 1988-1993
Small 0.0 45 -2.3 1.02 19 0.3
Medium 1.5 3.0 -0.4 0.93 22 -1.2
Large -04 -05 0.7 0.92 19 -1.3
Very Large -2.3 -29 1.2 0.93 15 -1.0
All -1.0 -1.3 0.5 0.94 17 -0.9
C: 1993-1996
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Small 85 3.0 4.8 0.91 0.0 -0.8

Medium 3.1 0.9 -0.2 0.75 -04 -2.0
Large 1.0 -0.8 0.2 0.87 -0.6 -1.0
Very large 2.8 0.6 0.1 0.79 -04 -1.6
All 27 0.4 4.8 0.82 -0.5 -14
D: 1972-1996
Small 3.5% 3.9% 0.3% 0.96 1.2% -0.5%
Medium 2.3% 2.4% 0.1% 0.94 1.0% -0.8%
Large 1.9% 1.1% 0.9% 0.94 1.0% -0.8%
Very large 2.2% 0.5% 1.5% 0.92 1.0% -1.1%
All 2.2% 1.1% 1.1% 0.93 1.0% -1.0%

Source: Table 6 above

We have dready drawn atention to the fact that output growth was higher in the SME groups
than in the larger firms (column 1 — the ‘output effect’). This is confirmed for the growth rate of
the wage bill for dl three periods in Table 7. The price effect, which condtitutes a leskage from
the growing output avalable for didribution ether as employment growth or wage growth,
conggs of two dements: (i) the wage share effect, which is negdive if a is less than one and
(i) the DRER effect. For dl sze groups, the DRER effect was pogtive in the first two periods as
the producer prices increased faster than consumer prices.

This was offsst — sometimes more than completdly — by the wage share effect, which was
negative throughout since the wage hill increased a a dower rate than vaue added (i.e, a was
less than unity). Only in the third period did the DRER effect turn negative for most Sze groups.
Thus the “leakage’ due to the price effect was not very Sgnificant except in the 1993-1996

period.

Turning to the divison of the wage bill between employment and wage growth, it is dear tha
the SME groups in the first two periods tilted strongly toward employment growth, resulting in a
dagnation of red wages in the 1972-1988 period, and an actud decline over the years 1988-
1993. This is in sharp contragt to the experience of the large and very large Sze groups, which
clearly favoured wage growth a the expense of employment increase. This is in accordance with
expectaions that the ‘indder power’ of those dready in employment would be stronger in larger
firms. Wages in the SME sector would largely be determined by the supply price of labour,
which did not increase sgnificantly over time in the South African economy. These trends were
continued in the latest 1993- 1996 period, with the exception of the smallest size group.

The smdl sze class of firms had a spectacular increase in the reactor growth of output and of the
wage hill in the 1993-1996 period, and contrary to the experience of the previous years, the
larger pat of this increase was taken in the form of red wage growth, athough employment
growth was ill subgtantia a 3% per annum. The abrupt shift in the trade-off to wage increases
(which, incidentdly, is not shared by the medium Sze dlass of firms) requires explanaion. There
is no evidence of a dggnificat increese in dterndive earnings of labour outsde formd
manufacturing that would have led to an upward pressure on wages in smdl enterprises. It is
possble that inditutional factors, like minimum wages, impacted disproportionaidy on the small
firm sector. Before 1994, it could be argued that smdl firms were displaying relaively lower
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wages rate (see table above). A sudden change in labour market regime required SMEs to adjust
more rapidly than larger firms to new forma sector wage determination rules. Therefore, there
was more of a catch-up effect for SMEs compared with large firms? The rdative importance of
each variable in the decomposition exercise is graphed in Figures 1, 2 and 3 for the three periods.

Figure 1: Results of the decompaosition technique for manufacturing as awhole (unweighted
average annua growth rates 1972-1988)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

Figure 2: Results of the decompaosition technique for manufacturing as awhole (unweighted
average annua growth rates 1988-1993)
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2 Haroon Bhorat is gratefully acknowledged for making this suggestion.
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+
Fgure 3: Reaults of the decompogtion technique for manufacturing as awhole (unweighted
average annua growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+
Section 5: Industry Differences

It can be seen from Table 2 that the SME sector is farly well digtributed among the 2-digit
industry groups in South Africa Nevertheless, it is useful to see if the trends noticed in the 1993
1996 period — with the reversd in the wage-employment trade-off for the smdl enterprises — is
observed at the disaggregated industry leve.

Figure 4 depicts the results of the decomposition exercise for the food processng industry. The
difference between the smdl and large sectors has the same genera pattern as for dl industry,
but is quantitativdly more pronounced. Output growth is highest for the smdl enterprises, and it
is d0 interegting to see that the medium enterprises now join the smal ones in having a larger
output growth. The price effect aso adds to the growth rate of the wage hill available to support
employment and wage growth. For both the smdl and medium firms, the trade-off tilts toward
wage growth — quite spectacularly for the smdl size group.
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Figure 4: Results of the decomposition technique for the food processing industry (unweighted
average annua growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

The beverage and tobacco indudry is ignored here as it covers only a limited number of
edablishments. The textile and dothing indusiry should give us more robust results They ae
shown in the next figure. Again, for the 1993-1996 period, the same pattern emerges, with small
firms showing higher output growth. The DRER effect in this case accounts for some leskage
from the available cake to be shared between employment and wage growth, but the impact is
more than offsat by the postive wage share effect (showing that the wage share increased for dl
sze cdasxs). The samdl size group (but to a lesser degree the medium scae group) join the larger
dze dassesin having alarger part of the cake in the form of wage growth.

Figure 5: Results of the decomposition technique for the textiles and clothing industry
(unweighted average annud growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

The leather and footwear industry does not contain sufficient numbers of establishments to
warrant further discusson. However, the wood and furniture industry has close to 3000
edablishments and therefore offers a reasonable sample. It can be seen in the next figure tha in

17



this industry, the patterns of red wage growth and its components are less clear. The picture is,
however, somewhat distorted by the large (50-200 employees) firms having negative output
growth, while dl other sze groups had a pogtive output effect. From an ingpection of the figure,
it is clear that the trade-off was in favour of wage rather than employment growth in dl sze
groups except the smdlest and the largest.

Figure 6: Results of the decomposition technique for the wood and furniture industry
(unweighted average annua growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

The pattern for the paper and pulp and the chemicds, rubber and plagtic indudries are
quditativdly dmilar for indusry as a whole, dthough there are differences in detal. Output
growth is strongest in the smdlest and medium sze groups of firms. The DRER effect helps the
growing ceke in the pgper and pulp indudries, but is negative in the chemicds group of
indudtries. The trade-off favouring wage growth in the smal firms is more pronounced in the
paper industry.

Fgure 7: Results of the decomposition technique for the paper and pulp industry (unweighted
average annua growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+
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Figure 8: Results of the decompostion technique for the chemicals, rubber and plagtic industry
(unweighted average annud growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+

The nontmetdlic minerals (bricks, pottery, glass, etc) and metds and meta products show
inconclusive reaults for the period 1993-1996 on the bass of a limited number of observetions.
However, the largest industry in terms of number of establishments is the machinery indudry.
Although this indudry is broadly defined, the results are perhaps more reliable. They show the
familiar patern of rdativdy high red wage growth for smdl firms Agan, this is driven by
output growth, while offering modest employment gains in the face of adverse domedtic red
exchange rate developments. The other postive contributor to real wage growth in this industry,
a least over the 1993-1996 period, is the wage share effect, which alowed labour to benefit from
increasing producer prices due to a higher share in value added.

Figure 9: Results of the decomposition technique for the machinery industry (unweighted
average annua growth rates 1993-1996)
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Source: Ntsika (1999, Table 4.2) and own calculations, note: s=0-19, m=20-49, 1=50-1999, xI=200+
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Section 6: International Comparisons

The type of andyss by sze class of firms has not been done sysematicdly for many other
countries. Mazumdar and Sarkar (2002) have undertaken a smilar exercise for the post-
liberdisation period in Indian manufacturing, though the size groups differ somewhat from those
defined for South Africa Some readers might nevertheess be interested in the broad orders of
comparison between the two countries, both countries in the podt-liberdisation phase are trying
to promote dynamic indudriad programmes that are less dependent on redtrictive import-
subgtituting strategies. The results for India for the 1984-1994 period are reproduced in the next
table.

Table 7: Decomposition results by Sze-classes of factoriesin India 1984-1985 to 1994-1995
(average annud growth retes)

1 2 3 4 5 6 7 8
Size Groups (# Real Real Employ- Producer | Consumer Constant Price Output
of workers) wage value ment price price wage share | Effect Effect

growth added growth increase increase | parameter
growth

w Vv C p’; P, a av’ a|5;) - P,
10-49 3.179 8.893 2534 8.777 9.348 0.850 -1.888 7.599
50-199 2.905 11.467 6.637 8.777 9.294 0.840 -1.921 9.632
200-499 2.337 11.553 3.493 8.777 9.303 0.750 -2.720 8.665
500-999 1.344 10.943 2.967 8.243 9.295 0.710 -3.442 7.770
1000 & above 1.883 5.027 -1.554 8.318 9.295 0.710 -3.389 3.569

Source: Mazumdar and Sarkar (2002)

The mgor point of Smilarity between the Indian experience and that of South Africa in the
1993-1996 period is that in both countries, output growth was stronger in the smdl-medium sze
groups. In the Indian case, however, the smdler firms increased a the expense of enterprises
employing more than 1000 workers. Also, in the Indian case, the fastest output growth took place
in the medium size group (200-499), while in South Africa, the growth seems to have been most
Soectacular in the very smdl dze group. There is dgnificance in the fact that there is a
pronounced shift of output to smdler firms in both countries after liberdisation. It reflects the
worldwide tendency, noted most prominently in the US, that smdler firms have taken the lead in
recent output growth in manufacturing.

Another point of smilarity between the Indian and South African experiences is thet, contrary to
expectations, the trade-off between employment growth and wage growth has tilted to wage
growth in the smallest sze groups of firms It has been suggested that in the South African case,
this may have been due to inditutional policies favouring wage growth among the less wdl-paid
sectors of indudgtry. In India, there is some evidence that the supply price of labour in the
unorganised or informa sector has increased in the period under congderation, giving an upward
push to wages in the snall scde sector, where wages are generdly tied to the dternative earnings
of labour in the informa sector. However, it is worth mentioning another hypothesis that may be
equaly applicable to both the Indian and the South African cases. As the smdl-scae enterprises
get going in the manufacturing sector, they may need to upgrade the qudity and skills of the
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labour force to meet the needs of changing product market. The tilt to higher wages may reflect
the superior skills of labour being used in the more dynamic smdl enterprises as they upgrade
their podition in the market. (Note that our data on wages are the average earnings of al workers
employed in the enterprises). We cannot test this hypothesis because the Indian datistics do not
record the measurable sills of workers in terms of education or experience, and while South
African gatistics do record this information, they do not record wage rates at the skill level.

Section 7: Conclusons

This paper has looked a growth in South Africds manufacturing sector for different
employment size groups of enterprises. We have brought together data at different points of time
(1972-1988, 1988-1993 and 1993-1996), which have enabled us to study the differences in
growth pattern of four sub-groups smdl (1-19); medium (20-49); large (50-299); and very large
(200+). Despite the relatively smdl share of the SMIE sector in total manufacturing, the growth
rate of this sector has been in dl three periods very satidfactory in terms of vaue added and
employment. In the 1972-1988 period, the output growth of smal enterprises was higher than the
larger group of firms, and in the 1988-1993 period, when output growth was negative in
manufacturing as a whole, the SME sector registered a smdl but postive rate of growth. The rate
of growth of output in the latest 1993-1996 period has exploded in the small sector, but has aso
been higher in the medium scae firms rdative to thet in the larger firms.

As far as employment is concerned, the SME sector has generally performed even better. We
Sudied the way output growth was divided between employment growth and wage growth in
terms of a decomposition model that adlowed us to teke into account the price effect emanating
from changes in the terms of trade between producer goods and consumer goods (the DRER
effect), and dso from changes over time in the share of wages. We concluded that, net of the
price effect, the wage-employment trade-off tilted towards employment growth for the SME
sector in both earlier periods, 1972-1988 and 1988-1993. However, a change seems to have
occurred in the 1993-1996 period, when the trade-off shifted decisvely to wage growth in the
gndl-scae sector. This led to a sizable rate of growth of red wages in the srdlest sze group of
firms. However, because of the high output growth, employment growth continued to be
ggnificantly pogtive.

The reasons for the wage increase in the smal-scale sector need to be researched further. Our
sudy a the disaggregated industry level showed that the pattern observed for dl manufacturing
was vdid for most somewhat disaggregated indudtries. It is likely that inditutiond factors were
responsible for the substantia “wage push” in smal enterprises. It should be noted that the latest
time period for which data have been assembled is a short one. It is important to lengthen the
time period by incorporating data for more recent years when they become available.

The policy conclusons that follow from the above observetions are rather clearcut. SVMIES have
made a pogtive contribution to red wage growth while increesing the demand for labour,
dthough the kind of labour is uncertain. That these potentid trade-offs have been achieved has
been the result of rather phenomena output increases. Policy makers, it would seem, should
therefore focus on supply-side condraints to SMES, rather than the labour market. Such

21



condraints may be the result of lack of demand or capacity, perhaps in the form of sufficient
credit.

While our atempt to decompose red wage growth in manufacturing with regard to size dass is
useful, it should, however, be noted tha the data on which the andyss is based can be
ggnificantly improved. The most obvious improvement is with regard to industry coverage in
paticular, the service indudry is characterised by large numbers of smal dzed enterprises.
Furthermore, in order to examine the impact of trade liberdisaion, it is important to Sart
exploring more recent data.
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Appendix A: Abbreviations of sectors and size classes

Industry Size class Abreviation Industry Size class |Abreviation
1. Total Manufacturing (3000) 0-19 [Totmanf_s 31. 6 Paper and Pulp (3400) 0-19 Pappulp_s
2. 20-49 [Totmanf_m 32. 20-49 Pappulp_m
3. 50-199 [Totmanf_| 33. 50-199 Pappulp_|
4. 200+ [Totmanf_xI| 34. 200+ Pappulp_xI
5. Total [Totmanf_tot 35. ITotal Pappulp_tot
6. 1 Food (3100) 0-19 Food_s 36. 7 Chemicals, rubber and plastic (3500) [0-19 Chemsetc_s
7. 20-49 Food_m 37. 20-49 Chemsetc_m
8. 50-199 Food_| 38. 50-199 Chemsetc_|
9. 200+ Food_ xI 39. 200+ Chemsetc_xI
10. Total Food_tot 40. ITotal Chemsetc_tot
11. 2 Beverages and Tobacco (3100) 0-19 Bevtob_s 41. 8 Pottery, glass and bricks (3600) 0-19 Nmmins_s
12. 20-49 Bevtob_m 42. 20-49 Nmmins_m
13. 50-199 Bevtob_| 43. 50-199 INmmins_|
14. 200+ Bevtob_xI 44, 200+ Nmmins_x|
15. Total Bevtob_tot 45. ITotal Nmmins_tot
16. 3 Textiles and wearing apparel (3200) 0-19 Textcloth_s 46. 9 lron and metals (3700) 0-19 Metals_s
17. 20-49 [Textcloth_m 47. 20-49 Metals_m
18. 50-199 Textcloth_| 48. 50-199  |Vetals_|
19. 200+ [Textcloth_xI| 49. 200+ Metals_x|
20. Total [Textcloth_tot |50. [Total Metals_tot
21. 4 Tanneries and laether products (3200) 0-19 Leathfootw_s [51. 10 Machinery 0-19 Machinery_s
22. 20-49 Leathfootw_m [52. 20-49 Machinery_m
23. 50-199 Leathfootw_| 53. 50-199 Machinery_|
24, 200+ Leathfootw_xI [54. 200+ Machinery_xl|
25. Total Leathfootw_tot [55. [Total Machinery tot
26. 5 Wood and furniture (3300) 0-19 \Woodfurn_s 56. 11 Other manufacturing (3900) 0-19 [Othmanf_s
27. 20-49 oodfurn_m 57. 20-49 (Othmanf_m
28. 50-199 oodfurn_| 58. 50-199 [Othmanf_|
29. 200+ oodfurn_xl| 59. 200+ [Othmanf_xI
30. Total oodfurn_tot |60. [Total (Othmanf_tot
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