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Racq to the bottom

South Africa’s competitiveness

he labour market has been

idenufied as an important arena of

social restructuring in South Afnica
Business is now required to contnbute by
upgradure warkers' shalls, abolshing
woarhplace discrimination and creating a
safe and healthy working environment
This has cost implications At the same
ume, intense compention in world
markets, where cost cutting has become a
frionty, is putting New pressures on
companics

The need for competitiveness

Democnatic change and globalisatnon,
however, make different demands on
businesses It might be assumed that by
fulfilling their new social responsibilities,
they risk undermining therr global
competitivencss or, that by going global
they wil neglect their secial
respensibilities Companies may be
tempted to adopt the shartterm approach
of cutting costs to the bone and avouding
large investments in people or technology.
e argue that in the long cun, this
approach s hkely to limit the growth of
companies and squeeze them out of
markets where their competitors are using
vatue-added strategies as well as reducing
costs. We also argue that without effecove
sociocconomic policics, the
competitveness of the national economy
will be undermined. Fereign investors will
nat be drrwn to South Africa if the social

Kuseni Dlamiini and Thor
Indradason argue that bigh
labowr staridards, skills
develofmnent cid recognition
of waorkers’rights are basic to
the conntry’s economic
prosperity

infrastructure is weak, labour standards are
low and natzonal industries are inefficient.

The only optian for national economues
and business is to become competitive in
international marhets for high-tech, high-
quality products This will not happen
overnight, or simply because people want
it to happen. Cooperauon between
government, business and labour is
needed to develop the flexible and
competitive [abour market and strong and
stable social infrastructure required for
global competitivencss.

Getting global

The labour market and the corporate world
have been deeply affected by democmuc
change in Scuth Africa. Since 1994 1 set of
labour laws has replaced the Indusirial
Concthation Act of 1924 and the ‘“Wichahn
reforms’ of 1979 that extended the Act to the
black majonity The labour market reforms of
the late 1990s reshaped the conntry's
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industrial relations system by including black
workers as full members of the labour
markct and adopting basic [nternational
Labour Organisation (ILOQ) principles, By
bringing basic citizenship rights into
worhing life, requuring companies to ensure
that these rights are respected and giving
equal opportunities to all workers, the
reforms were an intepral part of democratic
change. Companics are now expected to
contnbute to social and econpmic progress
and to recognise 1heir responsibilities to a
wider mnge of interests. This is 2 break with
the past, when shaccholdersy' interests were
regarded as pammount.

Developments in the world marketplace
are having a powerful influence on South
African business South Alrica bas only
recently been exposed to internatonal
compettion In terms of the Intest General
Aprcement of Tadfls and Trade (GATT)
agreement, protective trde barriers and
subsidies are to be dismantled in a few years'
time. Fareign companies are establishing
new brinches in the country and local
business is increasingly locking to relocaw:
or establish operitions abroad. Under the
sune pressures as other cnerprises
compeling in woerld madkets, they are
sceking preater efficiency and higher profits
by strcamlining Management'’s
commandment is ‘flexible specialisation’.
This places a premium on speed of reaction,
rapid product change and the ability to cur
costy quickly. Many believe that it implles the
freedom o hire and fire workers at will,
leaving workers feeling less secure and
committed to employers, Flexible structures
and operations and feeedom from restoints
are seen as basic requirements for success in
the modern machetplace,

Strategies for competitiveness

[t has been argued that companics can
adopt two competitive stmtegics in the
globallsed business warld, depending on

their markets and competition. The first is
cost-based, involving the downsvard
adjustment of labour costs and labour
standards. This may look more promising
for companies locked in fierce
competition in world markets, or sceking
to break into these markets, The second
involves a sensitive improvement in
petformance and more intense
deployment af labour. It seeks to add value
through quality production that meets the
needs of particular customers, a2 broad
product range, and short, reliable
turnacound times This requires relatively
high Iabour standards, training and skills
development, stable internal Inbour
marhets and a bond between companies
and their employees based on mutnal
commitment and trust, With both
strategies productivity rises. But boch can
be applicd simultaneously to praduce
even better resnlts.

It is quite common to hear company
spokespersons describe high labour
standards and social rights as 'rigidities'
that restmin the companies, prevent them
from using their capacity to the full and
cven undermine their competitiveness.
However, they also admit that the steateglc
edge is mainly achieved by the effective
use of human resources and building a
strang and versatile social infrastructure in
the company, High Iabour standards and
increased productivity can be attained in
two ways: through active general labour
matket polices and strategic human
rescurce management,

Larger companies may be able to mise
and maintain high standards of wack
through tralning, pay structures and job
security, and by generating commitment
anieng employeces, Smaller firms, however,
depend more an the exteenal
erganisations of the labour market 1o
provide workers of the required quality.
Most companies depend on both.,

a8

SA Labour Bulfelhn



COMPETITIVENESS

South Africa’s industrial refations have traditionally been conflict-ridden.

In their quest for greater exibliny,
some companies in the industrialised
countrics of Curope and North America
have adopted more flexable working hours
and tied wages to company performance.
Almost everywherr, this has follow ed
negobations with tade unions In many
cases, unions have been companies’
closest allies when changes have been
introduced with the aim of irnproving
competivveness. It is betier 1o have the
suppon and help of unions than 1o work
against them. No longer shiclded from the
forces of globalisation, the labour market
parties have adopted 2 more cooperative
approach. [n Britain, the Trade Union
Congress has embmced the idea of a
‘soctal pannership®involving "an
acceptance by both employers and trade
unions of commeon aims; a joint
commitment to the success of the
enterprise’. The principle is that it takesa
world-class workforce 10 create a world-
class firm South Africa's industrial

relations have tradiucnally been unstable
and conflict-ndden. In the 1990s, the
labour-management relationship has
increasingly been marked by mutual trust
and cooperation.

The logic of globalisation

In important ways, some sectors of the
South Afncan economy maore closely
resembles those of less developed countnies
It cannot simply imsate European and
Amencan models Although globsthisation
nmuay raisc the hopes of business as new
markets open up,access to these markets
will not be casy

Between 1980 and 1989 capirtal flows
became increasingly conceniraied within
a’triad’ zone of Japan and the Paaific rim,
Western Europe, and the United States By
the end of the decade more than 80% of
the world's forcign direct investment
anginaed in and went to the three
regions of the tnad, In contrast, the share
of the world's capital reaching the less
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developed economies fell from about 14%
in 1982 to almost zero in 1989.A recent
Organisation for ECconomic Co-operation
and Development (OECD)/Warld Bank
study found that Jess than a third of the
$213-billion windfall from the present
world trade arrangement will go to
developing countries. China and a few
south-east Asian countries will be the main
beneficiaries, while sub-Sahamn Africa is
set to lose about $1,6-billion because of its
loss of privileges in European markets.

For less developed countries, the entry
barriers to globalised world markets are
extremely high. Globalisation is rapidly
creating 4 new waorld economic order, as
poorer regions and economies gradually
lose their links with the most developed
and fastest prowing regions. Rather than
becoming more integrated into the world
cconomy, they are moving in the opposite
direction. This is the case with almost alt of
Africa, most of Latin America and Asia and
parts of the former Soviet Union and
Eastern Europe.

It has been arpued that increased
capital mobility has enabled transnational
companics to go ‘regime shopping’, that is,
seck out the countries with the lowest
production costs. It is feared that this may
encourage especially the less-developed
countries to join a'rce to the bottom' by
dropping labour standards in the belicf
that they will attract foreign investment. To
S0MIEe extent, companies in the triad zone
scem (o make investment conditional on a
relaxation of Jabour market standardds and
tax policics, But this trend Is Umited, as
high labour market and economic
standards are also regarded as key
requirements for drawing foreign
investors. The figures referred to above
seem to confirm this. Where social and
cconomie standarnds are low, as in most
less developed countrles, the social
infrastructure needed for the

establishment of world-class companics
competing in high-tech/high-quality
markets is [argely absent. In the short run,
the ‘race to the bottom' may seem an
attractive and even rational option.
Countries that enter the race do so at the
risk of persistent under<levelepment and
falling credibiliry:

Implications for policies

Scuth Africa is a country of strange
contradictions. In terms of economic
development it can be considered an
advanced country, but it is classified as a
Third Workl nation, It seems much better
off than ather economies in Africa, with a
better chance of competing in world-class
markets. There are, however, serious
constriints on the development of new,
dynamie, world-competitive firms and
industries.

Persistently high unemptlayment rates
dampen the prospects for mpid wage
increasces, in important incentive for
intecactive reglonal restoucturing assisted
by tmnsnational corporations. The demand
for higher productivity conflicts with
persisteatly low wages. Pay structures that -
motivate employees and heighten their
commitment are widely seen as important
in raising their productivity and the
company’s competitivencss.

Unemployment, poverty and the lack of
unemployment henefits stifle demand in
domestic markets. As a result, small and
medium-sized firms, producing mainly for
domestic markets, find themselves 1ll-
equipped to compete against imports, and
unable to renew their capital stock or
make new investments. The relatively poor
state of domestic markets probably played
an important part in the massive capital
flight from South Africa that started in the
1980s,

Low educational levels in South Africa
are the cumulative result of business
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treating black workers as a
‘replaceable factor of production
rather than as a human resource”. The
upshot has been a shortage of
[iterate, numerate, shilled and
versatile workers, which restricts the
growth of firms operating in
domestic and international markets
More serniously, foreign iny estors cute
this as a major obstacle to
investment. Low mates of domestic
investment can also be traced 1o low
cducauon ey els and the related shalls
shortapge

A lack of international confidence
in South Afnica’s stabthity 15, more
than Likely, another reason for the
reluctance of foreigners to inmvest
here. The turmoil of the late 1970«
and 1980s st:ll haunts South African
socicty and business 1t may tahe
some ttme to buld confidence
among foreign investors

National competitiveness

Factors such as these represent the
true ‘ripacitics’ of the South African
vconomy By passing the labour laws of
the 19905, government demonsteated its
understanding that high labour standards,
zn educated workforce, shalls
development, recogmtion of workers’
rights and equal:ity are basic to the
country’s future cconemic prospenty,
higher hiving standards and the viability of
business Broadly speaking, national
competiliveness rests on three pallars-the
compeutivencess of business,
macroceconomic performance and
microcconomic policy at industry [evel.
The labour market law s affect all three.
First, they aim to increase the
compettiveness of business, although the
cmphasts is mzinly on larger companics
already competing in w orld marhkets The
imporance of small and medium-sized

The demand for higher productivity conflicts with
fow wages

firms, operating in domestic markets, has
been largely orverlooked This is unfortunate,
because dynamic domesuc markets and
high levels of imvestment by local firms
sernve as an advvertisement for foreign
investors Strong domestic iems can also
provide important support for local
businesses that compete internationally
The legislation is desipned to enhance
the competitivencess of the national
cconomy in an indirect way, by promotng
a skilled and flexible workforce in
advanced mndustries and other sectors For
investment in people to improve
productivity, wages and living standards, a
broader approach is needed Atention
must be given to housing, educational
facilities, health care and wransport. These
are the backlogs most likely to undermine
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labour market initiatives.

Although the Jabour market reforms
cannot be regarded as an industrial policy,
they are ikely to have a positive influence
on the development of South African
industries They should not, however, be
seen as a replacement for industrial
policies with a strong emphasis on
research and development, improvements
in social infrastiruciure, or effective
macrocceonomic policies

Many positive developments in South
Africa showld make it easter to reintegmte
the country into the world economy. These
include its new political demacracy,a
reform-minded government, grester
international goodwill and the remowval of
sancuons and trmde boycotts By rusing
sacial standards and striving for a place
among the best, South Africa stands a better
chance of weathering the intense
competition between trmnsnational
companies in workd markets. Current trends
arc clear: in most manufacturing industrics,
labour costs have been outweighed by
market access, quality control, timely
delivery and responsiveness to customers'
needs. Government policy also inflluences
investors, Such issues as tariff barriers, the
Aexabyility and tminabality of the Izbour force,
trade policy and the adoption of compatible
technical standards affect business costs,

The pattern of foreign direct investment,
andl particularly lts concentrmtion n the triad
rone, reflects the preferences, needs and
stratcpies of modern multinationals. -
Compamces are increasingly trying to match
their resources against inteenationally
dispersed resources when making decisions
about where to invest.Advances in new
technolopgics and the expansion of marhet
cconomies have increased the number of
attractive locations, and competition
between regions and national economices for
foreign direct investment has become more
Intense, When knowledge management and

transfer of technology are the key issues in
internationa!l business, factors such as the
structure of the host economy, government
policies, and the local business culture can
affect the success of investors The
modernising economies of many Asian
countries, strch as Malaysia and Singapore,
have a competitive advantage based gn the
development of knowledge-intensive
industries. They have equipped themselves
with modern infrastructure, skilled labour
and public support services to atiract
foreign investment in high-tech industries
such as software development,
telecommunications and electronics.
Technology is the most important
factor in decisions by transnational
companics about where to locate. But to
ensure high productivity and a strategic
edge, technology has 1o be combined with
fexible production methods. These
include advanced work organisation, a
well-trined and versatile workforce, pay
structures which provide motivation, and
stable and secure conditicns in the
workplace, Governments in less-developed
ecancmics should aim to atteace high
value-added activities if, in the more open
world economic environmcent, they swish
to improve the living standards of their
citizens and provide decent conditions for
workers. By offering the right
macroeconomic conditions, a good
infrastructure and excellent education and
tmining systems, governments can help
business move up-market and launch new
products. This will also help atteact foreign
businesses engaged in high value-added
production. Such an effort, however,
requires collaboration between orpanised
labour, business and government. %

Kusent INamind {s o research assocfate al
the SA Institiie of fnlernational Affairs and
Thar Indradason is attached to Oxford
Unfversity
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