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The social impact of
globalisation

studies have looked at the social
impact of globalisation. In the

international multilateral trading tegime,
concern over 'social dumping’ led to the
proposal for a social clause to the (then)
GATT in 1994, The matter was very
controversial and parties referred the issuc
of what could be termed ‘social rules' to
the [LO

In the ILO, a task force was established
to conduct a series of country studies in
order to shed some light on the social
effects of cconomic globalisation, A
number of member countries agreed to
participaie in the country studies, namely
Chile, Mauritius, Bangladesh, the Republic
of Korea, Switzerland, South Africa anel
Poland. It is hoped that these country
reports, once finalised, will shed some
light on the social effects and impact of
glabalisation on countries at VICYINE stages
of development. The South Alrican
country rcport is thus an important part of
this process

En the last few years international

Economic globalisation

Economic globalisation is a process of
rapid economic integration between
countries, driven by the Increasing
liberalisation of international trde and
forelgn direct investnrent (FDI), as well as
freeing up of capital flows

The process is evident in a number of
actwvities such as,

The ILO conducted a study on
the social impact of
globalisation. Susan Hayter
reports on globalisation’s effect
on job loss in South Africa.

0 trade between countries, in goods and
services;

O capital flows such as FDI;

O multinational enterprises;

D) new production methods and
networks;

Q technology:

Globalisation

Until South Africa’s first democratic elections
in 1994, South Africa was isolated from the
global economy. After the 1994 elections,
South Africa re-entered the international
arena and experienced the globalisation of
its cconomy, The new povernment started a
much needed process of economic reform,
It introduced policy measures to createan
outward-oriented cconomy aimed at
achieving export led growth while at the
same time introducing measures aimed at
improving social cquity

The liberatisation of trde, together
with the lifting of sanctions against South
Africa, led to a dramatic increase both In
cxports and impoerts as a share of GDE FDI
began to incrcasc,showing the increased
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international
interaction and global
integration of the
south African a8
CConomy
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developing human
capital (labour} This was 2 mther strange
policy feature in a country with a larpe
(unused) nbour force,

The result was that by 1994,
unemployment mates had reached
unacceptable levels and jobs were being
lost at an alarming mte. Official data on
cmployment levels (helow) shows a
strong decline in non-agricultural
employment between 1990 and 1993,
Employment stayed roughly the same from
1994 to 19960 and there was an increase in
job lass hetween 1997 and 1998

A closer examination of the pattern of
job losses an the economy since 1991,
reveals a very uneven picture. Figures
show net employment creauon from 1999
10 1997 in the public sector, trade and
private services and job losses in mining,
manufacturing and construction,

5 BOO 00O

Reason for job losses
Some have argued that globzlisation,
particularly the hberlisation of teade, has
had a very negative effect on the
cmployment situation They presume that
higher levels of imports have causced job
losses in the South Afnican economy. This
view is supported by the expencence in
other countries where trade liberalisation
had negauve employment effects in
importcompeting sectors There,
companics in import-competing sectors
found themselves having to compete with
cheaper imports in domestic markets as a
direct result of import hiberalisation

The ILO (1999) study examuned the
1ssue and found that whilst the processes
of tmde ibermlisation had prohably
contnibuted 1o the weak employment
performance, channels through which thus

has occcurrcd are
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different from thosc
typically assumed

Since the start of
trade Iiberalisation,
export-onented
sectors had
performed better
than import-
competing Scctors
in terms of gross

output, productivity
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gains and wage increases. However,

relative job losses were comparatively

larger in export-oriented sectors
compared to job losses in manufacturing

import-competing sectors taken as a

whole.

Sectors that had previously enjoyed
high levels of protection and those that
have experienced a more severe decrease
in import tariffs have experienced
relauvely lower job losses than the other
sectors All these factors supggest that the
direct impact of import liberalisation is
not the only or even the main factor
behind employment losses.

So what arc some of the factors behind
these trends 1n job loss and what does
globzlisation have to do with it? Empirical
analysis carried out in the study suggesis
that job losses seem to be caused by a
process of production mtionalisation (or
‘rightsizing). This affects export-oriented
sectors in particular

In a low-growth environment
chamcterised by low levels of investment,
firms appear to be reacting to increased
international competition (in foreign
markets) by rationalising production and
downsizing employment

A number of questions remain
unanswered.

O To what extent had export-oriented
sectors been employing excess labour?
Did the phasing out of the general
eXport incentive scheme (GEIS) affect
employment in those sectors? To what
extent is the phasing out of GEIS
therefore a key factor behind the
relative greater employment losses in
export-oriented industries?

Q Is employment loss due to
rationalisation going to continue, given
that the petential for labour
productivity increases without a
substantial degree of investment are
limited?

Q Are mote jobs going to be lost in
export-oriented industries? Given that
the five year tariff reduction and
rationalisation programme only kicked
in in 1995, can we expect a delay in its
effects on employment and see more
jobs being lost in import oriented
sectors?

Employment creation

Why is globalisation not resulting in the
creation of employment? Theory on the
issue suggests that trade liberalisation has
the potential to increase national welfare
and create jobs. Indeed, most cross-
country studies into these issues conclude
that increased trade and foreign
investment flows are (at least in the long
run and in most cases) correlated with
higher rates of economic growth and
preductivity increases for the economy as
a whole. (Edwurdls)

The potential pains do not happen
immediately and are not automatic, They
depend on a range of factors such as the
nature of internal policies and external
cconomic developments,

For benefits to arise, some adjustment
to the economy and a process of industrial
restoucturing is inevitable. This
adjustment, almost by definition, involves o
certrin degree of labour displacement and
an increase in intersectoral flows of
employment. This means that there will
be job losses in some sectors and job
crcation in other sectors

In this respect, the non-tradeable
sectors in South Africa (the public sector,
trade and other private sector services)
could abserb displaced labour given that
they registeced net increases in
employment between 1994 and 1997.
However, there are not enough of thesc
new jobs to absorb workers from sectors
in which jobs were lost, These ‘new jobs’
also often require workers with a much
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higher level of shill than those
workers who are lasing jobs.

The study examined the issue of
w hy plobalisation has not (yet)
resulted in the creation of
employment and what features of
the South African economy may
hayve worked agunst employ ment
creauon

Capital intensive production

The study proves that tmde
hbemlisation may have rsed the
demand for capstal relative to
labour This may be a result of the
fact that South Africa has
specialised in capatal intensive
products, which according to
several authors is a lepacy of past
industrial policies

Trade hbheralisation appears to
have reinforced the eapital
intensive path of the South African
econamy instead of resulling in a
stuft to a more labour-intensive
path This works apainst
cmployment creation. Further
research needs to be done on why
trade hberalisation and changes in
industrial policies have not caused a shift
towards a more labourintensive path.

Lack of investment

A lack of investment is one of the hey
reasons that employment is not being
created The study proves that higher levels
of investment are associated with hugher
employment levels In other words,
wnvestment increases the atwlity of firms to
crcate jobs Insufficient physical capital
stock (such as plants, vehicles and
machinery) may e at the heart of the
employment problem as these levels are
presently insufficient 1o absorb more
employment It is important o note in this
respect Ithat evels of investment in South

the ILO’ report.

Africa at present represent only about 17%
of GDP This is much lower than other
middle-income countries that have been
successful in creating employment.
Investment in these middle income
countries is usually greater than 25% of GDP

Skills shortage
The potential gains from globalisation are
not a straight forward matter. A period of
adyustment, which will invalve the
displacement of workers 1n certain sectors
and (hopefully) their re-employment in
other sectors of the economy,is an
inevitable part of the process

The South African economy suffers
from a severe shortage of shilled labour
and the new jobs created tend to requure
relanvely high levels of skills. This makes
it very difficult for*displaced’ labour in
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one sector to be absorbed in another
sector The skills profile of the South
African labour force is decreasing the
labour market’s ability to adapt to the
instability often associzted with
globalisation It could also have negative
consequences in terms of economic
growth and may have hindered the
development of labour intensive sectors.

Inequality
Gloablisation ean result in inter-sectoral
cmployment flows. It can also lead to rising
inequahty and labour market insecurity.

The cross-country analysis conducted
by the ILO Task Force (1999) confirmed
that glebalisation was associated with the
erosion of the standard mode! of salaried
employment. New forms of employment
are emerging While they often provide
new options for many workers they also
have a number of negative social
consequences, particularly for low skilled
workers

Globalisation also tends to benefit some
individuals or groups morc than others. This
translates into cither wage incqualities, or
employment inequalities or both

Labour market policy

International expenence suggests that a
country’s pelicy interventions affect the
extent to which it reaps the potential
benefits from integrating, into the global
cconomy and decreases the negative
consequences

abour market policies now need to not
only balance efficiency with equity and
employment security, but also provide the
conditions for the mobulity of labour
between sectors - as a more open economy
is associated with more intersectorl
employment flows. (ILO, 1999b) This
involves a1 shilt of (ocus to acuve labour
market policies, skills development and
providing an adequate social safety net

As 1 more open economy is associated
with more inter-sectoral employment
flows (ILO, 1999), it i1s very important tha
labour market policies do not restrict, but
rather facilitate the adaprability of the
labour market. Labour market policy need
to provide for the (inevitable) mobility of
labour between sectors by means of activi
labour market policies and a focus on
skills development.

As the experience of countries such as
Chile has shown, globalisation has the
potential to increase national welfare,
However, we cannet ignore issucs that
relate to the distribution of these benefits,
the employment effects and the possible
negative social consequences.

Transitional adjustments induced by the
opening up of the economy places a new
basket of factors on the table. Labour
market policy in a liberalising economy is
not a simple matter of ensuring efficiency
in the labour market and ‘regulating
flexibility’. The rising unemployment,
increasing labour market insccurity and
disproportionate benefits from 1 more
open economy make it necessary for us to
develop a more thorough understanding
of the dynamics involved and assess policy
options and their effectiveness in creating
a better living for all
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