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The paradigm shift in global trade relations — implications
for South Africa’s industrial and trade policies

As production becomes increasingly dispersed around the world with the growing allegiance to
regional and global value chains (R/GVCs), many countries are under pressure to rethink their
industrial and trade policies. Aligning industrial and trade policies is difficult at the best of times, but
a new dimension has crept into the policy space—the gradual shift in the locus of trade power from
countries to firms in the wake of the R/GVC phenomenon.

This was the broad theme of a workshop jointly hosted by the North-West University TRADE
research entity/WTO Chair and the South African Institute of International Affairs (SAIIA) in
Potchefstroom on 22 September 2016, titled ‘Navigating Global Headwinds and Tailwinds: New
Directions for Industrial and Trade Policy’. The workshop brought together policymakers,
academics, economic commentators and business people to debate where South Africa’s trade and
industrial policies should be going in the face of a global landscape that is rapidly making way for
businesses (irrespective of their size or location) to obtain a ‘fast pass’ into international trade—
provided, of course, they can meet the invariably strenuous cost and quality criteria demanded of
value chain participants.

“The trade in well-defined products like wine or textiles is declining,” said Prof Peet Strydom,
Extraordinary Professor at the North-West University. “Production chains are being sliced up and
extended over several countries. Technological change—evidenced, for example, in faster
telecommunications and computing speed, cloud technology and 3-D printing—is a huge driver of
this process. Nowadays, it is less about what you export than how you produce your exports.”

In the past, formal trade agreements—heavily geared towards preferential market access—were key
drivers of export activity. Today, with the unbundling of production around the world and the
surging intermediate goods trade, cost competitiveness is still a major consideration. But innovation
and the quality of accompanying services are also leading factors. This new reality is placing
policymakers in the South African government in a bit of a quandary as an increasingly business-
driven approach to industrial and trade expansion makes it difficult to prioritise those sectors
needing support and potentially flies in the face of the government’s overarching goal to create a
more inclusive economy. Having said that, the changing paradigm seems opportune since it is
putting pressure on the government and its partners in business and labour to re-evaluate South
Africa’s industrial-trade policy nexus.

Prof Strydom suggested that it is time to look at South Africa’s industrialisation policy in the broader
context of global trade dynamics and trade policy imperatives, rather than the other way around.

“Although globalisation has generated substantial wealth, international trade has been driven by
relatively few producers,” he remarked. “In South Africa and the world in general, it's mainly large
firms—which are efficient and employ skilled people—that export. What is needed is a ‘package
deal’ that takes cognisance of the new forces at play at a global level and creates an industrial
environment that encourages higher value-added activities and a new skill set, among large and
smaller players alike.”



“Southern Africa is poorly integrated into global value chains,” said Talitha Bertelsmann-Scott, head
of the Economic Diplomacy Programme at SAIIA. “There is great potential in the area of agro-
processing, for example, but weak production and logistics capacity is a serious impediment. Many
foreign investors looking at the region also see policy uncertainty, which is a further deterrent. What
is needed is a much more aggressive marketing drive by regional players to convince the world that
southern Africa is worthy of investment. This must be backed up by a credible and actionable
programme of industrial development and export capacity building that centres on the building of
human capital.”

Peter Draper, managing director of Tutwa Consulting, said that regional trade agreements can help
to bolster trade within southern Africa but that his preference is for a ‘light’ regional integration
model, characterised by inter-governmental coordination rather than supranational arrangements
that require the kind of capacity that African states generally lack. “Building customs unions around
the continent”, he said, “is misplaced”, citing the loss of sovereignty that these entail as being a
particularly contentious issue. Peter indicated that a system of regulatory convergence, as opposed
to harmonisation, is generally more palatable and realistic, which would be further helped by a
collective commitment to reducing red tape—particularly where regional value chain opportunities
present themselves.

Taking a holistic view of industrial and trade policy is clearly an imperative in South Africa because
production quality and efficiency are emerging as the new drivers of trade relationships which, in
turn, should influence the industrial agenda. This, though, will involve a shift in mind-set. Although
the government advocates an industrial path that has a strong developmental/labour-intensive
character, what needs to be accepted is that many jobs—by their very nature—are under threat
because they will eventually be performed by machines. Such jobs are largely in the medium-skilled
range, with those in the low-skilled and highly-skilled categories being comparatively less vulnerable.

As South Africa is engulfed in a rising tide of unemployment, the need to build more—and more
appropriate—skills has never been so urgent. In this regard, it is important not to fall into the habit
of protecting jobs rather than making way for new ones. The government is often coy about the role
that imports play in the country’s economy because imports can put local producers out of business.
Yet imports are fundamental to the workings of an economy—as a source of technology-rich capital
equipment and as inputs for export-geared production. Services, too, are becoming integral to a
value chain’s architecture and offer many opportunities, but are frequently overlooked at the policy
level.

Where industrial policy and trade policy should naturally converge is in the area of infrastructural
development. However, according to Martin Cameron, director of TRADE Research Advisory (Pty)
Ltd, a longstanding ‘silo’ mentality in government departments looking after trade, transport,
energy, telecommunications, etc. has produced a range of policies that are insufficiently aligned or
simply lacking in substance, which has resulted in much dislocation at the operational level.

“Deficiencies in the area of ‘critical infrastructure’ make it almost impossible for countries to
capitalise on their industrial or export potential,” said Martin. “For example, about 50% of
businesses in sub-Saharan Africa cite the unreliable electricity supply as being a major impediment
to their operations. South Africa is no exception in this regard, with its sporadic power problems
being attributed to years of under-investment, which is further compounded by an opaque energy
policy.”

South Africa is looking into an abyss as far as its incoming foreign direct investment (FDI) is
concerned. Not only has incoming FDI been on a steadily declining growth path in recent years, it



has been overtaken by a steep rise in outward FDI flows as more and more companies establish
operations in more cost-efficient and investor-friendly locations, such as Mauritius, India, the UK and
other parts of the EU. Shrinking investment has serious implications for the whole economy—not
least of which for South Africa’s export sector which could hold the key to greater economic stability
and inclusiveness if it created more opportunities for SMEs, which constitute around 90% of
businesses in the country.

Prof Raymond Parsons, from the North-West University School of Business & Governance, said that
one of the cornerstones of an effective industrial-trade partnership in any country is a coherent set
of policies straddling many economic sectors. “In South Africa’s case, the pervasive message coming
from investors is that there is insufficient policy certainty and as a result, there is no clear sense of
direction.” This, he said, was inhibiting the country’s economic performance and making it difficult
for businesses to take advantage of opportunities presented by regional and global value chains.

“Where there is policy certainty,” continued Prof Parsons, “companies are encouraged to build up
cash reserves as part of a long-term commitment. However, in an uncertain climate, a long-term
commitment of funds is much more difficult to secure. Even a weak policy relating to a fairly certain
outcome is better than a policy that lacks definition and/or the assurance of continuity.”

With local and foreign investment being crucial for the development of South Africa’s industrial and
trade sectors, a key priority going forward is for government and business to jointly commit to
implementing the National Development Plan (South Africa’s economic and social development
blueprint to the year 2030) and continuously—and together—monitoring and reacting to regional
and global dynamics that are likely to affect the country’s economic trajectory.





