























automobile industry, like many automobile industries in developing countries, developed
as a purely assembly industry with the main objective being to service the needs of the
domestic market. The protective policies, however, isolated the South African assembly
plants from the global production networks of the parent companies. The South African
assembly plants only exported completely knocked down (CKD) packs.

During the 1980s, the South African automobile industry experienced difficulties as many
foreign companies exited the country due to the international campaign against the
apartheid. The imposition of sanctions resulted in the disinvestment by the both General
Motors and Ford (the two largest North American OEMs). The Motor Industry
Development Programme (MIPD) was introduced in September 1995. Department of
Trade and Industry (2004: 16) explains that the Motor Industry Development Programme
(MIPD) “...involves a gradual but progressive reduction in assistance....” The MIPD has

deviated from the previous protective s stipulated that as no local content
requirements are set. AIEC (2008:11) > main objective if the MIDP is to “...
rapidly increase the international com, e domestic automotive industry and
facilitate the increased exports of ¢ 1p (CBU) vehicles and automotive

components.” The main aim of the MIDPYme was to reshape the future direction
of the South African automof[\quimlem[gs oeFeprth#d girthe associated industries. In
order to achieve the above objectivé 8/MIDR Wad grigdhsglly reduced tariff protection. This
has been in order to eprse the South African automobile industry to greater international
competition. The MIDP has put programmes in place to allow exporting firms to earn
rebates on automotive import duties. This has been an attempt to encourage and enable
domestic automobile firms to produce higher volumes. AIEC (2008:11) points out that the
MIDP was established was to “to entrench the outward orientation of the industry, thereby
restructuring it to achieve global competitiveness...” In addition, the MIDP was ‘introduced
in order to maintain both the employment and output contributions of the automotive
industry to the South African economy.

1.2) Statement of the Study

The study examines commodity dependency with regards to the automobile industry in

South Africa. This is because substantial assistance has been given to the automobile
industry in South Africa via the Motor Industry Development Programme. In addition, the
export of automobiles has been regarded as a key factor in economic growth. The auto
sector has been regarded as one of the success stories for South African industry and

industrial policy. This success is based mainly on the recent growth of both assembled


















The implication is that key decisions about the South African automobile industry are made
abroad by the respective parent companies. Hence, it is highly likely that the agenda of
decision makers of the parent companies may differ from those in South Africa. However,
despite key decisions being made aboard, the movement towards a greater degree of
foreign-ownership has allowed the South African automobile industry to become more
integrated with the global production and export networks of their parent company. This

has facilitated an increase in both investment and automobile exports.

The Delta Motor Corporation (formerly General Motors) faced greater difficulties with
regard to its vehicle exports. This is mainly because Delta struggled to establish a
significant stake in the South African automobile market. Delta (formerly General Motors)
re-entered the South African automobile industry in 1996. Compared to the other

automobile firms in South Africa, Delta was characterised by a relatively small CKD

assembly plant. Delta attempted to i et share by implementing an export
programme. However, Delta’s amou ent, production levels and vehicle
exports remain relatively small and i pared to the other OEMs in South
Africa (Black, 2001:19). Although De i1 to increase its market share and

scale of production, it is not the only auto/ @il to have experienced difficulties in the
South Africa market. The J@mﬂgst&yd dinds (KMis¢d@ped Toyota) have also been
characterised by low levels of inviegdvient. FldRerHs?E, they continue to operate under
licence agreements that only permit them to export to certain markets. For example,
Toyota South Africa has been permitted to export vehicles to very limited consumption
markets in Southern and Eastern Asia. The Toyota subsidiary in South Africa mainly
exports vehicles to African countries. This has placed substantial constraints on their scale

of production and export performance (Hall and Robbins, 2006: 7).

The automobile industry is a scale-intensive sector and is characterised by economies of
scale. As a result, automobile firms are required to produce a large volume of vehiclés in
order to reduce average costs of production. The South African automobile firms face
large domestic constraints, such as: domestic sales and foreign demand for automobiles.
If the South African automobile firms only produced vehicles for the domestic market, they
would not be able to obtain the large production volume necessary to reduce average
costs of production. The South African automobile firms would only be able to produce a
very small scale of output of vehicles at high average costs of production. These low levels
of output would be detrimental to the survival of the automobile industry in South Africa. -
Therefore, the only ;i)‘v'ay that the South African automobile firms are able to increase their

production and reduce their average costs of production is by exporting their output of

8















automobile industry. Even though import substitution assisted the South African
automobile industry’s development and reduced vehicle and component imports, it was not
successful with regards to giving rise to an automobile industry with a large scale of
production. Import substitution and the local content programme resulted in increased
competition amongst the automobile firms to produce a variety of models (Black and
Mitchell, 2002:2). This was in order to satisfy the increased domestic demand for different
models of vehicles. The South African automobile industry developed into an industry that
produced a variety of different models at relatively low levels of production for each model.
As a result, the automobile assembly plants were unable to obtain economies of scale.
This was because the different vehicle models were produced on a low scale and at high
average costs. Import Substitution and the local content programme gave rise to an

automobile industry that was highly inefficient and uncompetitive.

Trade protection in the automobile i only criticized on the low scale of
production. Import substitution and rogramme also contributed to the
isolation of the South African automc lack and Bhanisi, 2007: 133). The
South African automobile industry wa: aged by its relatively small domestic

market, low scale of production and ‘Gthy shipping distance to the major
international markets (i.e. espd¢ighy the Eyrqﬂe@rom@rkgﬁr. The political and economic
uncertainty caused by apartheid weg -dfd¢ dateirerisllfs the growth and survival of the
South Africa automobile industry. During the uncertainty and unrest of the 1980s, domestic
demand for automobiles stagnated (Meyn, 2004:8). Despite the negative effects of trade
protection and economic uncertainty on the South African automobile industry, the
government continued to adopt import substitution and the local content programme. This
was even though it had been argued that import substitution had failed in the South African
automobile industry, as well as industries in other developing (i.e. Latin America, Asia and
Africa) and developed countries (i.e. Australia, New Zealand and Japan). The government
was determined to establish an autonomous national vehicle and component industry,
regardless of the consequences of a protective trade policy. Due to South Africa’s isolation
during apartheid, the government viewed the establishment and development of a national
automobile industry as being essential for economic growth and industrialization. This was
mainly because of South Africa’s increased isolation. By the 1990s, the South African
automobile industry had become an industry which displayed slow growth, high average
costs, low productivity and a large number different models being produced at low levels of

output.
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automobiles could, thus, be exported. Therefore, automobile production could be
increased to satisfy both the domestic and international markets and in this way,
economies of scale could be obtained. The restructuring of the automobile industry also
involved a process of upgrading and modernisation of the South African automobile
industry (Department of Trade and Industry, 2003: 10).This was in order to promote higher
productivity in the South African automobile industry and also to facilitate the global
integration process. The international markets demanded automobile exports to be of a
higher quality. It was therefore necessary that automobiles destined for the export markets
were of a higher quality. In order to improve quality of production, it was necessary that the
assembly plants and the automobiles produced contained higher levels of technology and

were in line with international standards.

The Motor Industry Development Programme (MIDP) was characterised by various policy

instruments designed to meet the na One of the main policy instruments
used in the MIDP was the gradi lous reduction in tariff protection
(Department of Trade and Industry, 2 lowed the South African automobile
industry to become more exposed t tomobile market and work towards

building up greater international compe™ i MIDP has also included a variety of
incentives in order to facilifgjg) gne g@@gp wr¢afdm ppecialization and growth in
automobile exports. Flatters (200502§ (hdigatds-E8aLpE6r to the MIDP, the automobile
industry “...Was protected by tariffs in excess of 100 percent and burdensome local content
requirements.” As a result, the South African automobile industry produced a wide range
of models at a very low level of production. The high protective trade policy implemented
before the MIDP had resulted in an automobile industry that was inefficient. If the import
tariffs and trade protection had been eliminated altogether, the South African automobile
industry could not have competed in the domestic and international markets. For this

reason, tariff barriers were gradually reduced under the MIDP.

| The main features of the MIDP are: a tariff phase-down programme, additional
government assistance, duty-free allowances and the small vehicle incentive scheme. The
MIDP was more geared to export promotion than any of the previous trade protection
policies. Under the MIDP, an increase in exports has been regarded as having the ability
to obtain economic growth and sustainable economic growth. However, this is vi'ewed as
only being achieved with sufficient government assistance. The MIDP policy is regarded
as being in line with the movement towards trade liberalization in South Africa and has
been viewed as being successful in the South African automobile industry. The MIDP

provides various incentives that are intended to rationalise the automobile production into
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The MIDP also included an import-export complementation scheme (IEC) that would allow
the OEMs to earn sufficient foreign exchange by exporting vehicles and components
(Damoense and Simon, 2004:255). Import-export complementation was used in an
attempt to offset foreign exchange utilised in importing components necessary for
automobile production. The import duty rebate credit certificates (IRCCs) were issued by
the Department of Trade and Industry. The IRCCs are based on the value of automobile
exports. The automobile firms are able to earn import credits that allow them to reduce the
dutiable value of imported component or vehicles in proportion to the value of their vehicle
exports. The IRCC scheme allows an automobile firm that exports vehicles with local
content valued at R 100 million to import automotive components valued at R 100 million
duty free. In this way, the import-export complementation scheme allows the automobile
firms to earn import duty credits by increasing automobile exports. The MIDP, therefore,
allows the South African automobile firms to aualify for duty drawbacks on imported
components and receive IRCCs in ¢ ir automobile exports (Flatters and
Netshitomboni, 2006:4).

The above scheme provided the Sot nobile firms with a means in which
they could reduce their costs of productio™fill#s the case especially since these costs
of production relied heavily ouﬁmweqtsg;ynmnﬁm: 1t-kddi@on, it provided an incentive
for the South African automobile- fites & IhcFeassd <Heff exports. The more the South
African automobile firms are able to increase their exports, the more they will be able to
have access to the duty rebate on component imports. The import-export complementation
scheme has allowed automobile assemblers to earn and use import credits in order to
source imported components at competitive international prices (Black and Bhanisi, 2007:
138). It was this growth in exports that was expected to increase economic growth in
South Africa. Another incentive that was introduced by the MIDP was Productive Asset
Allowance (PAA). (Barnes and Meadows 2008:28) This incentive facilitated an increase in
investment into the South African automobile industry. The Productive Asset Allowance
(PAA) allowed the OEMs to earn duty credits equivalent to 20% of the investment placed
~in the South African assembly plants (Black and Bhanisi, 2007: 138).However, the PAA
étipulated that the duty credits could only be earned from investments that were placed on
rationalising a particular product model. Hence, the PAA facilitated both increased
investment and the further rationalisation of the South African automobile industry.
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Table 2.4.3: Share of World Automotive Exports of Selected Countries (%)

3000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Argentina 036| 036| 026| 021| 025| 033| 041| 046| 053| 065
Australia 037 | 040| 037| 038| 036| 038| 032] 031| 035 024
Austria 144 | 152| 156 161 | 189| 182| 183| 1.76| 1.61| 157
Brazil 0.81] 085| 078| 089| 101| 1.30| 1.27| 1.09]| 1.18| 1.01
Canada 7050 | 9.63| 895| 7.78| 740| 7.04| 648| 548 4.16| 404
China 027 | 033| 043 049] 073| 1.08| 141| 1902| 2.30| 234
Czech Rep 081 | 097 102| 1.08| 122| 144 163| 175| 1.01| 2.39
France 678 | 609| 7.08| 748| 759| 686| 612 570| 525| 539
Germany 17.44 | 18.81 | 19.33 | 20.33 | 19.57 | 18.50 | 18.18 | 18.77 | 18.61 | 16.66
India 010| 010] 011| 015| 020] 028| 029] 029] 039| 056
Tealy 320| 345| 2.96| 317 | 3.14| 298| 307| 321| 321] 298
Japan 16.04 | 14.07 | 14.60 | 14.03 | 1343 | 13.31 | 13.60 | 13.21 | 13.73 | 12.25
Malaysia 0.05 0.04 0.05 0.05 0.06 0.08 0.09 0.09 0.09 0.11
Mexico 531| 538 491 34| 417 | 377 3.69| 4.8
New Zealand 0.02| 002] 002 2] 001] 001] 001] 002
Singapore 0.12 0.11 0.12 25| 023} 024| 027 0.35
Slovak Rep 041 040 045 2| 082 1.43| 124 134
Slovenia 0.19 0.19 0.21 u.'u.34 0.34| 047 049 0.56
Spain 482 | 484 4.65098HET B ITTeABE®4 50| 458 | 4.42| 4.93
Thailand 042| 047| 045| 054 | 0.64| 0.86| 097 | 1.05| 1.30| 1.38
United States | 11.63 | 11.11 | 10.66 | 9.46 | 8.87 | 9.31| 9.32| 9.07 | 8.95| 8.58

Source: WTO. International Statistics

Table 2.4.3 aboVe reveals the relative share of world automotive exports from 2000 to
2009. Although South Africa’s share of world automotive exports has increased from 0.3%
in 2000 to 0.6% in 2009, it is still relatively small. This is especially compared to other
countries such as Argentina (0.65%), Brazil (1.01%) and Thailand (1.38%). South Africa’s
share of automotive exports is greater than that of Singapore (0.35%), New Zealand
(0.02%), Malaysia (0.11%), India (0.56%) and Australia (0.24%). The share of Aﬁstralian
automotive exports is surprisingly small since the MIDP policy adopted in South Africa was
modelled on the export promotion policy adopted in Australia. Table 2.4.3 also reveals that
the countries that have dominated the share of automotive exports are: Germany
(18.66%), Japan (12.25%), and the United States (8.58%). Overall, most of the countries
have shown an increase in their share of world automotive exports. However, the countries
that have shown the greatest increase in their share of world automotive exports have

been: Thailand, Slovak Republic and Brazil. Some countries have shown a decrease in
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economies of scale and economic growth. David Ricardo was the founder of the concept
of comparative advantage. Meier (1988:3) explains that “... Ricardo demonstrated that
under conditions of free trade, a country will specialize in the production and export of
those commodities for which its costs are comparatively lowest ...” Furthermore, the given
country would import commodities that it produced at relatively high cost. According to
Ricardo, a country was deemed to have a comparative advantage in a commodity if it was
able to produce the given commodity at a lower average cost and thus more efficiently
than other firms in the global market. In this way, the cost of indirectly producing imports
would be less than if the given country had to produce these goods domestically.
Countries were, therefore, encouraged to specialise in commodities that they had a
comparative advantage in and import those goods for which they had a comparative
disadvantage. As a result, efficient allocation of commodities would be achieved and

countries that were engaged in trade wonuld nnlv hengfit. Taban and Aktar (2008:1537)

argue that the “... better a country is specialised commodities, the more
revenue it will raise from its exports it will be able to procure imports.”
Export expansion was regarded as res sase in export revenue in the form of

foreign currency. The more a country Wavuuialise in produCing a commodity, the
greater the exports of that coTjnodi}y would betan thte ﬁ’ger the sum of foreign currency
revenue the given country would 1”88@%% Thig: fepgign gurrency could then be used to
purchase imports that would be necessary for the production of the given commodity. This
relates to the South African automobile industry as foreign currency revenue is required in

order to imports inputs that are necessary for production and export.

The nature of the Classical trade theory was intended to explain the possible advantages
of and gains from trade and specialisation in production and the export of goods. A
limitation of the Classical perspective is that it focused mainly the possible static gains
from trade. As a consequence' of this, any dynamic gains from trade were ignored.
According to the Classical perspective, a positive long run relationship between export
growth and economic growth was implied as the gains from trade could be interpreted as
“economic growth. It is, however, questionable as to whether South Africa actually has a
comparative advantage in producing automobile exports. The South African automobile
industry is highly dependent on the foreign-owned parent companies. Also, automobiles
are produced at relatively lower cost in other developing countries such as Brazil.
Furthermore, dynamic gains from trade are more crucial for long run economic growth than
the static gains from trade as identified by the Classical perspective. It is possible that
automobile exports in South Africa have made a positive contribution towards long run

economic growth through dynamic gains from trade rather than static gains from trade.
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exports as an engine of growth in the 20" century was due to the increased substitution by
the developed countries of their products for primary commodity export products from the
developing countries. This gave rise to export pessimism and the implementation of
imports substitution policies. Export pessimism implied that the natures of the commodities
that were exported did matter. Although the export pessimism does provide an explanation
as to why long run economic growth may not be achieved, it might not relate to Export-Led
Growth hypothesis in the case of the South African automobile industry. This is mainly
because automobile exports constitute manufactured commodities and not primary

commodities.

3.2.3 ) The Endogenous Growth Hypothesis
The Neoclassical growth model was challenged by the Lucas (1988) and Romer (1990)

endogenous growth model. Mallick sates that the endogenous growth
models of Lucas (1988) and Romer (1 d the “... role of endogénous factors
.... as the main engines of economic ¢ or, these models differed with regard
to the source innovations or spill-ove - Romer (1990) endogenous growth

model, focus was placed on the invesS;??physical capital. In the Lucas (1988)
endogenous growth model, ai{gﬁip@eqﬁgqup@ﬁ Poie Hwgpiment in human capital rather
than physical capital (Fedderke and)@#tikins, ROFBLAE).  this way, Lucas (1988) viewed
human capital as an endogenous factor of growth that depicted the quality of labour in the
domestic industry. An increase in exports is regarded as having knowledge spill-over
effects. In this way, export expansion will lead to improved knowledge, skills and advanced
technology being used in the export industry. As a result, labour productivity will increase
in the given export industry. However, this does not necessarily occur in developing
countries. Herzer (2000:7) states that “... the ability of th’e non-export sector to absorb
potential knowledge spill-overs from the export sector depends on its absorptive capacity.”
The domestic firms are mainly characterised by backward production techniques and low
skilled workers. This makes it difficult for developing countries to make use of both the
.advanced technology and the knowledge spill-overs from developed countries. The
limitation in the utilisation of technology and knowledge is not the only problem that
developing éountries face with regard to the Export-Led Growth hypothesis. Herzer
(2000:7) indicates that “... many developing countries are subject to excessive business
and labour regulations that limit both the mobility of factors between sectors and the
flexibility of factor prices.” These factors have the ability to limit the potential knowledge
spill-overs. As a result, they could cause productivity losses resulting in the

underemployment of resources. Therefore, an increase in exports in developing countries
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may not increase the productivity, skill-level, output, and reduce unemployment in the

given country.

Economic growth is obtained through the ‘learning-by-doing’ effect as the rise in labour
productivity is viewed as having positive externalities by enhancing both public and private

investment in human capital and, thereby, leading to long run economic growth. The South |
African automobile industry relies on technology, knowledge and know-how from the
foreign-owned parent company (Flatters, 2002: 4). With reference to the South African
automobile industry, imported inputs that may contain more advanced technology from
abroad are used in the production and export of vehicles in South Africa. As a result,
automobile export expansion provides a means of gaining access to imported inputs that
contain more complex technology. In this way, the South African automobile industry will

improve its production processes by gaining access to technologically innovative and

possibly more efficient methods of ¢ xporting automobiles. By importing
technologically sophisticated automc s, the South African automobile
industry will be able to obtain ecc le and improve the technological
knowledge and skills of its labour forc increase in exports will result in an

increase in technologically augmented |aPSi®8rding to the Lucas (1988) endogenous
growth model, it is this technqlpgipelrautnerfed Gibburifare that will lead to economic
growth. However, the Endogenous gfsit¢ tHeom @€ ity éantrast to the Export-Led Growth
hypothesis as it views exports as an additional and not the key factor in contributing to

long run economic growth.

3.2.4) The Nature of Causality between Exports and Economic Growth
Assuming that exports are beneficial and not a faltering engine of economic growth, the

Export-Led Growth hypothesis suggests that there is a long run causal relationship
between exports and economic growth. According to Khan et al. (1995:1002), “... a
definite unidirectional causality running from exports expansion to economic growth ... will
- lend credence to the EXport-Led Growth strategy.” For the Export-Led Growth hypothesis
to hold, it is imperative that only a long run unidirectional causal relationship exists running
from exports to economic growth. If the causal relationship occurs in the short run and not
the long run, this does not constitute the Export-Led Growth hypothesis. If the long run
causal relationship is found to run from economic growth to export growth, this is referred
to as the Growth-Led (or Growth-Driven) hypothesis. This sUggests that domestic output
growth is a prerequisite for export growth. Tsen (2010:625) argues that “... there is a
possibility of feedback effects from economic growth to exports and domestic demand.” It
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is possible that economic growth could cause both an increase in exports and domestic
demand. This expansion of domestic demand is associated with the rise in national
income due to the increase in domestic output. However, this rise in domestic demand
could lead to a decrease in exports and result in a negative relationship between export
growth and output growth. This would occur if the rise in domestic demand (as a
consequence of output growth) is concentrated in commodities that were formerly destined
for the export market. In this way, the rise in domestic output would cause consumers to
purchase goods that might previously have been exported. For example, if domestic
consumers’ income increases, they may decide to change their consumption patterns and
purchase more South African—produced automobiles. This would occur even though the
automobiles were actually intended to be exported to foreign markets. As a result,
automobile exports would decrease as automobiles produced in South Africa and destined

for the export market were rather domestically consumed. This could lead to a situation

where automobile imports are greater exports.
If other components of demand, othe re found to cause economic growth,
this gives rise to the Domestic De th hypothesis. This suggests that

domestic demand would cause econo™#% and, there would be no causation
running from exports to econ@ﬁmﬁgif}ﬁqgﬂﬁgﬁt@m, domestic demand factors
have a more significant role in explEigiagecomomic gtenes. Exports would either not cause
economic growth or have a minimal role in generating economic growth. Tsen (2010:631)
points out that “... an increase in economic growth in turn would lead to an increase in
domestic demand, which is called the Growth-Led Domestic Demand hypothesis.” This

indicates that an increase in economic growth would cause a rise in domestic demand.

Bidirectional causality between exports and economic growth can also occur. This implies
that a rise in exports would cause economic growth and in turn, a rise in economic growth
would cause export growth. However, there is no specification as to whether a rise in
exports would cause an increase in economic growth first or whether economic growth
would cause a rise in exports first. Furthermore, there is no specification as to whether the
export expansion or economic growth would cause each other at the same time.
Bidirectional causality only indicates that there is dual causality between exports and
economic growth. With reference to causality, the Export-Led Growth hypothesis can be
viewed according to a narrow or a broad definition. The narrow definition of the Export-Led
Growth hypothesis states that a rise in exports must cause an increase in economic
growth and there is no causality running from economic growth to export growth. The

broader definition of the Export-Led Growth hypothesis states that there is bidirectional
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causality between exports and economic growth. It is also possible that no causality
occurs between exports and economic growth. Anwer and Sampath (1997:13) explain that
if “... GDP and exports do not cause each other ... there are other factors which keep
them moving together.” This implies that export growth would not have any causal effect
on economic growth and that economic growth would not cause export growth. This does
not mean that export growth will not contribute towards economic growth or that economic
growth will not influence export growth. If it is found that there is no causality between
automobile export growth and economic growth, it is possible that automobile exports may
still contribute towards economic growth in the long run or short run, but this impact on

economic growth may be minimal and will not lead to a causal relationship.

3.2.5) Import Substitution versus Export Promotion

Both inward-orientated and outward-oi”© " * *° ' olicies have been recommended as
alternative strategies in promoting lony development and sustained growth.
According to Sawyer and Sprinkler (20 rt promotion has been proposed as
a favourable trade policy for develope veloping nations.” Inward-orientated

trade policies focus on promoting domeSjjjj¥ction and limiting trade opennéss via
import substitution and are chﬂiﬂ%r&eglw RIPtEERR ipgipaents such as: import tariffs,
quotas, direct import controls, exchaggeneonialieed moetariff barriers. Inward-orientated
trade policies are indicative of creating an anti-export bias. In contrast, outward-orientated
trade policies emphasise trade openness and view exports as the key or engine for
economic growth. These policies are characterised by instruments geared at promoting
exports. Hence, under an outward-orientated trade policy, there are either very few or no
import tariffs and trade restrictions. Clarke and Ralman (2005:4) indicate that inward-
orientated trade strategies “... dominated in the 1950s and 1960s, whereas export
expansion was the focus in the late 1970s and especially amongst Western and World
Bank economists, in the 1980s and 1990s.” Historically, most developing countries
adopted an inward-orientated trade policy. Clarke and Ralman (2005:4) explain that “many
global markets, to which the developing nations can target, are themselves often
protected, making it difficult for the developing nation to compete for market share.” If other
economies are protected, this would result in a negative impact on the cost of production
in developing countries. Manufactured exports (especially the automobile industry) would
face higher costs because their exports would become relatively more expensive due to
the import tariffs. The only way that developing countries would be able to compete in the

global market would be to impose import tariffs and other trade restrictions
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main reasons that high import tariffs were imposed to protect the South African automobile
industry. However, the high levels of protection placed on the South African automobile
industry did not allow the industry to become competitive and resulted in an automobile
industry that was characterised by low levels of output and relatively high average costs of
production. With regard to the potential positive relationship between automobile exports
and economic growth, imports substitution favoured domestic production rather than
exports as a determinant of economic growth. Therefore, under imports substitution, an
increase in automobile exports would have either very little or no influence on economic
growth. According to the inward-orientated trade strategy, economic growth was regarded
as a consequence of efficient domestic production of automobiles under a protective
regime of high tariffs. In addition, the domestic production of automobiles would be entirely
geared for the domestic market. Hence, domestic factors were viewed as being more

important for achieving long run economic growth.

Unlike, imports substitution, outward-c olicy involves the absence of trade
restrictions. Outward-looking strategie gies aimed at both supporting and
building up the manufacturing sec o create and establish potential
comparative advantages. Al Mamun aN@?”’ (2005:361) indicate that “.. trade

liberalisation and domestic dplegjiaiipg Wréﬁll@ Jp¢up1ef ade and industrial policies
since the 1980s ...” Export promdiigredeensss-af thy ddportance of exports and trade

openness in obtaihing long run economic growth. This is unlike inward-orientated trade
policy where the domestic economy is regarded as sufficient in generating growth. Export
promotion views a long run positive relationship between export growth and economic
growth. Outward-orientated trade policies also recognise the need for greater industry
efficiency and competitiveness in the global market; the potential growth of industries
through export growth; the reduction of regulations and the liberalisation of the market-
based competitive economy and the disinvestment of public sectors (Al Mamun and Nath,
2005:361). Export promotion is more in line with the Export-Led Growth hypothesis as an
expansion of exports are regarded as causing long run economic growth. According to the
_export promotion strategy, various benefits of export growth are identified. These include:
access to the global market and foreign exchange, the easing of the balance of payments
constraints, positive externalities on non-export sectors and promotion of economies of

scale.

Silverstovs and Hertzer (2005:2) indicate that “... export expansion may indirectly affect
growth by providing the foreign exchange that allows for increasing levels of capital goods

imports.” In this way, an increase in exports will result in access to foreign exchange and
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result in foreign exchange accumulation. This, in turn, would cause an increase in
imported inputs necessary for production- and lead to an expansion in the scale of
production of the domestic export industry. This is particularly relevant to the South African
automobile industry as most of the inputs utilised in the assembly production of
automobiles are imported. Therefore, a rise in automobile exports will lead to the
availability of foreign exchange which can be used for procurement of imported inputs.
Access to foreign exchange is regarded as being crucial for any developing economy
(Tsen, 2010:628). This is because export expansion is viewed as being a more efficient
way of impacting the development of needs of a developing economy rather than raising

1]

foreign debts. Palley (2002:3) explains that developing economies borrow in hard
currency, and as their terms deteriorate it becomes even harder to earn the currency
needed to service their debts.” Foreign debts are regarded as resulting in debt default as

they are subject to adverse shocks of the currencv. This expansion of exports through

foreign exchange accumulation is vi sing the economies’ capacity and,
therefore, resulting in long run econor ~vard-orientated trade policy is more
in line with the Export-Led Growth hy ovides the means by which exports

are able to expand and make a positiv_ . ...oution to economic growth.
-

A limitation of the Export-Led @Wg; ip'thetdebandency of domestic exports on
foreign income and tastes. Tsen (2008 825} argues tatdt is unlikely that the “... reliance

on Export-Led Growth hypothesis will result in sustained long run economic growth in less
developing economies (LDCs)...” Global markets are viewed as being both volatile and
unpredictable. A recession or financial crisis in the global markets will have a negative
impact on developing countries’ exports. If the national income of the global markets falls,
the exports from developing countries will also fall and this will lead to either a slowdown
or reduced economic growth in domestic economies. This is particularly relevant for the
case of automobile exports in South Africa as they are dependent on the income levels of
the economies of both the Unites States and Europe. Thus, any economic slowdown in
these countries will negatively impact South African automobile exports. Another limitation
pertains to fallacy of composition. Palley (2002:2) explains that “... when one country
manages to increase its exports it often does so by crowding out the exports of another
developing country.” This implies that all developing countries cannot pursue the Export-
Led Growth hypothesis at the same time. If all of the developing countries increase their
exports via export promotion with the objective of obtaining economic growth, this will only
lead to a zero sum gain. Tsen (2010:630) indicates that, in the global context, “... there is
a danger of a beggar-thy-neighbour outcome in which all try to grow on the back of

‘demand expansion in other countries.” This is viewed as giving rise to excess supply in the
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global market and deflationary effects. However, the fallacy of composition criticism is
based on the total exports of the developing countries rather than specific sector exports
(such as automobile exports). It is, therefore, questionable as to whether this limitation will
necessarily hold for the case of South African automobiles. Despite these criticisms, the
Export-led Growth hypothesis provides a guideline with the long-run relationship between
total exports and economic growth. However, it is necessary to consider whether or not

this impact on economic growth would differ due to the nature of the commodity‘exported.

3.2.6 ) The Nature of the Commodity Exported
Most of the criticism of the Export-Led Growth hypothesis relates to the heavy dependence

of developing countries on the production and increased export of primary commodities.

Edwards and Lawrence (2006:6) point out that commodity prices “... are very volatile, and

excessive dependence on such produ a sconomy to considerable instability.”
Hence, the dependency on primary ports is regarded as resulting in
increased uncertainty and variability « svenues and economic growth (i.e.
GDP). This uncertainty hasﬁ a negati / efforts for economic planning. In

addition, the primary export sector is P =d as having either very little or no
linkages with technology or k@ﬁlﬁ@g?%qyfrg‘@ﬁtﬁcﬁeenomy. Furthermore, export
dependency on primary commodilig@s €an réaule ¥ € shift away from competitive
manufacturing sectors. This could result in an additional negative impact on economic
growth because the manufacturing sector is viewed as the key element for generating the

positive externalities that are necessary for sustained economic growth.

Exports of manufactured commodities are associated with dynamic benefits from trade.
Medina-Smith (2001:1) indicates that the “... association between exports and growth is
often attributed to the possible positive externalities for the domestic economy arising from
“participation in world markets, for instance from the reallocation of existing resources,
economies of scale and various labour training effects.” This is important in the case of the
production of autonﬁobiles as economies of scale are necessary in order to reduce the
average cost of production. A growth in exports is also viewed as generating employment
opportunities in developing countries. The increase in exports of automobiles can also
assist in training and thus, allowing the South African labour force to become more skilled.
Hence, an expansion of automobile exports is more likely to have a favourable long term
affect on economic growth compared to an increase in primary commodity exports. This is

due to the nature of the commodities exported.
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short run. Deme (2002:8) explained that the possible reason for the lack of a long run
relationship between the variables was due to export revenues “.. not invested carefully
on targeted projects with high returns ...” In Nigeria, any revenues from exports were used
to finance projects with either no or very little economic returns. A bidirectional relationship
was found to exist between real exports and real GDP, in the short run. The impulse
response function indicated that a one-time shock in real exports stimulated positive
economic growth. However, the impact seemed to subside with minor tremors (Deme
2002:11). Although export expansion was found to positively impact economic growth, this
was a short run rather than a long run phenomenon. Therefore, the Export-Led Growth

hypothesis was not found to be valid for the case of Nigeria.

Mohan and Nandwa (2007) analysed the validity of the Export-Led Growth hypothesis and
the contribution of exports to economic growth in Kenya for the period 1970 to 2004. The

variables used in the study included: rts, imports, labour and the nominal
exchange rate. In addition, a dummy lised in 1983 to denote the period of
economic liberalisation in Kenya. The skey-Fuller and Phillips-Perron tests
were employed to determine statione ds testing approach was utilised to

examine the long run and short run contr S exports to economic growth. The main
findings revealed that both experis, mit’smgﬂlad)ptppﬁmye relationship with economiC
growth. It was also concluded thatexgeHlmHdE-a-gredter contribution to economic growth
- than any of the other variables in the study and that unidirectional causality running from
exports to economic growth existed. Since exports were found to have a greater positive
long run contribution towards economic growth than the other factors (i.e. labour and
capital), it was concluded that the Export-Led Growth hypothesis was applicable in the

case of Kenya.

Musonda (2007) investigated the Export-Led Growth hypothesis in Zambia for the period
1970 to 2003. The variables included in the study were: real GDP, exports, imports, gross
fixed capital formation, the exchange rate, the degree of trade openness and the labour
force. The Augmented Dickey-Fuller test was used to investigate the stationarity of the
variables. The Johansen Co-integration Technique revealed that there was evidence of a
Ibng run relationship between the variables, and the Wald Restriction Test was employed
to determine the direction of causality. The main finding indicated that a bidirectional
causal relationship existed between export growth and economic growth. In addition,
exports were found to contribute positively towards economic growth in the long run.

Therefore, the Export-Led Growth hypothesis was found to hold for the case of Zambia.
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Husein (2009) focused on the relevance of the Export-Led Growth hypothesis for Jordan
for the period 1969 to 2005. The variables included in the study are: real GDP, the net
barter terms of trade and real exports. The Augmented Dickey-Fuller and Phillips-Perron
test were employed in the study to determine the order of integration of the variables. The
Johansen Co-integration Technique indicated the existence of one co-integrating vector
between the variables. The Amended Granger Causality test was employed to determine
the direction of causality. The main finding was that a bidirectional Granger causal
relationship existed between real exports and economic growth. Since a long run
relationship was found between exports and GDP, and export expansion was found to
influence economic growth positively in the long run, the Export-Led Growth hypothesis

was found to be applicable for the case of Jordan.

Chimobi and Uche (2010) analysed the interaction between real exports and aggregate

domestic demand in generating econc “ ° "Tgeria, using annual data for the time
period 1970 to 2005. Economic grc | as a function of real exports, real
government consumption and real t imption. In this way, the potential
influence of domestic demand was >th government consumption and

household consumption. The Augmented Njj#%ller and Phillips-Perron were employed
to determine the order of intewwt%fyr@fsp@ppﬂtgg@ﬁon Technique did not find
any evidence of co-integrating veabtors. Tha tpaiec @ndihg concluded that no long run
relationship was found to exist between the variables. However, economic growth was
found to Granger caused export growth in the short run. Evidence of bidirectional
causality was found between economic growth and government expenditure and between
between economic growth and household consumption in the short run. Export expansion
did not seem to make any contribution towards economic growth in the long run or the
short run. As a result, the Export-Led Growth hypothesis was not found to hold for the
case of Nigeria. This was similar to the findings of Deme (2002).

Jordaan and Eita (2010) evaluated the causal relationship between exports and economic
growth for the case of Botswana for the period 1996 to 2007. The Augmented Dickey-
Fuller test was utilised to investigate the order of integration. Since both exports and real
GDP were found to be stationary at levels, Jordaan and Eita (2010:10) indicated that there
was no need to employ the error correction model. Two separate regressions were
estimated. In the first regression, GDP was regarded as the dependent variable and
~ exports as the explanatory variable. In the second regression, real exports were taken as
the dependent variable and GDP as the explanatory variable. The main findings showed

that a positive relationship existed between real GDP and export growth. In addition, the
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Amended Granger Causality test indicated that bidirectional Granger Causality existed
between real exports and economic growth in Botswana. Jordaan and Eita (2010:11)
explained that the bidirectional “... causality between export and economic growth in
Botswana is not surprising because the main export products are also the main
contributors to GDP ...” The impulse response function indicated that exports responded
positively to shocks in GDP and that exports responded positively to changes in GDP.
Since a rise in exports was found to influence economic growth positively in the long run,

the Export-Led Growth hypothesis was found to hold for the case of Botswana.

N'guessan Bi Zambe (2010) investigated the relationship between export growth and
economic growth in Cote d'lvoire for the period 1980 to 2007. The variables included in the
study were: GDP, exports, imports, the exchange rate and total labour employed. In

addition, a dummy variable was included in the model to capture as well as absorb any

possible economic effects associate ¢ and trade liberalisation in Cote
d’lvoire. The KPSS unit root test was ermine the order of infegration.‘ The
Bounds test approach was employed 1e short run and long run dynamic
relationship between the variables. Th (Block Exogeneity'WaId Test) found

evidence of a bidirectional causal relatior X ecen real exports and economic in the
case of Cote d'lvoire. The n@mﬁ@@ﬁyegﬁa@@)ﬁtaﬂaﬂeexports and labour had a
positive impact on economic growtlt ywhifle e exeRaHge rate and imports were found to
have a negative influence on economic growth. Labour was found to have a more
significant impact on economic growth than export expansion. This revealed that labour
had a more significant factor in generating economic growth than exports in the case of
Cote d’lvoire. As a result, the Export—Led Growth hypothesis was found to be irrelevant for

the case of Cote d’lvoire.

3.3.2.2) Asian Countries
Khan et al. (1995) examined the direction of causality between economic growth and

export growth, using quarterly fime-series data for Pakistan for the period 1972 to 1994.
Total exports were divided into manufacturing exports and primary exports. The Dickey-
Fuller and Augmented Dickey-Fuller (ADF) tests were employed to test for stationarity.
The Engle and Granger two-step method revealed the presence of co-integration between
all of the variables, except for the case where real GDP was employed as the dependent
variable and real primary exports were the explanatory variable in the regression. Khan et
al. (1995:1005). found evidence of a “... two-way stable long run equilibrium relationship

between exports (and manufactured exports) on economic activity.” However, only a one-
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way stable long run relationship was established between economic growth and primary
commodity exports. As a result, a bi-directional long run relationship was found between
manufacturing exports and real GDP in the case of Pakistan. However, there was only a
unidirectional causation running from economic growth to primary exports. The Amended
Granger Causality test was employed to determine the direction of causality. With regard
to the long run regressions, all of the estimated coefficients were found to be positive. The
main findings suggested a positive relationship between manufactured exports and
economic growth as well as primary exports and economic growth. However, economic
growth was found to influence primary commodity exports positively in the long run. In
contrast, primary commodity exports were found not to contribute towards economic
growth in the long run. It was concluded that there was no long run relationship running
from primary exports to economic growth. It was concluded that the Export-Led Growth
hypothesis applied to the relationship between manufactured commodities and economic

growth in Pakistan.

Ghatak and Wheatley Price (1997) e ferent regressions in examining the
relationship between export growth a wth in India for the period 1960 to
1992. Two separate regressions were u' first regression; non-export real GDP
was used as the dependent VETighie qs@lti}p ofPlRoatprHeriebles were real total exports
and real total imports. In the sedcuyel @grasgiarg ast.export GDP was used as the
dependent variable ahd the explanatory variables included real primary exports; real
chemical and fuel exports; real manufactured exports and preciousvstone exports; real
traditional manufactured exports; real non-traditional manufactured exports; real imports;
real physical capital and real human capital. In addition, a Dummy variable was included in
the second regression to take into account possible structural breaks in the chemical and
fuel exports variable. The Engle and Granger two-step process was employed in the study.
No evidence of co-integration was found with regard to the disaggregated model. As a
result, Ghatak and Wheatley Price (1997) removed the measures of imports, human
capital and exports of primary goods from the co-integrating regression in the
disaggregated model. A co-infegration relationship was found to exist in the revised
disaggregated model. The Johansen Co-integration Technique confirmed the existence of
a long run relationship between the variable in both the aggregated and disaggregated
models. The Amended Granger Causality test was employed to investigate the direction of
causality. Ghatak and Wheatley Price (1997) made use of the Engle and Yoo approach in
estimatihg the long run estimates With reference to the aggregated model, the main
findings indicate that real total exports did not Granger cause economic growth in the long

run. In the disaggregated model, bidirectional causality was found between real non-
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traditional manufactured exports and economic growth in the long run only. The
regression analysis revealed that both non-traditional manufactured exports and capital
had the most significant impact on economic growth in the long run. Exports of traditional
manufactures were found to have no significant impact on economic growth. Even though
total exports were not found to contribute positively towards economic growth in India, it
was concluded that non-traditional manufactured exports had a positive long run impact on
economic growth. This suggested that the relationship between export expansion and
economic growth does depend on the nature of the commodity exported. This is relevant
with regard to the relationship between automobile exports and economic growth as it
infers that automobile exports might provide a greater contribution towards economic

growth than primary commodity exports.

Al-Yousif (1999) created an augmented production function to test empirically the Export-

Led Growth hypothesis in Malaysia fo > to 1996. The variables included in

the study were: real exports, real GI nent index (as a proxy for labour),
capital and the real effective excha Augmented Dickey-Fuller test was
utilised to test for the order of integr: 1sen Co-integration Technique was

applied to both the bivariate and multivaNgjjj#¥els. The Amended Granger Causality
test was employed to determing geetipg ?&C@’FF@TE— g gpén findings revealed that real
exports Granger caused economic grgeithein thé:sbetferureonly. However, in the long run,
real GDP Granger caused real exports. The Export-Led Growth hypothesis did not seem
to hold for the case of Malaysia as there was no unidirectional long run causality from
exports to economic growth. The Growth-Led hypothesis was found to be more relevant

for describing the long run relationship between exports and growth in Malaysia

Mallick (2002) examined the determinants of economic growth in the context of India for
the period 1950 to 1996. Mallick (2002:307) explained that the main aim of the study was
to analyse whether India's economic growth could “... be described by incorporating the
mechanisms of endogenous growth with Export-Led Growth or/and Growth theory in a
Keynesian model.” Two separate dummy variables were used to capture the impact of the
oil shocks in 1973 and 1979. The Johansen Co-integration Technique revealed the
existence of two long run co-integrating vectors. The main findings suggested that both
private investment in physical capital and public investment in infrastructure were the main
factors determining economic growth in the short run. With regard to the estimated long
run co-efficients, investment in human capital was considered to have the largest impact
on economic growth in India. Mallick (2002:319) concluded thét the “... key factors to long-

term growth are: public investment, human capital, real interest rate and domestic credit to
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the public sector.” Exports were found to have a minimal effect on economic growth and it
was, therefore, concluded that exports did not play a significant role in contributing to
economic growth in India. The engine of growth in India was identified as domestic
demand factors and not exports. As a result, the Export-Led Growth hypothesis did not
seem to be applicable for the case of India. These findings supported those of Ghatak and
Wheatley Price (1997) as total exports were not found to make a significant contribution to

long run economic growth in India.

Al Mamun and Nath (2005) analysed the relationship between exports and output growth
in Bangladesh, using quarterly time-series data for the period 1976 to 2003. The variables
included in the study were the industrial production index and real exports. In contrast with
the other empirical studies, Al Mamun and Nath (2005) only employed OLS econometric

time-series methods. The Engle-Granger three-step process and the standard Granger

Causality test was utilised to examine ~ between the exports and economic
growth. The main findings conclude e long run relationship was found
between the exports and the industrie ax in Bangladesh. According to the
OLS error-correction method, the esti adjustment coefficient was found to

be negative and statistically significant in WjJ#ial production equation (Al Mamun and
Nath 2005:364). However, ti@gﬁ}@g@ﬂ:};@fq?@‘ 4difgiment coefficient in the export
equation was statistically insignifitagie it was ceelieds® that export growth would only
impact economic growth in the short run. Export expansion was found to contribute to
economic growth in the long run. Hence, the Export-Led Growth hypothesis was found to
be valid for Bangladesh for the period of the empirical study.

Lonik (2006:1) investigated the Export-Led Growth hypothesis, using annual time-series
data in Malaysia for the period 1978 to 2002. This empirical study differed from the other
studies that focused on Malaysia as total exports were divided into primary exports and
manufactured exports. The Autoregressive Distributive Lag (ARDL) model was employed
in the study to examine the long run and short run contribution of primary and
manufactured exports to GNP growth. The main findings of the study indicated that a long
run relationship existed between GNP, primary commodity exports and manufactured
exports in the case of Malaysia. Primary commodity exports were found to have a negative
impact on economic growth while manufactured exports were found to have a positive
effect on economic growth. It was, therefore, concluded that the Export-Led Growth
hypothesis was applicable for the case of Malaysia only with regard to manufactured
exports. This is because of their positive long run contribution towards economic growth.

This suggested that the relationship between export expansion and economic growth does
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concluded that the variables were not integrated of the same order. As a result, the
- Bounds testing approach was employed to analyse both the long run and short run
relationship between the variables. In addition, the Geweke methodology was utilised to
determine the relative importance of both exports and domestic demand in generating
economic growth and the Amended Granger Causality test was utilised to investigate the
direction of causality between the variables. The main findings suggested that a long run
relationship existed between exports, domestic demand and economic growth. It was
concluded that a bidirectional Granger Causality existed between economic growth,
domestic demand and real exports. Tsen (2010:635) pointed out that the resulis of the

1

Geweke methodology suggested that the linear dependence between government
spending consumption and GDP per capita are dominated by the Growth-Led domestic
demand.” Although real exports were found to contribute positively towards economic

growth in China, the main factors that seem to generate economic growth were increases

in both household consumption and g Jdmption. As a result, the Export-Led
Growth hypothesis did not seem to be e case of China.
Alam (2011) examined whether the E h hypothesis was applicable for the

case of Pakistan for the time period 197 T Real GDP was viewed as a function of
both real exports and real TiRefigc 3‘1’@ lE ard Seareer three-step method was
employed in the study. The mal® eigults stggeséCthat both exports and imports
contributed negatively to economic growth in the short run, and positively towards
economic growth in the long run. However, real imports appeared to make a greater
contribution towards economié growth than exports in Pakistan. Owing to the positive long
run impact of exports on economic growth in the long run, it was suggested that the
Export-Led Growth hypothesis was valid for the case of Pakistan. These results differed
from other studies such as: Khan et al. (1995) and Lee (2010) where no evidence of
Export-Led Growth was found with regard to total exports and economic growth. The
difference in findings could be due to the difference in time period, variables employed and

econometric methodology utilised in each of the studies.

3.3.2.3 ) European Countries
Balaguer and Cantavella-Jorda (2002) examined whether or not the Export-Led Growth

hypothesis was applicable for the case of Spain for the time period 1961 to 2000. The
variables included in the study were: real domestic output, real aggregate exports and a
variable of export composition in relative terms. The Augmented Dickey-Fuller and the
Phillips-Perron tests were employed to determine the order of integration of the variables.

The Johansen Co-integration Technique revealed evidence of one co-integrating vector
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between the variables in the study. The Amended Granger Causality test was utilised in
order to determine the direction of causality. The main findings indicated that exports had
a positive effect on economic growth in Spain. Bidirectional Granger Causality was found
to exist between real total exports and real GDP. Furthermore, Balaguer and Cantavella-
Jorda (2002:9) concluded that the structural change in export composition had a significant
impact on economic growth. Hence, evidence of the Export-Led Growth hypothesis was

found in the case of Spain.

Panas and Vamvoukas (2002) tested the validity of the Expori-Led Growth hypothesis for
Greece for the period 1948 to 1997. This empirical study made use of only annual data
and included: real GNP, real total exports and the nominal effective exchange rate. The
Phillips-Perron test was used to test for stationarity. The Johansen Co-integration
Technique revealed the existence of a long run relationship between the variables

-

included in the empirical study. The ™ r Causality test was applied to the

study to test for the possible causal | reen the variables, and an impulse
" response function was utilised to anal 3 system in order to avoid possible
mis-specification bias. The main findir t economic growth Granger caused

export growth in the long run. This was cOGg#y the findings of the impulse response

function. It was concluded thﬂltﬁe‘ éi‘%‘i’tv—ﬁf @'@Hh J{m@@'\esis was found not to be

valid for the case of Greece; inst&agetther Grdwtbelead Jdypothesis seemed to be more

relevant in the long run.

Taban and Aktar (2008) investigated whether or not the Export-Led Growth Hypothesis
was valid for the case of Turkey for the time period 1980 to 2007. Both the Engle and
Granger two-step process and the Johansen Co-integration Technique were performed to
determine whether or not a long run relationship existed between the variables. Conﬂicting
results were found with regard to the presence of co-integration between real exports and
real GDP. Since the Johansen Co-integration Technique is viewed as being more accurate
that the Engle and Granger two-step approach, Taban and Akpan (2008) concluded that a
long run relationship existed between real GDP and real exports. The main findings
suggested that a long run bidirectional Granger causal relationship exists between real
GDP and export growth in Turkey. As a result, the Export-Led Growth hypothesis was

found to be applicable for the case of Turkey.

3.4) Assessment of the Literature
With reference to the theoretical literature, the Export-Led Growth hypothesis seems to

provide a suitable theoretical guideline as to how automobile export growth could result in
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economic growth. Although these empirical studies provide an understanding of the South
African automobile industry and its challenges, they do not address the issue of growth or
even commodity dependence. Most of them merely report on the functions and structure of
the South African automobile industry and the MIDP. They do not examine whether South
Africa should continue to focus on the automobile exports. They do not give any indication
as to South Africa’s dependence on automobile exports. However, the empirical literature
pertaining to the Export-Led Growth hypothesis does provide a general guideline for
testing the relationship between automobile exports and economic growth. This is
especially with regard to the time-series econometric methodology and possible addition

variables that can be included.

Although, the empirical studies incorporate a bivariate model or create an augmented

production function in testing the Export-Led Growth hypothesis, the current study will

focus more on the demand perspect ' t-Led Growth hypothesis. Although,
there is vast empirical literature regai ‘Led Growth hypothesis, there is no
agreement as to whether export ex in a positive impact on economic
growth. Even when there has been a ical studies that focused on a given

country (such as Nigeria, India or MalaySij#%nclusions differ. This might be due to
different variables, economeffg) ReipQiplegyr Yot itithe -empirical studies. Another
reason for the difference in resulfe /@d fiidinge <eeM€de because of the time period

chosen.

With regard to the pattern of econometric techniques employed in the examination of the
Export-Led Growth hypothesis, emphasis seems to have been placed on identifying the
direction of causality. Only a few of the studies analyse the possible contribution of export
expansion on economic growth. The impact of a rise in exports on economic growth
should be a key focus in the investigations of the Export-Led Growth hypothesis. If export
expansion causes a positive contribution towards economic growth in the long run, it
should be concluded that the Export-Led Growth hypothesis holds. However, if an
increase in exports only positively affects economic growth in the short run or if export
expansion has a negative impact on economic growth, then it should be concluded that the
Export-Led Growth hypothesis is not valid. Before examining the findings of the
relationship between South African automobile exports and economic growth, Chapter 4

will review the econometric model and techniques utilised in this study.
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states that 8#0. This suggests that the series of interest does not contain a unit root and is,

thus, stationary.

The PP test is employed in this study as an additional test in determining the order of
integration of the relevant time-series variables. Chimobi and Uche (2010:213) explain that
“ .. the possibility of the presence of structural breaks makes the ADF test unreliable for
testing stationarity.” If any structural breaks are present in the time-series variables, the
ADF test is likely not to reject the null hypothesis. The PP test will reject the null
hypothesis and conclude that the series of interest is stationary. The PP test (Chimobi and

Uche ,2010:213) makes use of the following model:
AYt=a+CYt_1+d1AYt-2+...+dp-1AYt.p+1+}Jt ................................................................. (8)

where AY represents the first difference of the time-series variable of interest; a,c,d4,d2

...,dp-1 denote the parameters to be es* """ = ' spresents a white noise disturbance
term. The null hypothesis of the PP te efficient c is statistically insignificant
(i.e statistically not different from ze wypothesis cannot be rejected, this
implies that the time-series of interest oot and is, thus, non-stationary. The

alternate hypothesis of the PP test is Wgjj#ficient c is statistically significant (i.e.
statistically different from zerq)J H%P&i&%ﬂ‘“ﬁ‘%ﬁs H@f@d in favour of the alternate
hypothesis, this would suggest thafdlye dhe isefzeatidnterest does not contain a unit root

and is, thus, stationary.

Keong et al. (1998:11058) indicate that the null hypothesis “...can be 'rejected if the t-test
statistic from these tests is negatively less than the critical value tabulated.” With
reference to both the ADF and PP tests, if the calculated t-statistic is found to be greater
than the critical values, the null hypothesis of a unit root cannot be rejected and it will be
concluded that the time-series variable of interest is non-stationary. However, if the
calculated t-statistic is less that the critical values, the null hypothesis of a unit root can be

rejected and it will be concluded that the time-series of interest is stationary.

4.4.1.2) Determining the Optimal Lag Length
Asterious and Hall (2007: 322) explain that the “... issue of finding the appropriate (optimal)

lag length is very important ...” This is because the appropriate lag length is associated
with residuals that do not suffer from non-normality, autocorrelation or heteroscedasticity.
Lag specifications that are too short will result in spurious findings (Cornwall 2009:14) In
addition, they can result in mis-specification of the model and disturbance terms that are

not white noise residuals or i.i.d. If the lag order selected is less than the true lag, the
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regression estimates will be biased and the residuals will be serially correlated. However,
if the order of lags exceeds the true order, the power of the VECM or VAR estimates is
reduced. Another problem associated with selecting a higher order lag length (i.e. over
fitting) is that it will result in an increase in the mean-square forecast errors of the VAR

model.

The current study focuses on the following lag selection criteria: the Akaike Information
Criterion (AIC), Schwartz Bayesian Information Criterion (BIC) and the Hannan-Quinn
Information Criterion (HQIC). The optimal lag order is identified when the afore mentioned
~criteria are minimised. Attention will also be placed on the degrees of freedom and the
stability and stationarity of the VAR model. Long lag lengths can also be problematic as
they can consume degrees of freedom. This will result in spurious estimations. (Enders,

1995:313). If the optimal lag length is identified as being say 12 lags and 4 variables are

included in the model, 48 degrees ~ =~ " be lost. If the model contains 66
observations, a loss of 48 degrees ol opardise the efficiency of the model
and generate biased results. If this o ative model of estimation such as a
two-stage least-square model will ha ared. In addition to the selection of

optimal lag length, it is also crucial to enSug?the stability and stationarity of the VAR
model is verified. Focus will{ pg @léng@n Jhepinygrdd 4pets of the AR characteristic
polynomial. If all of the roots have aglvies that @ WYX than one and lie inside the unit
circle, it can be concluded that the estimated VAR is stable and stationary. If all of the
roots have modulus that are greater than one and lie outside the unit circle, the estimated
VAR is unstable and non-stationary. If it is found that all of the roots have some modulus
that are greater than one and others that are smaller than one, or some modulus lie within
the unit circle and at least one modulus lies outside the unit circle, the VAR becomes

unstable and explosive.

4.4.1.3 ) Determination of the Co-integrating Rank
The Johansen Co-integration Technique involves determining the rank of I (i.e. the

number of co-integrating vectors). Deme (2002:5) indicates that the rank of T “... indicates
the number of independent co-integrating vectors.” In order to perform the Johansen Co-

integration Technique, the following VAR model (Deme ,2002:5) is estimated:

p
yt.' = H- + Z Hkyt_k + 5t Hae ves mes sat Ees wuE sse PEE mEe see wss ssw B Hes smm sas was sss e ses sas .... tas ame ses bes ses sus bes w s (9)
k=1
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where y; is an (nxn) column vector of n (1) variables. i represents the co-efficient matrix;
M denotes the (nxn) vector of constants; p represents the lag length and & is the i.i.d.
residual with a zero mean and a constant variance. The Johansen Co-integration
Technique employs two test statics in determining the rank of . They are: the trace
statistic and the maximum eigenvalue statistic. Awokuse (2002: 7) indicates that the trace
statistic “...considers the hypothesis that the rank of I is less than or equal to r co-
integrating vectors ...” The trace statistic (Awokuse 2002: 7) is given by the following

equation:

n
Aoce = =T Z (L = 2) oo e oo e e et e e e e et oo et e e (10)

i=r+1

where T is the number of observations; n is the number of time-series variables in the

-

model, i denotes the estimated eige - h " iracteristic roots) and i=1,2,...,n. The
maximum eigenvalue test statistic (/ 7) is represented by the following

equation:

Amaz = =TI(1 = Lrpq) core e e e g (11)
According to Asterious and Hah{Ra8Fs 13;4131&13 yaxi@mesigenvalue test statistic “...
tests the null hypothesis, that rank 9B #adgdifrstfe-Rypothesis that the rank is r+1.” In
this way, the null hypothesis states that a co-integrating relationship exists while the

alternative hypothesis indicates that there are (r+1) co-integrating vectors.

4.4.1.3.1) Specification of the Correct Deterministic Model: The Pantula Principle
The Johansen Co-integration test can only be estimated once the correct deterministic

model has been identified by means of the Pantula Principle. This involves examining both
the trace and maximum eigenvalue statistics. Both the trace test and maximum eigenvalue
test statistics are based on the characteristic roots (i.e. eigenvalues). These characteristic
roots are then arranged in descending ordered and examined as to whether or not they
are significantly different from zero. The Johansen Co-integration test consists of five
different models. The Pantula Principle only considers models 2, 3 and 4. This is because
model 1 and 5 are regarded as being unrealistic. Asterious and Hall (2007: 324) explain
that the first and the last (5th) model are not applicable as they are “...implausible in terms
of economic theory...” As a result, one of the remaining models (i.e. models 2, 3 or 4)
needs to be selected The Pantula Principle involves estimating models 2, 3 and 4. The

results of the models are presented in order, from the most restrictive model (i.e. model 2)
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to the least restrictive model (i.e. model 4). The Pantula Principle involves collecting the
trace statistic and maximum eigenvalue statistic for the three models. The analysis begins
with the smaller number of co-integrating vectors (i.e r=0) and examining whether the trace
statistic or maximum eigenvalue statistic is greater or smaller than the respective critical
values. If the trace or maximum eigenvalue is found to be greater than the critical values,
then the next model is examined. The relevant model is selected when the trace statistic or
maximum eigenvalue statistic is smaller than the critical value. This is when the null

hypothesis of no co-integration cannot be rejected for the first time.

4.4.1.3.2) The Johansen Co-integration Rank Test
Once the correct deterministic model is identified, the Johansen Co-integration test can be

employed. This involves determining the number of possible co-integrating vectors. Enders

(1995:390) explains that “... the numk~- -* -“=*--* ~~.integrating vectors can be obtained

by checking the significance of the oots of l.” If the variables under
examination are not co-integrated, the ). This is determined if the trace and
maximum eigenvalue statistics are fc than their respective critical values

when the rank of I is zero. As a resurt, gP=eristic roots will also be equal to zero.

This means that (1 -ii) will be gqy, @I‘@ﬂ‘}i eAck othd-tanressions will be equal to zero
The null hypothesis of no co-integratifi§ rebdtiohEbips €att only be rejected when the trace

and maximum eigenvalue statistics are found to be greater than their respective critical
values. If the rank of I'1is equal to 1, then (1-5[:') will be between 0 and 1. This means at the

first expression (1-;’::') will be less than zero while the rest of the eigenvalues will be equal
to zero. Asterious and Hall (2007: 319) explain that “.... for n number of variables, we can
have only up to n-1 co-integrating vectors.” Therefore, if there are 4 variables in the model,
there can only be a maximum of 3 co-integrating vectors. If 4 co-integrating vectors are

found, then the model specification or data will have to be reviewed and amended.

4.4.2) The Vector Error Correction Model
The VECM is based on the VAR model. The difference between these two models is that

the VECM is estimated only when a long-run relationship is established. If there is no
evidence of a long-run relationship between the variables, then the VAR model is
estimated. Before estimating the VECM, it is essential that the time-series variables are of
the same order of integration; the optimal lag length is selected; the correct model of co-
integration is determined and it is concluded that at least one co-integrating vector exists

between the time-series variables.
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Table 5.2.1.3: Results of the ADF and PP tests

Variable Model lag ADF  Test PP Test
1-statistic F-statistic Newey-West t-statistic
LRGDP
Trend 3 -0.9828 19.401 8 -4,8779*
Intercept 3 -0.3151 24.0168 13 -0.7613
None 3 8.6115 | - 13 5.1194
DIRGDP
Trend 2 -14.0799*** 91.7079%** 15 -15.6793%**
intercept 2 -14,2022%** | 124,3912%** 15 -16.0747%**
None 2 -7.544805*** | oemomeeeeme 8 -10.0698***
LRVEX
Trend 0 -1.2566 1.2888 5 -1.14339
Intercept 0 -1.4826 2.1981 7 -1.5042
None 0 1.3152 | e 5 1.3990
DLRVEX .
Trend 2 -5.9788%** 23.54774%** 7 -8.8559%*x*
Intercept 0 -8.5914%** 5 -8.6067%**
None 0 -8.2387%* 1 -8.2380***
LROEX
Trend 3 -1.8643 2 -3.5393
Intercept 3 0.6205 8 0.03122
None 3 2.2409 15 3.5019
DLROEX '
’ Trend 0 19,2366*** | 57 R .30 ~15.2425%**
Intercept 0 -10.7683%%+ TA15.9550% 177" ™ -13.8043***
None 0 |-10.35839#+ THI_ I RPHEIE g -10.5720%**
LRDA '
Trend 3 -0.9927 21.80791 2 -0.716079
Intercept 3 0.2783 26.9039 13 -0.71608
None 3 75649 | ceeeemeeee- 13 4.06649 -
DLRDA
Trend 2 -13.3473%** | 113,7553*** 20 -16.3283%**
Intercept 2 -13.4296%** 153.6092%** 20 -16.6307***
None 2 -7.95503*** | oo 4 -12.2195%**

*~  denotes rejection of null hypothesis of existence of unit root at 10% level of significance.
**. denotes rejection of null hypothesis of existence of unit root at 5% level of significance.
***_ denotes rejection of null hypothesis of existence of unit root at 1% level of significance.

Table 5.2.1.3 above indicates that all of the variables are I(1). At levels, both the computed
ADF and PP t-statistic are found to be greater than the critical values. Therefore, the null
hypothesis of the presence of a unit root cannot be rejected and the variables are found to
be non-stationary at levels. This is except for the case of the log of real GDP at levels. The
ADF test suggests that the log'real GDP is non-stationary at levels while the PP test finds
that the log of real GDP at levels is statiohary at the 10% level of significance. However,
since the other tests at levels indicate that the computed t-statistics are greater than the

critical values, it is concluded that the log of real GDP is non-stationary at levels. In the
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Table 5.3.1 — VECM — Long-run Relationship

Dependent Variable : LRGDP

Explanatory Co-efficient SE t-statistic
B4 4.759043

LRVEX:.4 0.007716 0.00099 7.83100%**
LROEX¢+ 0.037018 0.01092 3.38901**
LRDA1 0.611300 0.02299 26.5905***
Adjusted R® 0.949680 R* 0.949680

*. statistically significant at 10% level of significance
**. statistically significant at 5% level of significance
***_ statistically significance at 1% level of significance

Table 5.3.1 above displays the long-run result of the estimated VECM. All of the variables
are statistically significant and characterised by the correct signs. The VECM findings
indicate that a 1% increase in real vehicle exports'will cause real GDP to increase by

0.0077% while a 1% increase in real ~thar avnnrte wi]| [agd to a 0.037% increase in real

GDP. Therefore, although real veh wve positively contributed towards
economic growth, they have not mac impact compared to other exports.
With regard to real domestic absorpti ise in real domestic absorption has

caused a 0.6113% increase in real GDI".- real domestic absorption has made a

greater impact towards econcﬁiﬁ %8%% 6 feFI vﬁmlﬁe ?éoorts and real total exports.

Although real vehicle exports make 2 APsifve iMRagtleueards economic growth, they are
not the main contributor to economic growth. When export promotion is adopted in an
economy, it is expected that real other exports have had a positive long run impac’t on
economic growth, domestic absorption still plays a key role in economic growth in South
Africa. A possible reason for this is that even though South Africa has adopted an outward-
oriented trade policy, the export sectors have not been as competitive as expected. This is
especially with regard to the South African automobile industry which is still characterised
by relatively low output levels and high average costs. Even though real vehicle exports
have shown a drastic increase after 1995, their relative uncompetitiveness does not allow
them to contribute towards economic growth as expected. The adjusted R? of the VECM
model reveals that 95% of the variation in real GDP is explained by real vehicle exports,
real other exports and real domestic absorption. Although this study focuses mainly on the
long-run relationship between real vehicle exports and real GDP, it is also important to
analyse the short-run relationship between the variables. The results of the short-run

relationship are presented in table 5.3.2 below:
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from 1995 to 2011 and whether an expansion in automobile exports has resulted in

economic growth.

As reviewed in the before in the literature review, the Export-Led Growth Hypothesis
explained the relationship between export expansion and economic growth, and
postulated that a rise in exports would lead to a long-run increase in economic growth. The
notion of export expansion having a favourable effect on an economy’s economic growth
was introduced by both Adam Smith and David Ricardo. As discussed earlier, the
Classical theorists recommended that a country should specialise in the commodities in
which the given country has a comparative advantage in and import those commodities for
which it has a comparative disadvantage. Although the Classical perspectives of Adam
Smith and David Ricardo emphasised the gains from trade, they did not explore the exact
relationship between export expansion and economic growth. The demand-side

perspective of the Export-Led Growth ° © 7 " s exports as a component of GDP.
in this way, emphasis is placed on autonomous automobile exports in
generating a larger change in econon jh the multiplier effect. In order for
the Export-Led Growth hypothesis t ain characteristics must be found.

Firstly, it must be concluded that a long-reug#ship exists between export growth and
economic - growth. Secondly, in@ﬁﬂ?;n@j Pt [§'gf@nship running from export
growth to economic growth must bédgenaeto exist. Elteilg, there must be evidence that the

increase in exports is the key factor leading to economic growth.

The empirical literature reviewed various studies regarding the South African automobile
industry. Although empirical literature pertaining to the South African automobile industry
was found to provide an understanding of the South African automobile industry and its
challenges, the empirical literature failed to address the issue of economic growth or the
relationship between automobile expansion and economic growth. As reviewed before, the
empirical literature pertaining to the Export-Led Growth hypothesis provided a satisfactory
guideline for empirically testing the relationship between automobile exports and economic
growth. Although, the empirical studies incorporate a bivariate model or create an
augmented production function in testing the Export-Led Growth hypothesis, the current
study focused on the demand perspective of the Export-Led Growth hypothesis. This was
because the demand factors were perceived as being more relevant in describing and
examining the long run relationship between automobile exports and economic growth in
South Africa. In addition, South Africa’s constraints are perceived to be mostly demand

rather than supply variables.
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industry by implementing programmes that will increase the foreign demand for
automobiles produced in South Africa. This can be accomplished in a number of ways.
Firstly, focus should be placed on the cost effectiveness of automobile production and
exports in South Africa. This is so that South African automobile exports will be able to
compete with automobile exports from other countries. In order for South Africa to expand
its export capacity, it needs to examine its infrastructure and focus on ways to improve
production and export productivity. One of the main constraints of the South African
automobile industry is that a relatively small number of automobiles are produced and
exported. This characteristic is a result of the former import substitution policy. Although,
the MIDP has entailed rationalization of the number of models produced and exported, it is
recommended that further rationalization take place. This is in order to reduce the low

output and high average costs currently faced by the South African automobile industry.

In addition, focus should be placed on = " mobiles produced in South Africa. It
is advised that the foreign demand fo issenger and heavy-weight vehicles
be determined. The South African au / should possibly only produce and
export the type of automobiles for wh greatest foreign demand. If there is

relatively insufficient foreign demand for g vehicles, the South African automobile
industry should rather considgf ﬁﬁi@g@l’l\g}p@ﬁ@m Fd pport of heavy-duty vehicles
and rather concentrate on the prodiagiernief passsogieevehicles for which there is possibly
a relatively greater foreign demand. This will allow the South African automobile industry to
adjust its production processes in a manner that will enable it to increase both the output
and export of automobiles and achieve economies of scale. In so doing, the parent
companies may be more willing to invest in the South African automobile operations and
assist in further expanding operations in South Africa. Since the parent companies have .
invested in the South African operations, their interest would be on ways to expand the

production and exports of South African automobiles.

It is also recommended that measures to be taken to reduce any form of disturbance to the
production and exports of automobiles in South Africa. This is especially since these
disturbances can have a neg'ative impact on the production costs and exports of vehicles.
The South African automobile industry needs to take into account disturbances to the
production and export process such as strike action and power failures. Attention needs to
be placed on measures both to reduce and overcome any of these potential disturbances.
These decisions and measures will have to be taken at a strategic level. However, it is
also advised that the relevant trade unions and stakeholders be consulted with regard to

reducing and shocks to the production of automobiles. The South African automobile
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industry needs to focus on maintaining relationships with the parent automobile companies
so that they do not opt for relocation of their operations. This could be achieved by
ensuring that the automobile industry in South Africa is productive and is striving towards
efficiency in production and export of automobiles. Policies should be implemented to
focus on achieving production efficiency and expanding automobile exports. The parent
companies should be consulted with regard to disturbances and measures to reduce such
disturbances. This will contribute stronger links between the South African automobile
firms and the parent companies and possibly result in increased investment in the South

African automobile industry.

The South African automobile industry should examine the export and production policies
adopted in other developing countries such as Brazil and Mexico. This is in order to

develop strategies to improve the current domestic operations. The parent companies

could be consulted with regard to [ “ rm of information and would most

probably be willing to assist in impro ns of the South African automobile
industry. By doing this, policies nee 1ented to assist the South African
automobile industry to increase both i yduction capacity. Focus should also

be placed on how automobile industries T gjjj#¥untries have been able to maintain their
relationships with the parent %R?@Fssi yha&tpﬁﬂf P‘Fﬁf@s are being produced and
exported; how automobile firms byasteer cdurdéle bave been able to reduce any
production shocks due to sudden shocks in costs and reduced foreign demand. By
identifying how automobile industries in other countries have improved relations with the
parent companies, the South African automobile industry could implement similar
strategies and improve the conditions and operations of the domestic industry, .A
marketing campaign should be adopted to attract foreign demand for automobiles
produced in South Africa. This could be achieved by working closer with the parent
companies. In this way, the parent companies could assist in the facilitation of both
advertising and promotion materials with the aim of increasing foreign demand for South
African automobile exports. It is most likely that respective parent companies would agree
to facilitate in this regard as they are major stakeholders in the operatiohs South African
automobile industry. In order to achieve the above recommendations, it is imperative that
favourable relationships exist between the parent companies and the South African
operations. The parent companies provide an important link with regard to increasing
foreign demand for South African automobile exports and further investment in the South «

African automobile industry.
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