ca,rp" ces are so hlgh '

o éind'ptjssiblé :
".gramime after 2012,
- While muost popular chscussmns s
focus on' the MIDP's suécesses; ques-
ok tiong have been: r.'nsed aboutsome’ " 20 DOD umts ayee_r in1995to 120 000
. _of its unintended. impacts. TFollow: :
o ing complamte ehout the failire'n
;- pricesto respond as expected toth
e a.ppreele.tron of the rand, the Com= _
* petition’Commission conducted an -
SRR mvestxga.tlon ‘into domestic motor - ha
- 'vehicle pricing:: The eomn_n_ssmnu_:... i : D
s has pointed:to’ the posélhle roledf o Components exports have grown
“the MIDP in restncnng consumer:-
_"cholce and: mmntalmng ‘prices a.t_-_'
oo higherlevels than in other markets..
e The motor mdustry supported hy a
*0 recent study hy industry speelallsts
- hag dlsputed these ¢laims. -
RS “The failufe of. poheymakers to.
- .-appreciate-thé -costs: of: such an
1mportantprog'rammermses serious
“guestions about the’ government"
U capacityto de51gn and manage sec:
P -tor—spemﬁc policies; and about. the:
L 'transparency and accountahlllty'-‘_-
.+ of processes for -monltorlng and:
-rewemngthem‘ ; _:cost—ralsmg effect'of nnport duties
‘The MIDP wis 1mtmted m1995 toi_"-
help: ‘the motor: 1nc1ustry adjust to--
" ‘South Afncas remteg’ratlon into'the.
.o global: economy ‘Before’ that time, -the’ 1mport duty on VehJeles 4nd th
" the mdustrywas protected by tariffs - - Treasury paysby foregom : cnst m
. of more than 100%.and burdensome dutles on eomponents.
" local content. reqmrements Unsur
. pnsmgly, 514 produce a !
- range of products atlow: scales of‘--
"+-output and at high cost. Tt was a very."
o mefﬁelentlmport substitition secto
“that could Tiothave. competefi either*
. --'domestleal]y or mternatlonallym ‘the _
. - face of immediate trade liberalisation. -t
“The'MIDP was: demgned to: help-'
7 the mdustry adjust and 1nerease its
. competitiveness in’ ‘the new’ post
S apa.rtheld trade policy environment.
= 'I'he programme -ha four pnnexpal _
: '-::'ele sellers suggest that current prices

: ytic eonverters (38% of the total) an
- stitéhed leather seat covers (1496):-

g IAgradu reducnonmlmport dunes
. “onboth vehicles and components; * -
| MLAI export-import’ complementa-

tion scheme under which ‘vehicle

“and- components exporters catl earn. -

:-.mcluswe pnce ‘They say domestic

.tradable “import rebate credit cer-
- tificates” (IRCCs) to offset dutics on’
- imported vehicles and eomponentS'
[ ] Aceess to the sta.nderd duty dre.w- S

- 'The“MIDP:‘Work's‘.hy'"suhsidisin
'productlon of vehicles and compa-
nents for hoth the domestic market -

. .g‘few-tro'rﬁ'\n'egliglble antounts i
1995/96 to more than 100:000 units:
a year now. Imports grewfrom about:

“ina sumla.r fashlon and’ ‘dre now.

:i'Tha; MIDP. creates’ substantlal :
incentives ‘o invest-and to: produce-.: 5
for‘export and for the domestic mar-:
ket, Producers for the domestic mar: -
ket benefit:from tariff protection.’
‘against imports and from the duty--
free allowance, which offsets the-

“oTcamponents. Consumers pay for -
“this through prices that are l:ngher'- :
-than theywould be in the absence of

. '-The system of duty

o prices.can ‘be thought of roughly as

f jmg a normal return to al] eapltal' -
i mvested plus another 10% malong'

‘MIDP siihsidies are-
Iarge Between 1996 and..
2003, automobile pro-- -
dueers recewed and used .

: IRCCS ‘worth more ‘than
- Rag:hillion: I 2002 40d 2003 along;
' theuvelnewasmoretha.nlll_s illion’
ayear.'-'l'h}s is roughly equal’ to'South
- Afriea’s total ciistoms revente col-
.ections and is 50% higher thanthe”
mational government’s total annuall".‘

expendltures on higher education .

onthe 1mport of used cars.:

means that eonsumersf."“ :
subsidise notonly = -
“-are higher, not lower., than the duty'f ._-VethIES produced e
- for the domestic-

the sum of the cost of importing, all - '-ma'rREt bllt also 'thOSE :

' ';produced for export

"1mport dunes andtaxes, all domestic _

' ;Maz‘l&('}uardien'l\l'otremher 111017 2005 -

e R

but also those produced for export. -
.. The import duties that the Treas- -
ury foregoes in honourlng export -
-'-IRCCs do not lower the pnces pm

<-Qver the first sight years of the pro- -
gramme,two German auto producers:.
‘miadeuse of more than R21- bllhon in

- TRCCs: These amounts do riot include-
-the subsidies received in the form- -
eof duty drawbacks; digty= free allow-_ o
‘ances or productive asset allowance
X They do not include the lmphclt siib-
--8idy paid by gonsumers on purchases

of domestically produced vehicles as .
a‘result of the protection providéd by
unport dunes and the' effectwe ban';..

And they do notmclude any of the o
- assistance pravided by other govern--
‘ment departiments a.ndagencnes atthe’
6 national, provincial and local levels.

‘at the budget ehd’ of the market are

. fllastrated as well by the continued
. proﬁtable produetlon of two ohso-

Gradually dechnlng vehlcle' . overthe sameﬁve—year ]_JEl'lOd.
: nnport ‘tariffs have reduced the gap .
’ between South Ai’rlean and ifiter--
natmna.l pnees But nnport dutles. B :
‘of miore i1al ba ‘it the life of the programme, a.nd S
;'- especlally in the earlier years, were R
“ almost eertam]y much larger then
“hag been’ ‘recognised. As'a result, .-
~'the adjistment has not always been .

‘gecompanied by corresponding
-increases in competitiveness, and

The coustrmnts on consumer choice:

“ The indugtry has undergone a’
maJor struetura.l readjustment, but

vaiees in the industry are now call-

-ing for clarity on the government’

“-inteéntions after '3012

" Lodal prodnctl

obs plete model was finally dis eon--'
~tinued a couple of years ago, and "

‘continued duty reductions will even-

“-tnally lead to the dJscontlnuutlon of .
R 'lthe others,. :

= The ‘effective rate of protectlon

(ER_'P)_ls a‘measure 6f the amount-
“of lneﬁieleney that'it is possible to
““maintain-in domestic production -
- and yet still remain eompetltwe and :

profitable in South Africa. - . -

- Consider exports. An ERP for exports
'ofmore thaii Go%mtheﬁrstfewyears :
~of the programme means that domes-
i exporters ‘tould assemble vehicles.
at.60% h]gher cost thaii: producersf-
elsewhere and still be able'to export'
g proﬁtahly The: resnltmg export earn--
-ings might appear to be a saving of
~foreign exchange for South Africa. But
“each R100 000 of export earnings actu-
~ally-uses R160 000 .of South African
--Tesonrces, Rather than saving foreign - .
~exchange, each R100 000 of exportsis .
ke aem:ﬂlywasnngRBO 0000f domestm

resgurces.

gramme, employment in the manu-

{tHout 4 c’dﬁtinuéi-f.

. acecording to some .
4uch.voices, the .
" industry, or atleast

some’ firms in it; will face serious -
- firianciel difficulties. Potential new - -
- investors with time horizons beyond

3012 also wish for clanty on poheles
afterthat date. -

. It might be difficult and inappro-
.pnate to speed up the previously-
announced. phase-down of tariffs
up. until 2012 It would certainly -

_be worth emulating Australia by -
.-eliminating the duty-free allowance .
.'and IRCC incentives after 2012 and -
- continuing to'phase down of tariffs

on vehicles and eomponents fo some-

thing like 10% and 5% respectively,
“in line'with South Africa’s general

industrial tariffs at that time..
Given the long lead-time, there is
no Teason not to announce a very

rapid, if hot 1mmed1a:te, phase-down
" after 2012. Sinee the government's
- As the ERP for exports has gone -
- dow, the amount of such economic
‘waste has diminished. But even et
‘today's ERP of 29%; each R100 000
;of export earnings.éould actually be -
‘costing- R129 000 of South African
‘TespUrces a.nd stﬂl be profitahle for
« the exporter. 0 L
‘Whilethié economic costs of MIDP v
:.__:mghthehlgh mayhetheyhevebeen'
‘necessary-to generate badly needed
-“employment growth; 'Has there been -
-.a payoff in terms of employment?'
For the: first five years of the pro-

commitment to the productive asset

allowance, even for the next few - y

years, is.mnuch less clear, it might

~be possible to phase it out more

quickly. The-cases examined here

suggest that this allowance’is worth
“much less-and hence causes much
. less damage than the export IRCCs,

and so the gdins from phasing it out

‘might notbe very great. . - -

Frank Flatters is professor emeritus

it Queen’s University, Canada. .
-His current work focuses on trade, -
- governance and HEroeLonomic
.- facture of both vehicles a‘ud compo- - :
~nents declined by 179, '
Since 2000, employment ‘in vehi- .
; _'cle_productlon has more or less sta-
= bilised, but hasnot grown. Invest-
"‘ments of more than R12-billion -
- sinee 2000 have resulted in virtually -
“'no job growth in vehicle-assembly. -
-~ Employment in components prodtic-
. -tion (including tyres) has grown by’ '
- “amhodest 6%, or just over 1% a year,
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