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1 Introduction

Until the late 1970’s, most services were regarded as non-tradables and largely ignored
by international economists. Experience has shown us otherwise. Over the last few
decades, growth in trade in services has outstripped trade in merchandise goods. By
1997, cross-border trade in services reached US$1.3 trillion, approximately 20% of
global trade. Including the sales of affiliates to multi-national corporations, this figure
rises to above US$2 trillion (Hoekman 2000; Sauve and Stern 2000). These trends
coupled with pressure from services practitioners, convinced governments and
economists to review their approach to trade in services. But it was only after the
launch of the Uruguay round of the General Agreement on Tariffs and Trade
(GATT) in 1984, that trade economists began to devote significant attention to this
sector.

The service sector is particularly important for middle-income developing countries,
accounting on average for more than 50% of GDP and employment (Sauve and Stern
2000). In these countries, access to efficient and globally competitive service inputs is
regarded as a key source of productivity gains (Grubel and Walker 1989) and a
precondition for economic growth (Stephenson 1999). Developing countries are also
becoming more active exporters of services, and their share of world service exports
increased from 22% in 1991, to 29% in 1997 (Chadha 2000). Critically, this trade is no
longer restricted to traditional areas of comparative advantage, such as tourism. A
significant number of developing countries have emerged as competitive exporters of
a much wider range of services, including construction services (Korea), finance
(Mauritius), computer software (India) and health (Cuba). Suppliers in some countries
have also developed niche service industries in areas such as film production and
advertising (Stephenson 1999).

Despite the growing contribution of services to economic development and growth,
trade in services remains highly protected. This is especially true within developing
countries: Hoekman (1995) shows that high-income countries have made GATS
commitments on about half of the universe of possible commitments, compared to
one-sixth for developing countries. It follows that developing countries could derive
significant efficiency gains from service liberalisation and recent empirical analyses
suggest that these gains could be much greater than those that might arise from
further goods liberalisation1. But developing countries remain suspicious for three
main reasons:

 they believe that most of the benefits of freer trade in services will accrue to the
world’s industrialised nations

 that further negotiations in this area will distract from discussions on issues of
importance to developing countries, such as agriculture, and

1 See Drusilla and Brown (2001) for a review of the growing work in this area.
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 that globalisation might undermine the provision of key social or infrastructure
services to the poor (Bhagwati 1995; Streeten 1999).

These concerns are not baseless but are in most cases overstated. This is because
there is insufficient information available to asses the real costs and benefits of
increased trade and competition in services. It is therefore difficult for developing
countries to identify and express their interests, domestically and internationally.

GATS services negotiations resumed in mid-2002 and developing countries need to
respond to the vociferous demands from the North for further liberalisation. A
number of bilateral and regional services agreements are also being considered.
Without appropriate information and analysis, developing countries are likely to
remain reluctant participants in these processes and progress will be slow.

This paper outlines the main methodological and policy challenges facing developing
countries, such as South Africa, in trying to understand the economic and social
implications of service liberalisation. This is largely achieved by means of two case
studies of the construction and health services sectors. While the findings are
preliminary and the policy conclusions speculative, the paper provides some examples
of the key analytical difficulties that arise in services analysis. More importantly, the
paper highlights the need for Government to develop integrated service sector
strategies that recognise the contribution of trade to development policy and the
impact of domestic regulations on trade.

The paper begins with a review of South African trade in services. Data is scarce and
generally unreliable and this section therefore short. Section 3 proposes an alternative
approach for analysing trade in services, which looks beyond the GATS framework to
reflect the economic and social impact of liberalisation. This economic impact
approach is then applied to the South African health and construction service sectors.
The main conclusions from these case studies are summarised in Section 6.
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2 South African trade in services

South Africa’s service exports have grown strongly over the last few decades, from a
low of 9% of total exports in the mid-70’s to around 20% today. In part, this reflects
the modest performance of South African merchandise trade. However, as illustrated
in figure 1 below, a significant shift took place in the 1990’s. In the immediate post-
sanctions period (1994-1998), service export volumes grew particularly fast, at an
annual average rate of 13% and more than twice the growth rate of exports of
merchandise goods. The recent rise in the contribution of service exports to total
trade can therefore be attributed to a surge in service activity, not a slowdown in
merchandise trade.

Figure 1: Growth in merchandise and service exports (by volume)

Source: South African Reserve Bank

Travel and transport services dominate services trade, but do not explain the rapid rise
in South African service exports. Instead, South Africa’s potential as a competitive
exporter of services lies in a much wider range of ‘other’ services. The relative trade
balance in this sub-sector has risen sharply from a deficit of 50% of total trade in the
mid-1980’s to a small surplus over the latter half of the 1990’s. It is this elusive
“other” category that is largely accountable for the significant improvement in South
Africa’s net services position over the last few decades, but the SARB is unable to
provide more detailed information on what constitutes South African trade in this
sub-sector.
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Figure 2: Relative trade balance by service category

Source: South African Reserve Bank

In the absence of more or better data, further economic analysis of trade in ‘other
services’ is difficult, if not impossible. Much more can be gained from a few
comprehensive case studies of some specific South African service sectors. In
particular, the health and construction service industries seem deserving of further
study. The former represents South African exports of professional services, and the
latter technical services. Whereas the construction sector is generally open, in South
Africa and abroad, trade in health services remains highly protected. Moreover, in
both sectors, anecdotal evidence suggests that South Africa is already a net exporter.
The main purpose of these case studies is to obtain a better understanding of South
African trade in ‘other services’ and to begin to identify the country’s export and
import interests in these sectors.



Botox and Bridges:South African exports of health and construction services

9

3 Understanding trade in services

3.1. Challenges in Understanding Services Trade

Services are extremely complex, much more so than goods2 This makes it difficult to
apply conventional analytical tools used to study merchandise trade. Consequently, a
number of analytical frameworks have been developed to explain how trade in
services takes place. The most well known and commonly used is the ‘four modes’
approach. It is based on a theoretical exposition first proposed by Sampson and Snape
(1985) and forms the basis of the services schedules used in the GATS. In short, it
differentiates between four modes of delivery: cross border supply, consumption
abroad, commercial presence and the movement of natural persons. The European
Union has proposed a more comprehensive approach to identify the remaining
barriers to trade in services within the common market (CEC 2002). It looks beyond
sectors and modes to compile an ‘inventory’ of common difficulties encountered by
all types of European firms across six different business processes.

These frameworks encounter two main analytical hurdles. First, it is hard to
distinguish between different types of services and categorise them into homogenous
sectors and sub-sectors. Conventional wisdom is that the statistics and classification
system are weak and could be improved. But these problems may be more intractable
than that. In the mobile telephone industry, for example, all of MTN’s African
investments are made through a holding company in Mauritius (www.mtn.co.za). In
the balance of payments, it would be near impossible to differentiate between the
direction of the financial transactions, all of which take place through Mauritius, and
those of the underlying trade.

A second challenge is that the economic effects of trade in services and barriers to
trade in services, differ markedly by mode, sector and country. Such differences need
to be recognised. Consider the foreign investments of Standard Bank. The African
operations of the Standard Bank Group are highly profitable – more so than those in
South Africa3 – and contribute just under 10% of the Group’s total earnings. The
gains to the company are clear, but how does this benefit South Africa? At best, some
investment income trickles back to the company head office in Johannesburg, but few
new domestic jobs or output are created. South Africa might even lose valuable capital
and skills to service these foreign operations.

These problems are not unique to services – many goods are ‘mixed’ and difficult to
categorise. Moreover, production techniques, technology and inputs can differ
significantly by country – giving rise to different economic effects. But in general,

2 See Sapir and Winter (1994) for a review of the issues and challenges that arise in services theory
and analysis

3 In June 2003 the return on equity for Standard Bank’s African operations was 31% compared to
22% for the Group as a whole (http://www.standardbank.co.za).
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goods analyses and negotiations have progressed well beyond these problems. A
comprehensive and harmonized classification system is in place, the economic effects
of protection and trade liberalisation are universally understood (at least amongst
trade economists), and rules of origin have been established to account for differences
in value added. What then is the most appropriate framework for analysing South
African trade in the construction and health sectors?

Box 1. Classification and Data Problems

Services rarely come in clearly defined units and cannot be categorised and traded as
such. Yet service negotiations try to force services into neat categories that can be
measured and traded-off against each other. It is therefore imperative to understand
what trade is (or should be) included in each of these sectors. The two case studies
highlight some of the main problems with the existing classification system and show
how it might impact on the way that services are measured and regulated.

The construction sector includes a wide range of engineers – some of which specialise
in design, some in specific types of constructions, and some in project management. It
also includes an array of construction companies which provide a mix of these and
other services. But the United Nations Central Product Classification (CPC) system
(United Nations 1991) and hence the WTO tries to distinguish between construction
and related engineering services (under construction) and professional engineering
services (under business services). In reality, this is near impossible: the overlap
between the two sectors is too great. As a result, different countries adopt different
approaches in allocating construction trade to these two categories4 and cross-country
comparisons are contentious.

Similar problem emerge in health services. In the CPC and GATS systems,
professional health services provided by doctors, dentists, nurses and others, are
included as a sub-category of business services, while a separate category exists for
hospital and other health related services. The same medical procedure, provided by
the same doctor, might be treated differently in GATS and the balance of payments if
it is performed in a hospital rather than in the doctor’s consulting rooms. The main
distinguishing feature between the two categories is whether treatment involves some
form of institutional nursing! This becomes even more problematic in the cases of
‘beauty farms’, plastic surgery and health tourism - some of which are categorised as
medicine, and some not.

4 For example, in 2000 UK BOP data shows total construction exports of GBP201 million
compared to “other business” exports of GBP22 billion. In the same year, Japan recorded Y1.4
billion of construction exports and Y3.9 billion in “other” service exports. Although both countries
are major exporters of professional construction services, the UK records these under “other business”
services while Japan classifies such exports under “construction”.
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3.1 An Economic Impact Approach For Analysing Trade In
Services

The GATS and EU frameworks have been designed to reveal and categorise the main
barriers to trade in services. They do not try to show the differential economic or
social effects of services trade on the home economy, and are therefore unable to
provide developing countries with sufficient information to identify and prioritise
national interests and liberalise services in a way that will contribute most to exports
and economic development. To do this, the GATS and EU frameworks must be
supplemented with an array of supporting analysis. Some ideas are explored below.

3.1.1 Assessing the economic impact

South Africa exports a wide range of services to both developed and developing
countries. The benefits to importing countries and the exporting firm are obvious, but
does the South African economy gain from exporting scarce skills and capital abroad?
The case studies reveal four main criteria for assessing the benefits of service exports:
job creation, complementary exports, knowledge and skills, and foreign income.
These benefits can differ markedly by sector, mode and export destination. Similarly,
there are three main gains that might emerge from importing services: the transfer of
knowledge or skills; a better range, quality or price of products; and new investment in
domestic infrastructure.

3.1.2 Assessing the social impact

Resistance to trade liberalisation in the service sector is intense, largely because many
services are public goods and cannot be adequately provided by the private sector.
This gives rise to two main concerns. First, increased competition from imports might
undermine public provision. Second, increased exports might absorb resources from
the public sector for private gain or raise domestic prices. But in both cases, trade can
also contribute to social development. Improved access to better quality or more
affordable service imports can free scarce domestic resources for other social
activities, while the gains from exports can be used to purchase or subsidise more
services at home. The relative costs and benefits, social and economic, are explored in
some detail in the following case studies.

4 South African trade in health services

Conditions in the South African private sector support exports of health services.
Doctors are well trained, highly specialised and have significant spare capacity.
Similarly, there are a growing number of private sector beds available within a small
and stagnant domestic market. Although geographically far from most industrialised
markets, South Africa is in the same time zone as Europe and has strong cultural
links, particularly to England. This has contributed to a steady in-flow of health
tourists and more recently, South African hospital groups have won major tenders to
provide staff and services to the UK National Health Service (See Box 2). It is also the
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largest and most advanced medical centre in the region and attracts significant
numbers of patients from neighbouring and other African countries.

At the same time, the South African public health sector suffers from serious
inefficiencies, shortages of staff and financial resources, and a scourge of disease.
Exports may have raised the revenues of private doctors and clinics, but they have
contributed little or nothing to the public sector. Moreover, the outflow of doctors
and nurses from the public to private sector, and from domestic to foreign care, has
not been matched by imports of health professionals and services from abroad. The
Government has responded to these problems with regulations that seek to retain
resources in the South African public sector. These regulations will, by design, restrict
private exports and constrain imports.

4.1 Economic and Social Impact

South Africa has experienced a rise in health tourism and emigration and South
African health care companies are increasingly active abroad. Improved access to
priority export markets should contribute to even stronger export growth, but the net

Box 2. South African hospital groups venture into the UK

South African hospital companies have been successful in winning healthcare
contracts abroad, and particularly with the NHS in the UK. Netcare is managing a
R10 million cataract facility in an NHS hospital in Lancaster and conducted 900
operations in 2002, using 45 South African personnel. It has also undertaken
12000 ear, nose and throat procedures in Middlesex and will complete 300 hip and
knee replacements in Southport. Most recently, the company won a R30 million
tender to perform 1000 orthopaedic procedures on NHS patients in Gosport. In
terms of this contract, Netcare will send three teams of 56 medical personnel from
South African for fixed and short-term periods in UK. These personnel are then
prohibited from employment with the NHS for a period of two years. This helps
the company to retain skilled staff in South Africa (Business Day September 25
2003). Netcare has also piloted a project which allows nursing employees to work
4 to 6 weeks at a time, in foreign countries (Padarath 2003).

Afrox Healthcare has also begun to target the international market and has already
signed an agreement with the NHS to allow for referrals from the UK to South
Africa. It has also been short-listed as a preferential candidate to build and operate
one of 11 diagnostic treatment centres for the NHS, presumably in the UK. One
of the reasons given for its expansion abroad is to expose South African doctors
and nurses to opportunities in UK hospitals, and enable them to supplement their
income with fixed term contracts abroad. Staff turnover has been reduced from
18% in 2002, to 10% in the 6 months from October 2002 to March 2003. The
MD of Afrox attributes this to better training and rewards for domestic
professionals, as well as the stronger rand (Business Day May 12 2003). Both
Netcare and Afrox have also been shortlisted to operate a number of NHS fast-
track facilities. These contracts are valued at R1.4 billion and R2.5 billion
respectively (Business Day September 25 2003).
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effect on the economy and society is unknown and can differ significantly by mode. Is
it possible to grow trade in health services without distracting from South Africa’s
social obligations? And if so, what is the optimal mix of exports and imports for
economic and social development and how can service liberalisation contribute? To
answer these questions a better understanding of the economic and social implications
of different kinds of trade is needed, as is a comprehensive account of all domestic
and international barriers to key exports and imports.

4.1.1 The gains from exports

Possibly the greatest opportunity for job creation and export income is through the
sub-contracting of diagnostic, data or other auxiliary services to South African-based
service centres. OECD health expenditure is immense and South Africa could gain
significantly from servicing a small share of this market. Health tourism (consumption
abroad) to South Africa has proven popular and generates significant spin-off benefits
for the hospitality industry. Its potential in Europe and America may be limited (there
is a finite number of people willing and able to travel long distance for health care),
but possibilities for further growth in Africa are relatively good.

South Africa’s largest hospital groups have established a presence in the UK, and
Afrox Healthcare owns and operates the only private hospital in Botswana (Gaborone
Private Hospital). Individual doctors (or networks of doctors) have also established
offices abroad, particularly in the UK. South African doctors and nurses working
abroad can generate significant additional work and income for themselves. As long as
this work is temporary, then the country also benefits. But a large proportion of ealth
care workers do not return to South Africa. Remittances are likely to be small and the
net loss to South Africa relatively large.

4.1.2 The gains from imports

The benefits of cross-border trade in health services (telemedicine) are well
understood. It enables domestic professionals to link-up with the best people and
technology abroad, for specialist procedures or second opinions. It can also
contribute to the outsourcing of a wide range of capital and skills intensive diagnostic
services that cannot be provided at home. Much fewer benefits emerge if South
African patients travel abroad for treatment. The threat of distant competition may
impose a ceiling on domestic prices and encourage South African doctors and
hospitals to replicate some services available abroad. But price and product
competition would be that much higher if foreign hospital groups invested directly in
the South African market. Foreign investment can also contribute to improved
knowledge, technology and infrastructure. South Africa would clearly benefit from in-
flows of foreign health professionals, particularly if they settle permanently in the
country.

4.1.3 The social costs

The main threat of trade liberalisation to the public provision of health care is the
possible loss of skilled medical professionals to service the private export market. If
the fiscal savings from this loss can be used to purchase more of the right kind of
imports (e,g. access to an even higher number of primary health care specialists
through immigration or telemedicine facilities), then the net effect can be positive.
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The gains could be even larger if the public sector were permitted to purchase certain
bulk services from foreign providers and if these could be accessed more cheaply
abroad. Similarly, there is no reason why a more efficient private sector could not
contribute to the provision of primary health care, either in partnership or
competition with the public sector. The former is already happening in Groote
Schuur5, though this is targeted at high value and specialist care. Trade liberalisation
may also enable new types of primary health care providers to enter the market
(perhaps from other developing countries), or may drive existing South African
providers into this sector.

4.2 Barriers To Trade

Exports of health services are likely to generate significant economic gains for South
Africa, but some exports are likely to produce higher gains than others. Similarly,
some imports are likely to prove more beneficial. The social effects of liberalisation
also differ markedly by mode of supply. All of these factors need to be addressed in
designing an appropriate strategy for South Africa, for GATS or elsewhere. But this
strategy also needs to reflect and address the actual barriers to trade, both
internationally and internally, which are only partially covered by the GATS.

4.2.1 Foreign barriers to trade

The level of commitment in health services is particularly low. Most countries,
including South Africa, view GATS negotiations on trade in health services as a threat
to domestic social objectives, rather than an opportunity to reform and increase
efficiency (Adlung 2002). This may explain why just 40% of WTO member countries
have made some commitments in this sector (compared to 90% in tourism and 70%
in communications and financial services). Just over a quarter of industrialised and
developing countries have made commitments in hospital services, and about a third
in medical and dental services. Fewer and mostly industrialised countries have
scheduled trade in other health personnel (Adams and Kinnon 1997).

There are two main external barriers to South African exports of health services. First,
South African doctors and nurses sometimes encounter registration requirements to
practise in foreign lands. But the large and ongoing number of health emigrants from
South Africa suggests that these are not significant. “There are 600 South African
doctors registered to practice in New Zealand, and 10% of Canada’s hospital-based
physicians are South African graduates. In the UK, 6% of the total health work force
is South African” (Padarath 2003: 14). Of much greater importance, is the limited
portability of health insurance in most OECD countries. This not only affects health
tourism, it also severely curtails the possibility for retirees from these countries settling
in developing countries to access cheaper health care.

5 The investment by Rhon-Klinikum in the new University of Cape Town Hospital will contribute
new equipment and expertise to what was a vacant wing in Groote Schuur public hospital. Although
the hospital will target private patients, it will also provide specialist services that the state cannot itself
maintain, to public patients (Cape Argus, 18 February 2002).
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4.2.2 Domestic regulations

South Africa has made commitments in professional health services, but has not
scheduled hospital services. Cleary and Thomas (2002) take comfort in this schedule:
“it seems safe to say the country has yet to undertake effective commitments to trade
in health services” (Cleary and Thomas 2002: 11). This is not true. South Africa is the
only ‘developed’6 country to make full commitments in modes 1 to 3 in medical and
dental services. As a result, South Africa cannot impose restrictions on market access,
as defined in Article XVI of the GATS, without some form of multilateral
endorsement and possibly penalty. Such restrictions would include numerical
restrictions on the number of doctors or on the type of services they provide. Not
only is this particularly liberal, but it might raise problems for the implementation of
the ‘certificate of need’ as required by the National Health Act (2004).

The ‘certificate of need’ might also have unforeseen and adverse effects on exports.
Upon implementation, all professionals and hospitals will require official permission
to operate in a specific location. This is intended to get more doctors out of well-
serviced urban centres and into more needy and largely rural areas. But most exports
of health services take place from the urban centres and depend on an oversupply of
health professionals and beds in these areas. Unless the certificate of need takes
account of export demand, and not just domestic demographics, the implications for
trade are clear. There will be fewer doctors and hospitals to service health tourists and
a smaller pool of doctors and nurses available for the likes of AHealth and Netcare to
export abroad.

Other well-intentioned regulations have equally perverse effects. The South African
Government has gone to extreme lengths to counter the brain-drain of medical
personnel from other developing countries. But severe restrictions have also been
imposed on doctors already in the country and those from developed countries7. The
public sector is most vulnerable to such restrictions: in 1998, a quarter of all public
sector doctors were foreign, rising to 50% in rural provinces (Cleary and Thomas
2002: 6). At the same time, all local graduates are required to undertake 2 years
community service. According to Reid (2002), this program has had no lasting effect
on the number of doctors choosing to work in the public sector and has contributed
to a rising number of medical emigrants. The cost of supervision and error in the
public sector has also increased. The net effect of these policies is that emigration will
be higher; medical immigrants, domestic production and exports lower; and public
sector delivery further compromised.

6 South Africa is classified as a developed country within the WTO

7 Doctors from developed countries will only be considered if no qualified South African has applied
for the job; the contract is restricted to one employer and a maximum period of 3 years; they make a
written undertaking to return to their home country once the contract is completed; they show
professional competence (including fluency in English or one other official language of South Africa)
and high ethical standards; and they register with the relevant health council. On top of this, they
must also comply with South Africa’s ‘normal’ immigration requirements (Cleary and Thomas
2002).
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5 South African trade in construction services

The last two decades have been difficult for the South African construction industry.
Domestic activity has fallen constantly over this period and competition intensified.
The local economy is small and volatile compared to that of the leading construction
corporations in the US, Europe and East Asia and finance for construction projects
limited. Moreover, South Africa is a land and labour abundant country, with extreme
shortages of high-skilled professionals. All this suggests that South Africa is not well
placed to find or retain the skills and finance necessary to compete against the world’s
large construction multinationals – even in the domestic market. Yet South Africa
boasts a number of large and extremely competent construction firms and a wealth of
highly skilled engineers. Moreover, existing data shows that South Africa records a
large trade surplus in this sector.

Most of South Africa’s exports of construction services are accounted for by a
handful of very large civil engineering firms. These companies began to look offshore
from the 1980s for two main reasons. Initially, this was to access technology and skills
from more advanced markets, and the bigger firms established representative offices
in Europe, North America, Australia and even Israel for this purpose. At the same
time, the consolidation of the global construction industry and contraction of the
domestic market put pressure on margins and forced South African companies to
refocus and export their core know-how. The opening of the region to South African
construction firms in the mid-1990’s proved critical to their survival and all of the
major firms have now positioned themselves as key players on the African continent
(see Box 3).

5.1 Economic and Social Impact

South Africa’s large construction companies have clearly recognised the benefits of
exporting and now depend on foreign markets for a significant percentage of total
turnover. Service liberalization would probably contribute to further export expansion
and possibly draw in new imports. This too, would seem advantageous. But services
are more complicated than goods and trade can take place through different modes of
supply, with different kinds of economic and social effects. This was clearly illustrated
in the case study on the health sector and deserves equal attention in construction
services.

5.1.1 The gains from exports

Around 20% of the turnover of the South African construction industry is generated
offshore, mostly in other African countries. Cross border trade is possible and design
services are exported electronically to other countries. This is a high-skilled and high
value-added service, generating good profits for the exporting firm but few jobs and
complementary exports. South Africa also provides maintenance services to foreign
aircraft and ships. But most trade takes place through modes 3 and 4 – or a
combination of the two. The returns on exports of South African skilled labour are
likely to be high, but little direct employment is created in South Africa from this
trade. Instead, South African construction firms employ most unskilled workers on-
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site. On the other hand, a large proportion of turnover is accounted for by plant and
machinery sourced in South Africa. SAFCEC (2000) estimates that 80% of all new
plant and equipment purchased in South Africa is for contracts outside of the country.
The indirect benefits for South African manufacturers are relatively large.

Table 1: Turnover of South African contractors: R billion

Year Turnover (SA) Turnover (Ex-
SA)

Ex-SA / Total

1999 8.6 2.4 22.0%
2000 9.6 3.0 23.8%
2001 13.1 3.5 20.4%

Data source: SAFCEC 2002

Similarly, the South African Association of Consulting Engineers (SAACE)
undertakes a bi-annual survey of its members in which firms are requested to report
on their total domestic and foreign activities. Exports have stabilized at around 11%
of total turnover, with Africa accounting for about 80% of total foreign business. A
once-off survey of SAACE members operating offshore provides an indication of the
geographic spread of South African consulting engineers. Again, SADC appears to
account for most of the foreign activity of South African firms.

Table 2: Fee income of South African consulting engineers: R million
(1995 constant prices)

Destination 1998 1999 2000
Africa 192 292 336
Africa/Ex-SA 69.6% 80.4% 88.4%
International 84 71 44
Ex-SA 276 363 380
SA 3,324 2,848 3,015
ExSA/Total 77% 113% 112%

Box 3. Building a continent

There is some quantitative evidence of the extent of South African construction
exports. The South African Federation of Civil Engineering Contractors
(SAFCEC) undertakes a quarterly survey of the activities of its members in South
Africa and abroad. Export data is only available from 1999 and the most recent
results are presented in table 1. below. Over the last few years, exports have
remained relatively constant at around 20% of total turnover. According to
SAFCEC (2002), 60% of this work is accounted for by transport related activities,
mostly in Mozambique. Mining contributes an additional 27%, the bulk of which
takes place in Namibia.



Employment Growth and Development Initiative

HSRC

18

5.1.2 The gains from imports

In many specialist engineering and design fields South Africa lags international best
practise. Some of these services can now be provided across borders electronically,
though domestic infrastructure would need to be upgraded to cope with design-
intensive data transmission. The benefits to South Africa, in terms of knowledge,
quality and skills would be relatively high. On the other hand, there is little apparent
benefit to South African companies from travelling abroad to access international
construction or design services. Competition and knowledge transfers would be much
higher if foreign firms instead located in South Africa to provide such services,
bringing with them new technology and machinery. Similarly, most domestic
construction firms report severe shortages of skilled engineers and the country would
gain significantly from ‘imports’ of foreign expertise.

5.1.3 The social costs

Little attention is given to the possible social costs of construction exports. South
African companies and engineers generate significant business abroad and this is
generally seen as a good thing, encouraged by Government subsidies (ECIC) and
income tax benefits. But domestic construction firms have lost large numbers of
professionals to foreign countries and other sectors, leaving behind a gaping skills
shortage. Exports further exasperate this situation, drawing additional resources out
of the country. The resulting loss in capacity will impact on the ability of Government
to spend its enlarged capital budget and rollout critical infrastructure. It has also
contributed to a deterioration in supervision and quality. Thus, like health services, the
net effect of construction exports on the poor, depends on the substitutability
between exports and imports of the services they consume. If exports impinge on the
domestic provision of important social infrastructure, then the net effect might be
negative. But if the gains from exports are used to import more and better quality
services than were previously available domestically, then the net effect should be
positive.

5.2 Barriers to trade

Exports contribute a sizeable share of South African construction output, but the
benefits to the domestic economy are unclear. Local capacity and quality have been
compromised and there has been little import response. Further trade liberalisation
might exasperate current problems, but could also contribute to a rise in high quality
imports. The net effect will depend largely on the structure and pace of service
liberalisation within South Africa and its main trading partners.

5.2.1 Foreign barriers to trade

The construction sector is relatively open and GATS commitments high. For
construction services, between 51% and 64% of countries have made full
commitments (no limitations) in GATS modes 1 to 3, though many continue to
restrict the movements of persons. In the architectural and engineering sub-sector,
full commitments were made by between 46% and 66% of countries in modes 1 to 3.
That said, the level of commitment of African countries is poor. This does not seem
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to pose a serious constraint on the activities of South African firms across the
continent.

Instead, the main barriers to South African exports of construction services fall
outside or are exempt from the GATS. Modern construction firms are expected to
offer a full service to their clients, including competitive finance. This is usually done
through official export credit agencies. In South Africa, the state-owned Export
Credit Insurance Corporation (ECIC) assists South African construction firms to raise
finance domestically by providing competitive insurance and subsidised credit to the
buyer. But ECIC has neither the depth nor the funding to compete with the world’s
larger Export Credit Agencies (ECAs), which continue to receive implicit subsidies
from their home Governments (Stephens 1999). Similarly, South African firms are
unable to tender for many donor-funded development projects, as aid is often tied to
companies based in the donor country.

5.2.2 Domestic regulations

South Africa’s GATS schedules in the construction and engineering sectors are
relatively liberal. Like most industrialised countries, South Africa has left mode 1 in
construction services unbound and mode 4 unbound in both sub-sectors. It is
therefore unlikely that other member countries will demand that South Africa make
commitments in these areas. In the horizontal section of its GATS schedule, South
Africa allows temporary (up to three years) and unrestricted movement of
professional employees of foreign companies. But South African immigration
restrictions make it extremely difficult for domestic companies to gain access to the
same foreign skills. Given existing skills constraints reported by the major
construction firms; this could place domestic firms at a considerable disadvantage
against foreign competitors. It would seem that it is easier for South African firms to
export skills and compete abroad, than import the skills necessary to compete in their
own market.

Domestic standards and procurement practises raise additional problems. The
Department of Public Works (2002) argues that the lack of uniformity in South
African procurement practises presents one of the greatest obstacles to the domestic
construction industry. This is because South African buyers favour price above
productivity, quality and safety. Most global tenders, on the other hand, weight
technical competence and expertise at 4 times price. Similarly, South Africa’s
specification and classification systems are outdated, unconnected and largely unused.
The Government system was last revised in 1993 and site inspections are rare. As a
result, only the biggest firms have the know-how and expertise to satisfy international
tender and standards requirements.
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6 Concluding comments

The case studies and analysis provide some insights into South African trade in other
services, with lessons that extend beyond these two sectors. In both health and
construction, South Africa developed significant capacity and expertise under
Apartheid, which are no longer relevant or affordable today. By exporting, the country
has been able to maintain employment and economies of scale in these sectors, earn
valuable foreign exchange, and access new knowledge and techniques. But exports
have also exposed fragilities in the domestic market, diverting scarce skills and
resources to meet foreign demand.

The South African health care industry faces immense challenges. It is also endowed
with a unique mix of world-class expertise and facilities. More must be done to rollout
primary health care to the majority of poor South Africans, but this need not conflict
with the economic interests of the private sector. Trade can contribute if managed
correctly! Telemedicine can provide the poor with access to the best technology and
treatment and at a lower public cost and provide new competition in the private
sector. Health tourism can bring in valuable resources for public and private hospitals
and raise the standard of domestic care. Foreign investors can be encouraged to work
with the public sector and bring in new technologies and expert personnel.

The gains from exports of construction services are not as high as expected. Full
(GATS) liberalisation could lead to a drain in capital and skills from South Africa at a
time when they are needed most. These losses could, however, be tempered by two
sets of complementary actions. First, existing barriers to imports must be removed.
These are largely confined to the movement of foreign engineers into South Africa
and could easily be addressed through changes to South African immigration
regulations (Stern and Szalontai 2004). Second, restrictions on the ability of South
African construction firms and engineers to access international finance and projects
directly from South Africa deserve priority attention.

Domestic regulations are perhaps the greatest constraint to the international
competitiveness of the South African health and construction industries. Compulsory
community service, the new National Health Act, restrictive immigration laws, poor
construction standards and outdated procurement policies, threaten to undermine
domestic capacity and trade in these sectors. Unless these are properly addressed,
South Africa will continue to export its best products and people and the quantity and
quality of domestic production will continue to deteriorate.



Botox and Bridges:South African exports of health and construction services

21

7 References

Adams, O. and C. Kinnon (1997) Measuring Trade Liberalisation Against Public
Health Objectives: The Case of Health Services. Health Economics Technical
Briefing Note. Geneva, World Health Organisation.

Adlung, R. and A. Carzaniga (2002) ‘Health Services under the General Agreement on
Trade in Services’ in Vieira, C. (Ed.), Trade in Health Services: Global, Regional and
Country Perspectives, Washington D.C., PAHO, pp. 13-33.

Bhagwati, J. (1995). Splintering and Disembodiment of Services and Developing
Nations, in Singer, H., N. Hatti and R. Tandon (eds) (1999), Trade in Services. Delhi,
B.R. Publishing Corporation.

Chadha, R. (2000) “GATS and Developing: A Case Study of India”, Unpublished
Paper Commissioned by the World Bank, Washington DC.

Commission of the European Ccommunities (CEC) (2002). Report from the
Commission to the Council and the European Parliament on the State of the Internal
Market for Services. Brussels, CEC.

Department of Health (2003). National Health Bill. Republic of South Africa.

Department of Public Works (2002). “Construction Industry Status Report”,
Unpublished manuscript. South Africa, Department of Public Works.

Hoekman, B. (1995) “Tentative First Steps - An assessment of the Uruguay Round
Agreement on Services”, World Bank Policy Research Paper 1455, Washington,
World Bank.

Hoekman, B and A. Mattoo (2000). “Services, Economic Development and the Next
Round of Negotiations on Services”, Journal of International Development 12(2).

Padarath, A., C. Chamberlain, D. McCoy, A. Ntuli, M. Rowson and R. Loewenson
(2003) ‘Health Personnel in Southern Africa: Confronting misdistribution and the
brain drain’, EQUINET Discussion Paper Number 4, EQUINET, www.hst.org.za.

Reid, S. (2002) ‘Community Service for Health Professionals’, South African Health
Review 2002. Durban, Health Systems Trust.

SAFCEC (2000). Questionnaire – Employment Income Exemption, SAFCEC,
unpublished.

Sampson, G.P. and R.H. Snape (1985). Identifying the Issues in Trade in Services, in
Singer, H., N. Hatti and R. Tandon (eds) (1999), Trade in Services. Delhi, B.R.
Publishing Corporation.

Sapir, A and C. Winter (1994). “Services Trade” in Greenaway, D and L. A. Winters
(eds) Surveys in International Trade. Oxford, Basil Blackwel.



Employment Growth and Development Initiative

HSRC

22

Sauve P. and R.M. Stern (eds) GATS 2000: New Directions in Services Trade
Liberalization, Brookings Institution Press, Washington DC.

Streeten, P. (1999). Gains and Losses to Countries from Trade in Services, in Singer,
H., N. Hatti and R. Tandon (eds), Trade in Services. Delhi, B.R. Publishing
Corporation.

Stephens, M. (1999), The Changing Role of Export Credit Agencies, International
Monetary Fund, Washington.

Stephenson, S.M. (1999) “Approaches to liberalizing services”, World Bank Working
Paper No. 2107. Washington DC, World Bank.

Stern, M. and G. Szalontai, 2004, An Economic Review of Migration in South Africa,
Unpublished manuscript.

United Nations (1991), Provisional Central Product Classification, Series M. No. 77.


