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Abstract

In this thesis I argue that with the move to postfordism and the adoption of postfordist -
produciion technigues, small businesses have becoms important componeits in an
sconomy. Ilook specifically at Japan and the Third Italy where the small business
sector has thrived in order to provide a comparative framework for the South Africa
case study. The fieldwork component of the research looks into a specific subsector
in the South African economy - that of the electronics industry, with a specific focus
on the manmfacture of security equipment. This subsector was evaluated it t~rms of
how it relates to the ideal types of Japan and Ifaly, and whether postfordism is in any
way present in this industry. The findings have been mixed. The subsector under
congideration is dynamic and is moving into internitional markets where it is able to
courpete successfully. There are, however, several aspects that are lacking; most
notable is the lack of cohetent networks and industrial districts. Institutions that could
pluy a role in arsisting firms and facilitating the growth of networks are either still

. 2ing set 1, unable to assist the sector becanse of lack of knowledge or are focused
on larger corporations. However, the growth of small businesses in the electronics
industry, particularly the security equipment manufacturing, with very little support
indic.tes that there are tremendous opportunities for this sector in the future.
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Chapter One: Introduction

Smali and medium enterprises have been recognised as a strategic part of the South
African economy and represent a potential paih to future growth and development for
the country. The level of research conducted ort small and medivm enterprises has
been limited for many years. Thera has been a tendency in South Africa to foclis on
the larger corporations. Small business has not received the priotity nzeded both in
terms of research and in terms of policy interventions by government. The shift in the
international environment has prompted academics, busginess people, policy makers,
labour organisations among others io shift their thinking toward the concept of the
small business.

The international shift in thinking has been prompied by the decline in the
international trade regime in the 1970°s and 1980°s (First and Zeitlin:1991) and the
concomitant success of those couniries that have vibrant .smail business sectors. The
most successful of these countries are Haly and Japan (Best 1990). For South Aftica
small businesses have been promulgated as a way forward for the economy by
progressive forces particularly in the post 1990 era (ANC:1994). The culmination of
these idcas was in the 1995 Presidential Conference on Small, Medium and Micro
Enterprises (DT1:1993). From this conference action was taken to set vp institutions
to support the promotion of small and medium enterprises in South Africa. The role
of small businesses in the South African economy is something that is now being
taken seriously and there are many moves to create an ‘enabling environment’ in
which to foster the growth of the sector (DTI:1995 and RSA:1996).

In understanding the growth of small businesses one needs to consider the mor's of
production. In a fordist mode of production regime bigger firms are considered better
and more efficient. With the rise of an alternative to the large fordist factories there
has been a search for a new way to define the mode of production - fordism and all
that it stands for does not capture the new environment, The idea of postfordism has
come to represent the changes to the production regime.




The postfordist production regime, it has been argned, includes the features of
fleximlity, flexible specialisation, networking or collaboration between firms, a focus
on quality, and industrial districts. 'While many of these features have been presentin
pockets or' the capitalist economy since its inception, it is the coming together of these
features, the positive environment that they create for small firms, and the complete
differentiation from previous modes of production that prompts the move to define a
new mode of production. (Hirst and Zeitlin;1991) '

As with fordism, postfordism has instimtional support; this support cotnies in the form
of government policy, state agencies, financial institntions, labour wnions and business
associations. In understanding the small business one needs to consider the role that
all thege institutions have played.

Analysing and examining the central tenants of postfordism and exploring the extent
to which the electronics industry in South Africa has moved toward adopting the
features of postfordism is the purpose of this thesis. In considering the latter issue the
dynamics of the industry are explored, particularly the problems that the sector faces
and the type of institutional support that it receives. This study forms part of the
broader framework of economic sociology, it is an atterpt to understand society and
economics as inextricably linked (Martinelli and Smelser:1990). Sociological tools of
analysis are promoted as a better means to understand small and medium enterprises.
This approach is used in favour of neo-classical economic concepts which tends to
isolate the business from the society in which it operates. One of the key ideas
promoting the success of those countries or regions where postfordism has taken root
is the integration of the small business into the broader functions of society.

Defining Smali Businesses
Several methods ars used to define smzil and medium enterprises. These include

qualitative and quantitative measures. Quantitative factors could be the number of
employees, the value of the capital, sales turnover, value added, or labour intensity.
Qualitative factors could include: managerial characteristics, such as close link
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between the tanagement and the uwnmsbip of the enferprise or the legal status of the
finm, independent decision making and personalised management

Defining a small business is particularly important when ons is considering .poliey and
support mechanisms to assisi the small firm. Definitions wonld hélp set limits on who
to support.

For Scuth Africa, the SBDC, has defined a small business as employing less than 50
workers, a firm empioying less than 5 empioyees as a micro-enterprise. In Europe, a
small business i defined as having less than 100 employees (Prodder:1994). The
Governmeni’s White Paper (DTI:1995) on SMME’s attempted to define small
business, however, this was 1o broad and if did not take into consideration certain
quantitative criteria. The most comprehensive definition on small and medium
enterprises to date in South Affica is that in the National Small Business Act
(RSA:1996).

For the purposes of this thesis I have drawn o the National Small Business Act
(RSA:1996) and supporting documentation (Nisika:1996) to define a small business.
The criterion used is in terms of the number of people employed by the firm as well as
the ownership stincture of the business. The firm should be a sole trader, partnership
or a private company. The owners or at least some of the major shareholders should
be actively participating in the firm. The legal status of th se types of company is that-
they do not raise funds from the public (i.e. through the stock exchange). This legal
status also means that the firms are more likely to be owner managed. The number of
employees should be greater than ten and less than 50 pernle for a small firm and
between 50 and 200 for a medium sized firm. Firms with less than ten employees
would be considered micro or very small enterprises and firms with greater than 200
employees would be large enterprises. (Ntsika 1996.15 - 22)

Value of capital and labour intensity’ are not included in the definition of small and
medium enterprises used in this thesis. This is not, however, to exclude them as
impartant characteristics. There iz a danger in using the number of employees in a

' A meagure of labour intensity would be to gange the employment creating potential of small firms.
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firm o measure if a busiuess is small ag some very highly technical ﬁmsmay employ

few warkers vet because the machinery is capital intendive, fhe temover and asset
value oould be extremely high. If one were to inclade a value of capital measure in

dofining small businesses, menmnyﬁmmmfawemploymmuwmbe

cangidered ginnll enterpiises Smhqmnhmttvedatmsmc 1ded in the definitton of
smaﬂamﬂmﬁdﬁmentsrpmes in National Small Business Act.? )

Guﬁmaftl‘le thesis
Ch&pﬁe:two looks at the research methodology that was used in the field work,

Chapter three will firstly discuss fordism and the problems inherent in this system. In
arder to fially understand the conoept of postfordism and what it represents we ueed to
briefly consider the inadequacies of fordism and how postfordism, through a variety
of methods, is able to capture markets that were once dominated by fordist mass
praéudérsb The second section of this chapter looks at postfordism, snd some of the
debates and issues that surround the use of this term. Chapter four is 2 (scussion of
the different aspects of post-fordism, looking at inter-firm co-operation and infra-firm
organisation. The discussion draws on examples from Italy and Japan. Chapter five
is a discussion of the subsector in which the research was conducted and is based on
field work. It includes an analysis of how postfordism relates to the Sonth African

¢lectronics indnstry.

*The Act was only promulgated after the completion of the primary research and the quantitative
definition inclnded in the Aci could thersfor not be used as a crilerion to select firms.

.
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~ Chapter 2: Methodology

Interviews were conducted with a total of seven firms in the electronics industry’. The .

firms were located in several geographicel #reas within the Ganteng province. Fruther
interviews were conducted with people in orzanisations such as the Small Business
Development Corpe. ation (SBDC) and the Industrial Development Corporation
(DC). In total, over thirty formal er - formal interviews were conducted. The
prmwy source of research was conducted in three small and medium enterprises
where several employees were interviewed and the processes of the firms observed®,
these firms are all located in the electronics security industry. Further research was
conducted in four other enterprises in the industry, these were single interviews with -
the managers of two contract assembly firms who are downsiream from the core
firms, and two with suppliers of products to the indusiry who are upstream - one of
themisa component supplier and the other is a supplier of machinery.*

In addition to the intervisws, documentary research and the attendance of conferences

and trade fair’s were used as a research technique. The slxategy of using a number of
different methods to conduct research has enhanced the quality of information about
the electronics industry and the small and medium enterprise sector.

The firms stodied are not a representative sample of small and medium enterprises.

To obtain a representative or random sample would not have been possible because of
problems with access to firms and limited information regarding the small firms in the
sector. Most of the available information on the electronics subsector focuses on the
large firms which dominate the indusiry.

¥ The electronics industry is a subsector in the South African economy and falls under the
* These three firms are referred to as the “cere® firms or “intepsive research’ firms.
¥ These four firms are referred fo as the *single’ interview firms.

-5
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~ In-depth / intensive research
The strategy of intensive research involved conducting research in the three core

enterprises over a period of one to two weeks. At each site a series of unstructured
and send-strustured interviews were contucted with directors, management,
administrative staff and workers, How the firms operate and the production process
was observed as part of the research.

Race, ethnicity and gender have been mentioned by most authors of social science as
an important issne to factor in when coi:ducting research. Davidson and Lytle (1982)
highlight the serious biases that can occur when people from different races conduct
vegsearch. Oakley (1981) and Finch (1984) make gimilar points about doing research
across gender lines. On the other hand, authors such as Edwards (1990) suggest that it
is possible to overcome race and ethnic barriers in research, for example, by drawing
on another common link. Respondents from all racial greups, both male and female,
were encountered in the course of the research and these problems were taken into

consideration.

Burgess {1993:103) through a summation of the ideas of several authors, outlines
some of these features for a person conducting research. They include: “the
researcher is a friend and a confidant who shows interest, understanding and sympathy
in the life of the person” and “... it is vitai to develop the trust and confidence of those
with whom interviews are used”. Throughout the research these techniques were
used, particularly in the context of interviewing respondents of a different race and
gender.

The seiting for conducting the interview is important, this is to ensure that the subject
feels comfortable in the interview environment, It is also suggested that if the
interview is not specifically a group interview, then it would be best if there was no
one else in the room and there should be no disturbances. This ensures that the
subject can respond as freely as possible. Thus, interviews with mauagement or
administrative staff were conducted in their offices. An office would not have been an
appropriate environment to interview workers so they were interviewed in their tea

room or at their workstation. Only on one occasion was someone interviewed in
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public - it was a worker who was on the production line who preferred to be

interviswed in this setting - the end result was a group interview as many other
workers participated in the discussion.

In most of fhe interviews a semi-structured format was followed, A list of topics or
an agenda of the issues to be covered was used instead of a questionnaire and through
the course of the interview these topics were covered. This strategy was followed to
allow for the flexibility of discussion in the interview while at the same time ensuring
that none of the issues were left intouched. A common list of topic allows one to
make comparisons between the firms.® Interviews were recorded by either tape

recorder or hand-written notes.

The observation process was useful in two regards; it helped develop an
mdérstandjng_ ” the production process and it helped with the development of a
relationship with the staff. Interaction with the vrorkers made them feel comfortable
with me sitting in on their working environment and aftér some initial tension, most
workers were put at ease and continued with their normal activities. Spending several
days at the firms enabled me to build rapport with the workers which enhanced the
quality of the interviews. Through observation, several of the problems in the firm

were assessed.

Problems in the research
One of the problems faced was finding firms who did not object to being researched,

Thompson (206) recognises that “(i)t will always be much easier if you can say that
somebody else in the informant’s own social network has recommended them”. In the
initial stages of the research there was no access throngh an insider who was able to
give me credibility or provide an iatroduction.

Problems were also encountered with gender and racial barriers particularly with
black female workers. [ attempted to overcome these barriers by drawing on my
knowledge of the industry and the conditions that the workers face. The development
of a relationship with the workers prior to the interview through the observation

¢ The agenda followed is included as appendix A.
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process and infermal discussions also proved to be a useful strategy in overcoming the

barriers.

Single interviews
Once the in-depth studies had been completed, further interviews were conducted with

four other firms. These interviews were to try and determine if there ars common
problems that all small and medium enterprises in the industry might face, as well as
to look at the subcontracting and supply aspects of the industry. '

These firms came to iry attention by having either been mentioned in previous
interviews or found in the electronics industry directory. Access to these firms was
substantially easier than in the intensive research firms as I already had knowledge of
the indusiry and often a referral. The shorter length of the research also facilitated
easier access, The interviews were between forty five minutes and one hour, The
interview schedule was based on the one drawn up for the intensive research and is
included in appendix A. All the people in these interviews were either owners or
managing directors and were involved in the day fo day running of the firm. Three
out of the four firms in these single interviews were small enterprises.

Conferences / Trade Fair’s
In March 1995 I attended the P-ssidential conference on Small, Medium and Micro

Enterprises. This four day conference was extremely comprehensive in the issues that
were covered. International and local speakers looked at the main problems that faced
small and med . enterprises and the support that could be given to them. Eight
issnes wers discussed: business support through local service centres, access to
markets and tenders, access to finance, improving the physical environment,
developing human resources, developing local economic partnerships, building
instifutions and capacities, and targeted support. In addition support agencies,
financial institotions and other organisations had set up information stalls to inform
people of the work that was being done to assist small and medium enterprises. This




conference pmvedwbeuseﬁﬂ asmmyofths problems facing smaIl audmedm
enterptises in South Africa were discussed.

In May 1925 [ attended a trade fair on the electronics tadustry. Although no firms -
were found which met my criterion for the regearch, I acquired information and
knowledge about the slectionics industry.

Confidentiality

There is, as in most industries in South Aftica, a high level of competition in the
electromios industry. Several firms in the industry are reputed to be dishonest and
have copied the products of their local competitors. In granting me access to research
their firms, the managing directors requested that confidentially be maintained,
specifically that of product specifications and certain individuals also requ:sted
confidentiality. I thetefore only use quotes without revealing the names of companies
and individnals. Workers in particular were given the assurance that whatever they
told me would not go back to management. This was to ensure that no worker feit
they would be victimised by what was discussed in the interview.

e e T Pl TR LT T A e T
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Chapter 3: Developing a theoretical framework

We will win and you will lose. You cannot do anything about it because your failure is an
internal disease. 'Your companies are based on Taylo’s principles, Worse, your heads are
Taylorised too. You firmly believe that sound managsinent means executives on the one siﬂe
and workers on the other, on the one side men who think and on the other side men who can
only work. Foryou, matagement is the art of mooﬂlty.transfeming the executives idea to the
- workers’ hands.
‘We have passed the Taylor stage. We are aware that business has becorne terribly complex.
Survival is very uncertain in ‘m environment filled with risk, the unexpected, and competition
« We know that the intelligence of a few technocrats - even very bright ones - has become
totally inadequate to face these challenges. Only the intellects of all employees can permit a
company to live with the ups and downs and the requirements of a new environment. Yes we
will win and you will lose. For you are not able to rid your minds of the obeolete Taylorisms
that we never hud. (Konosuke Matsushita, 1988, founder of the Matsushita Electrical
Industrial Company; cited in Best, 1990:1) -

Fordism
Fordism has been described as the era of mass production and mass consumption,

with the regulation of the economy to ensure a market for the goods produced. Mass

production under fordism has been promoted by organisational and technalogical
methods that allow for the development of economies of scale. The technology has
come in the form of moving assembly lines to speed up the production time and
snecialised machinery which standardises the parts being manufactured. Goods
produced in this way reduce the cost per unit because of the greater number that can
be produced in a short period of time. The lower cost of manufactured goods and the
greater quantities produced has resulted in & lower selling price of the products.

Prior to the mass production system developed under fordism, skilled craftsman made
each product uniquely. Fordism has thus seen the decline of the craﬁsz'nan and the
proliferation of unskilled or semi-skilled mass labour who do routine tasks. The
deskilling of labour is identified closely with Taylorism and the move to continually

10
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increase the productivity of workers on the assembly line and in the workplace in
general,

With.the dramatic increase in the number of goods produced it is important to create
an environment where all the mass produced goods are consumed. A very important
- componett in fordist mode of regulation is the promotion of mass congsumption of
goods through higher wages for the ordinary worker, lower unemployment levels and
a welfare economic system that ac* * as a safety net. The ‘New Deal’ in Amerjca in
the 1930’s after the depression and the adoption of Keynesianism in most first world
countries has been linked to fordism (Williamson 1994).

The institutions of fordism include the rise of large scale industrial unions and the
growth of monopolies. Mass prodﬁction, the conditions of work and the large number
of workers under ong roof have facilitated the growth of unjons. These unions have
not challenged the fordist system; rather they have played an important role in the
regulation of the economy by ensuring, in part, that there is mass consumption by well

peid workers.

Firms under fordism feel that there may be some benefits in trying to create
economies of scale in other areas for example by creating large business and
organisational structures. Fordism, in the countries where it is most developed, hags
witnessed an unprecedented concentration of capital in spite of the anti trust laws

which aimed to prevent it.

Thus “the terin ‘regulation’ refers to more than the labour process of the lead
sectors of growth in an economy, and moves beyond the strictly economic to
include both political and cultural considerations. ... some of the more central
political considerations ... particutar[ly] the kind of policy interventions made
by national governments in their attempts to balance mass production and
mass coh.sumption, and thus uaderpin long term growth.” (Allen 1992:238),

11
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Fordism is not, however, standardised and there are different ways of organising
production and different types of labour that exist within this broad framework.

Fordism is often ascribed to the period immediately after the Second World War until
the early 1970°s. This period saw tremendous growth: “Industrial output across the
advanced economies virtually trebled between 1950 and 1973, with more being
produced in that period than in the whole of the previous seventy five years - itself not
& period of inconsiderable growth” (IBID.).

From 1973 fordism suffered severs® “backs that prompted theorists to argue that this
mode of regulation was in decline. setbacks to the fordist system were the oil price
shocks of 1973 and 1979; the removal of fixed exchange rates, the breakdown of the
Bmtton ‘Woods system, the simultaneous occurrence of depression and inflation (what
is referred to as stagflation), .and unemployment. These crises could not be dealt with
by the Keynsian demand management syster resulting in a move towards different
macro-economic policies by the leading international economies. .An additional
problem that fordism faced was the rise of successful alternatives that were able to
take over markets that had traditionally belonged to the fordist mass producers’. From
the late 1960°s and early 1970°s profits rates of the fordist producers fell. The
regulatory institutions of fordism were no longer viable as they could not keep, the
system growing af the same rate.

The decline of firms in the 1970’s is often blamed on concepts such as productivity
decline. Best (1990: 22) sees the problems as being rooted in the old way of thinking
- the result is an attempt .o solve the problem in an outdated fashion, which merely
exacerbates the problem. Best argues that the competitive disadvantage where
countries experience decline is not through “distributional’ problems (distributional in
this sense refers to high wages or high profits causing high prices) nor does he see the
problem as the practices of powerful unions, but rather the problem lies in the way
that production is organised. He argues that “production is organized according to

7 What Best refers to as the “New Competition”,

12




outdated principles which results in an incapacity to respond strategically to the New
Competition” (Ibid).

Post-Fordism

“There is widespread agreement that sorething dramatic is happening to the
international economy over the past two decades: rapid restructuring of world
markets and consequent large-scale changes in the policies of economic
management at the international, national and regional levels.” (Hirst and
Zeitlin 1991:1).

There is, however, less agreement over what to call this change. Descriptions of this

- change are similat, yet the current nature of these changes has meant that there is still

insufficient and inadequate literature on the subject. It is on this basis that Sayer
(1989) has-.critiqued postfordism: “... the literature on postiordism is confused in its
arguments, loﬁg on speculation and hype, and based on selected -examples whose
limited sectoral, spatial and temporal range is rarely acknowledged.” (page 221).
Hirst a:.nd Zeitlin (1991) analyse the different interpretations of the postfordist
literature. They find three different approaches in this framework: flexible
specialisation, regnlation theory and postfordism.® They also find that the literature
is inadequate in its dealing with the concepts.

‘While recognising these debates, it is impossible for this thesis to explore them in
detail. The use of the term postfordism in this thesis incorporates a number of
different aspects in the literature, but falls broadly into the regulation camp of the
debate.

® Postfordism is often conflated with flexible specialisation in the fiterature, 1 have not explored the
differences between the two approaches,
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The regulation position that is adopted in this thesis does not assume the existence of
what Alain Lipietz’ (1982) refers to as ‘global fordism™®. It does, however, argue
that the crisis of fordism during the 1970’s has led to the emergence of an alternative
labour process and mode of production, which is referred to as postfordism. This
argument implies that there does not need to be a crisis of fordism, let alone the
existence of fordism, in a particular country in order for that country or firms within =
that country to move foward postfordism. |

According to Jessop (1992) postfordism could either be seen as arising directly from
the fordist production line - i.e. a firm that was mass producing changes it production
process to come in line with postfordism, or postfordism could arise from firms
responding to the crisis in fordism. Thus firms that were not mass producers, produce
and compete in line with postfordist production techniques. In the latter case, fordism
does not have to be in place for the firms to become postfordist, rather the firms have
adopted postfordist techniques because it is the most effective way of operating.

Furthermore, one sees that with postfordism, small firms are able to compete with the
larger mass producers"'; this is because the postfordist production processes are
flexible and can be extended to produce small batches. One of the challenges posed
by postfordism is that it is able to compete more effectively than fordism on
international markets. The success of postfordism creates a further crisis for fordism
and pushes it further down the path of decline. Thus countries and companies still
rooted in the fordist paradigm are declining. Contrary to the comments made by

Sayer'?, there are sufficient countries and regions that have moved to this new mode

* Lipietz is 2 prominent member of the regulation school. Adaptation of his wark by Gelb (1991) to
the situation in South Afiica as racial fordism, has been critiqued by Bethlehem (1994) and Maller and
Dwolatsky {1993).

2 Global fordism refers to the world-wide extension of fordism. According to Lipietz, fordism also
exists in the third world, albeit in different forms - what he refers to as “peripherat fordism® and
*bloody taylorization’,

" This is not to imply fhat there is no successful mass production under posifordism. One finds that
mass production is incorporated in the postfordist system.

12 That “postiordism is ... based on selected examples whose limited sectoral, spatial and temporal
range is rarely acknowledged.” cited above.

14




of regulation to illustrate what is meant by postfordism®. This thesis, however, only

focuses on two countries,

It is the combination of policies by govemmenfs and the strategies pursued by firms

that shape both fordism and postfordism. Jessop (1992:26) identifies four different
- social relations of postfordism and fordism: the labour process; macro-economic
regimes; modes of regulation of the macro-economic regimes; and the effects of the
previous three social relations on the social orderas a whole. The bulk of this thesis
looks at the labour process and the dynamics of the firm at a micro level. The mode
of regulation is also considered,

? Small businesses
' Small businesses are potentlally more flexible and dynamic than the large bulky

fordist mass producers and are thus an important component of postfordism. In the
past, small business particulaﬂy thbse involved in manufacturing could not produce
their products as cheaply as the larger firms. Changes in technology, a2 demand for
quality products and a shift to smaller batch sizes have given the small firm the

competitive edge.

The two countries that this thesis draws part of its framework from - Japan and Italy,
both have a large number of vibrant and dynamic small businesses. These countries
were selected for this study because of their overwhelming success in international

E markets, their differentiation from fordism; and their successful integration of small
businesses into the mainstream economy. |
>
“The Third Italy and Japan offer two approaches to the promotion of small and
: medium sized enterprises; both depend upon a combination of cooperation and
> competition. The Third Italy approach is rooted in the institutions of
3
- '3 For example, Pyke and Sengenberger (1992) include studies from Italy, Spair, Germany, Denmark,

Canada, and Cyprus, in their book. The 1DS bulletin {vol 24 no 2) looks at these issues in relation to
Third world countries such as Zimbabwe, India, Brazil, Argentina and Mexico,
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community established at the level of municipality; the Japanese approach is
anchored in Laws ... and carried out by a plethora of central government
industrial policy agencies. A common prerequisite for cooperation is trust,
and industrial policy in both Japan and the Third Italy is geared to promoting
trust by collective incentives.” (Best 1990:250)

Ttaly, between the early 1970’ and the mid-1980"s, had the fastest rate of growth of
the big four European economies. Tt passed Britain and France to become the fourth-
largest capitalist economy in terms of gross national output, In the period between
1972 and 1980, the share of national output produced by firms employing between 20
and 100 workers increased from 31 percent to 34 percent.

Emilia-Romagna is the fastest growing of Italy’s 20 regions and it has the highest per
capita income. The region has a large number of small businesses, in 1980 it had 325
000 registered firms and an economically active population of 1.7 million people.
Ninety percent of the manufacturing firms are small, employing less than 100 people.
These small firms account for 58% of the workforce. Emilia-Romagna accounts for
10 percent of Italy’s exports and 4 percent of the country’s imports.

In 1982 Japan’s" small and medium enterprises accounted for 99.4 percent of all
manufacturing establishments and empioyed 81.4 percent of all wdrkers. The
definition of small and medium enterprises in Japan are those firms that have leés than
300 employees and less than 100 million yen in capital. McMillian (1984, cited in
Sayer 1989) found that 58 percent of workers were employed in firms of less than 100
employees and 30 percent of the labour force worked in micro enterprises of 1 - 4

employees.

Small and medium enterprises in Japan are closely linked up with parent companies.
The history of the relationship between parent companies and subcontractors in the

¥ Figures on Italy are from Storey and Johnson (1987:145), cited in Best (1990:204),
15 Rigures on Japan are from Murata (1986:221), cited in Best (1990:161).
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immediate post war period was exploitative, with subcontractors being used as
“buffers against recession and as sources of cheap labour” (Best 1990:162).

" In the 1970’s there was a shift toward improved relationships with subcontractors -

from price orientation to quality and time orientations. As the strength of the
Japanese industry grew, the relationships between large parent firms and small firm
subcontractors changed so that parent firms supported the advancement of the
capabilities of subcontractors. In recent years the use of small subcontractors or
supply firms in Japen as ‘shock absorbers’ in times of econemic doﬁvnmm isnota
common feature. Because of the orientation of big Japanese firms, they have an
interest in maintaining stable relations.

The differences in the type of small firm in Japan and Haly are generally that the small
firms in Japan ave linked to a larger firm and are involved in a subcontracting
relationship with that firm, while the small firms in the Italian industrial district are
linked to each other as equals or through consortia and work together in some way, for

example, in the production or marketing of a product.

The lead or parent firms in Japan often play a dominant role in the assembly and / or

| retailing while the subcontracior would play a smaller role in the production process

and might not have their own design and marketing capabilities, However firms who
are able to design or shape their own {or other finns products) such as in the Third
Italv, may have greater power and flexibility in shaping their own future,

South Africa
The Small Business Development Corporation (Prodder;1994) estimates that there are

more than 800 000 formal businesses in South Africa, 91 percent of which are
classified as small and medium enterprises. The estimated share of gross domestic
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product of small and medium enterprises is about 45 percent (excluding the informal

sector), with 2.4 million people being emplcyed by these firms.'¢

Prior to 1994, small enterprises in South Africa did not receive any significant
attention from the government as incentives, legislation and regulations were focused
on providing benefits to the larger firms. The corporate structure of South Africa is

such that the major conglomerates wheeled enormous power, and in the past were able

to influence government policies. Small businesses also faced difficulty in terms of
access to finance particularly as financial institutions did not place any priority on
small firms. (DTI 1995:12)

In the pre-1994 period, the SBDC was one of the few institutions that gave support to
small enterprises. The support came in the form of financing, low rentals, training and
backup. The assistance provided was limited and it often focused on retailing and not
manufacturing enterprises. While some non - governmental organisations (NGO’s)
provided assistance to small businesses, many were located in the rural areas with a
focus on micro-enterprises. These micro-enterprises were often set up as survival
steategies for the rural poor. Unions also began developing capacity to support small
businesses by providing assistance and training to workers who had been retrenched.
In the former homelands support agencies such as Transido were set up to assist small
businesses. These support mechanisms did not, according fo the Department of Trade
and Industry (DTI 1995:13), make an effective impact.

After the election of the first democratic government in April 1994, a new impetus
was given to the support of small and medium enterprises. The Presidential
Conference on Small, Medium and Micro Enterprises was held in February 1995 and
a White Paper on a National Strategry For The Development and Promotion of Small
Businesses in South Africa was tabled in Parliament on 20 March 1995 and was
gazetted on 28 March 1995. National support agencies, such as Ntsika Enterprise
Promotion Agency and Khula Enterprise Finance were set up by the government and

¥ The number of firms in South Africa has recently been questioned by Nitsika (1996;14) and is placed
at a maxizmun of 600 000.
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work in conjunction with the Department s Trade and Industry’s Centre for Small
Business Promotion. These organisations work o provide support to small businesses
in a munber of different arcas with Ntsika focusing on non-financial support
mechanisms and Khula workire n the area of financial support. The National Smali
Business Act provides “foftucs 'éétabliéhment of the National Small Business Council
and the Ntsika Lnterprise Premotion Agency; and ... provide[s] guidelines for the
organs of state in order to promote small business in the Republic” (RSA. 1996:2).

Further support has come from the financial sector who have introduced special
packages and deals for small firms. ¥For example, the Nedcor banking group has set
up a division called Ned Enterprise which deals with financing and providing
assistance to small firms. Management consultancy’s such as Coopers & Lybrand
have also involved themselves in the small business sector. The number of NGOs
offering business services have also expanded, for example, the Bechive
Entrepreneurial Development Centre. This centre operates in the Lydenburg area and
provides community meiabers with truining, T ~ancing and support services such as

bookkeeping, administration and marketing.

Conclusion
This chapter has discussed the move away from fordism as a mode of production to ‘a

new way of doing things’. The new mode of production put forward is postfordism.
This chapter has suggested the Third Italy and Japan as regions that have moved
beyond fordism and the following chapter draws on the experience of these two
coun’ries in attempting to highlight the features of postfordism. The integration of
postfordism and small businesses has been mentioned in this chapter and forms part of

the discussion that follows.
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Chapter 4: inter-Firm Collaboration and Intra-
Firm Organisation

Inter-firm Coilaboration
Firms, particularly small firms, have become aware that they cannot operate in

isolation According to Pyke and Sengenberger (1992) it is isolation, and not
‘smaliness’ that is the key problem with small firms. Efficiency, responsiveness and
competitiveness can often be improved when working in collaboration with other
firms or in a network or industrial district. In this section the different types of
sollaboration (either horizontal or vertical) are explored. Networking and industrial
districts are then looked at as two (not necessarily competing) mechanisms of inter-
firm collaboraticn. Lastly, inter-firm collaboration in the Third Italy and Japan are
explored. Fow firms work together in these countries are, in many ways, different,

Before moving on to discussing the aspects of inter firm collaboration, it is important
to explain the difference between economies of scale and economies of scope as they
both affect inter-firm collaboration and inira-firm organisation.

Econories o.: :ale may be defined as the result of the increase in size of a single
operating unit producing a single product so that the unit cost of production is
reduced. Economies of scope result from the use of processes within a single
operating unit to produce more than one product. The cost advantage in economies of
scope comes from “making a number of products in the same production unit from
much the same raw and semi-finished maierials and by the same intermediate
process.” (Chandler 1990:17-24). The motivation behind the proliferation of
economies of scope is that consumer purchases do not come in batches that match
large scale production runs {i.e. sconomies of scale). Instead, we find that consumers

are simultaneously purcharing the whole range of a company’s products.
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Small firms often benefit from economies of scope, and fail fo achieve economies of
scale because of their small size. Pyke argues that economies of scale can be achieved
by small firms working together while still retaining the beneficial aspects of
flexibility arising from the economies of scope.

These economies of scale may be achieved by:

(1) Individua! smal} firms specislising, even investing in expensive equipment, in the
full knowledge that 4 large sectoral market is assured. While it would be
uneconomical for a small firm fo retain a specialist piece of equipment that it uses
occasionally on its own behalf, that same piece of equipment can be used efficiently
when employed on behalf of, or by, 2 large number of other small firms.

(2) All the services that the individual large firm can call upon internally - design,
market research, advertising. sales and distribution, finance, staff training, purchasing
- can also be provided externally and collectively on behalf of groups or networks of
smeli firms by associations of employers or trade unious, or by local government.
(Pyke 1992:2; Lichtenstein & Hoeveler 1996:5&6) '

Forms of Coliaboration between Firms
Inter-firm, collaboration counld involve either horizontal collaboration or vertical

collaboradion. The former involves collaboration between firms making similar
products. They could share services such as design intelligence and marketing or
expensive equipment. This form of collaboration allows participating firms to
maximise the flexibility and innovativeness associated with small scale operations
without suffering from the penalties arising from their small size.

The latter, vertical collaboration, involves chains of coliaboration between assemblers
and component suppliers, This involves collaboration in design and with close co-
operation in production scheduling, The makers of machines, for example, would
cooperate with those who use the machines, This co-operation ensures that the
problems with machines that have been picked up by the user, as well as new ideas
about how to make the machine operate more effectively, are incorporated into the
new products that the machine manufacturer produces. These inter-firm relations
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would involve more than issues relating to price. If an assembler and supplier have
developed a working relationship over a mumber of years then neither one would
move to dealing with & new firm solely on the basis of a better price.

Pyke finds a third kind of inter-firm co-operation between small businesses, It is
neither horizontal or vertical but diagonal. Tt is between “specialists who are not
producing for exactly the same market and are not therefore potential direct lateral
competitors, ... This diagonal co-operation might range from the sharing of research
costs and expertise between two firms for the purpose of producing a commonly
owned new product to which both producers contribute their specialized inputs to
simply the sharing of common facilities, or an agreement to participate in the
production of a complementaty range of goods...” (1992:6)

A fourth kind of ¢co-operution is periodic co-operation. Firms producing the same
product, and who would normally be in competition, may find situations where they
can cooperate at certain times or in certain circumstances, If a large order comes in
for a firm it may want to share the load or subcontract part of it, as it cannot handle
the order in its entirety. Firms might a' .o engage in periodic lending of things such
labour or machines.

The existence of collaboration and co-operation among firms does not preclude
competition from taking place. Pyke (1992) finds that in Tialy, there is strong
competition between many small fivms producing the same product - i.e. firms who
are at the same stage of the production process, while co-operation tends fo ocour
between firms at a different stage of the production process. Conpetition is
important, for 'example in stimulating new ideas and products though competition can
also be very destructive,

" Best (1990) argues that:

“Beneath the apparent paradox of cooperation and growth is a real paradox of
competition, Intense local price competition can reduce global
competitiveness, particularly in high fixed cost industries, by limiting the
capacity of the sector to invest in its fiture; the result is 2 diminished capacity
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to compete against rival sectors located elsewhere. ... inter-corporate
regulation of the market is predicated upon the common interest of all firms in
precluding privately rational actions which undermine collective rationality.”
(Page 18)

Institutions such as banks, worker unions, trade associations and the state can play &
key role in the negotiation of a well-defined purpose for co-operation. The result of
these negotiations could be the formation of a sector strategy as well as a means of
monitoring and enforcing enterprise actions to counter the free-rider.

The collaboration of firms could oceur in networks that have developed over time or
though industrial districts. '

Networking
Networks are informal refationships between essentially equal social agents and

agencies who operate on the basis of friendship, gender, ethnic, community or family
relationships. Many networks are highly exclusive of outsiders. Because networks
are informal, Thompson et al (1991:14) argue that there could be hesitancy and
concern about how networks work and their impact.

“Networks can be highly positive in the way that they Jubricate social mlations
and help coordinate political and economic life. In some areas they can be all
pervasive. They tend to exist within thie interstices of social relations,
sometimes hidden, usually operating on a small scale modest in their purview
and range but nonetheless important and central to a good deal of the real
coordination that contributes to running a country. For those people close to
networks operating at this level, they may constilizte a more _important
contribution o the richness of their social existence than the rather anonymous
operation of the market or hierarchy.” (Thompson et al 1991:15)

Important attributes of networks are co-operation and loyalty as well as the formation
and sustaining of trust within networks. If trust no longer exists within a network,
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then the foundation of the network has broken down, and firms (or players) that form
part of the network would be reluctant to cooperate with one another.

Big businesses have beg  to disintegrate and networks of small and medium
enteiprigses have emerged as subcontractors to the main business. The outcome is that
there is “an internal reorganization of the big corporation to atlow a renewed
flexibility and less bureaucratic style of operation, with semi-autonomous departments
and divisions contracting amongst themselves in a network framework; ... (and) a re-
emphasis on external flexibility with respect to supply contracting associated again -
with network - type structures.” (Ibid). |

Networks and the disintegration of big business does not mean a return to market
relationships based on price competition nor do networks imply bureancratic
organigational forms, The nature of networks is that they are relationships that are
built lip between firms on the basis of some identity. Firms in a network would not go
to the ‘market’ and look for someone to supply a contract, they would rather use a
firm or person in their network. As a vesult, it is often not the cheapest supplier who
would get a coniract with a firm. The relationships that are built up in a network are
ones of trust and mn-ual co-operation. Thus in hard times these firms would “stick
together’ to ensure that they all survive.

The existence of network relations does not mean that price competition no longer
exists. Price competition exists within the framework of a network. For example,
small firms in Japan face continuous pressure from lead manufacturers to lower prices
and costs. This price pressure, however, occurs within the context of a long term
relationship.

Networking and Inter-firm Co-cperation in Japan

Sayer (1989:683-6) identifies four main types of industrial formations in Japan., They
consist of: Gurupu, Keiretsu, industry associations of major firms in the same
industry, and co-operation groups or kyoryokukai.
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Gurupy are remnants of the Zaibatsu, and are groups of major firms from different
sectors. For example, Dore (cited in Sayer 1989) finds that each group would have a
bank, 2 trading company, a steel firm, an automobile firm, a major chemicals firm, a
shipbuilding and plant engineering firm. The members of the group give one another
preferential treatment in trade and there may be some overlapping ownership.

Keiretsu consist of major firms and their supplier or subcontractor firms, The keiretsu
are organised into three or four tiers as a form of hierarchy. Those firms at the top of
the hierarchy would have longer and more stable relations, The supplier or
subcontractor firms, i.e. those from the second tier downwards, are generally
dominated by the firm direcily above them. They sometimes, however, sell to firms

* outside the keiretsu. The firm directly above them, or ‘parental’ companies, often

support or assist the subcontractors with funds, guaranteeing credits, lending
production tools and machinery, as well as giving technical advice for managerial
improvements, This assistance does not translate into dirgct management by the
‘parental’ company and subcontractor firms have a large amount of autonomy. The
close relationship that is built up by the firms in the keiretsn over time minimises
price competition.

Sayer cites an example of the extent of this decentralisation that takes placein a
keiretsu:
In 1987 General Motors had some 6000 ‘buyers’ managing on average 1500
suppliers per plant ... Toyota in 1985 had only 337 people in its centrally
controlled Purchasing Department. The confrast becomes even more striking
when one learns that Toyota’s outsourcing percentage of manufacturing costs
is 70% whereas GM’s is 25%, (Nishiguchi 1987:1 -5; cited in Sayer 1989:685)

Indusiry associations of major firms in the same industry tend to emerge when an
industry is either relatively new or is facing a decline. The Ministry of International
Trade and Industry (MIT]) often intervenes in these indusiry to arrange collaboration.
Collaboration conld take the form of collective research and development, a division
of labour in production of products, restricting competition and targeting particular
products,
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Co-operation groups or kyoryokukai are organisations linking large numbers of
subcontractors operating in the £~ e ‘tier’ of the keiretsu hierarchy. The co-operation

. groups would co-ordinate the design and improvement of products. An exatiple

given by Sayer (1989:686) is that the design of television components can be co-
ordinated with that of the television chassis so as to facilitate both the performance of
the final product and the efficiency with which it can be assembled. Because the
product development process from the planning stages through designiﬁg and
enginecring to mennfacturing, overlaps, it helps cut down the time that it would take-
to launch a new product. Sayer finds that it also “helps to anticipate and resolve
problems before they occur.” (1989:687)

The benefits of having these different groupings is that it lowers the cost structure of
firms. Firstly, because of “the long-term, almost permanent relationship between
subcontractors and finished product manufacturers, subcontractors feel no need to
establish sales and other non-productive divisions.” (Ikedia 1987:6; cited in Sayer
1989:687). And secondly, because “the relative stability of the system resulis in lower
transaction costs incurred in information search and marketing than are experienced
by the more open, flexible and unorganized inter firm relationships common in the
west.” (Sayer 1989:687).

Japanese industry is characterised by rigidities between firms such as ‘obligated
trading relationships®. These rigidities could irapede flexibility; however the reverse
is true and Japanese companies have proved to be competitive and nimble in
restructuring and innovating.

Industrial Districts:
Industrial districts are a cluster of geographically concentrated firms, with firms

specialising in different but complimentary spheres. A very high proportion of these
firms are small or very small. The firms work together in a decentralised fashion to
produce a final prodnet. The clustering of small firms in an industrial district is not
just an aggregate of the ynits, it is the organisation of the firms in the confined
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geographical avea that make it an indusirial district, The industrial district should be

conceived as a social and economic whole.

Pyke and Sengenberger (1990) find that there are close inter-relationships between the

 different social, politizal and economic spheres and that the functioning of one of

these spheres is shaped by the functioning and organisation of the others. The success

. of the districts, according to them, lies not just in the realm of the ‘economic’ but that

broader social and institutional aspects are just as important. The institutions are able
to co-ordinate competition and co-operation as well as provide support, and develop
skills in the district. Such institutions could be local government, trade associations,
trade uniong or local chambers of commerce and industry. Price as an instrnment to
co-ordinate economic activity would be substanfially reduced in an industrial district
becanse of the other mechanisms and insiitutions for co-ordination.

Industrial districts have been extremely successfuil in many regions, not only in Ialy,
but also in Germany, Denmark, Canada and Brazil. They are argued to be successful
because of a strong capacity to meet market changes and fo resist economic downturns
in times of crises. Measures of success would be their ability to maintain high levels
of employment and retain market position despite the wide fluctuations in
manufacturing activity. The success of firms would not be based on a single firm
doing well but rather on the basis of the success of all the firms in the network. Pyke
and Sengenberger (1992:3) argue, however, that the economic success for the
industrial district has come not so much through advantageous access to low cost
factors - cheap labour, land or capital - as from a particularly effective social and
economic organisation based on small firms. There have been industrial districts that

have not succeeded.

Individual actors need to contribute to the cellective good of the industrial district and
not follow their own narrow self interested path. The collective good is in relation to
aspects like training and research. These aspects would have a long term benefit in
keeping the industrial district successful so that it will be able to compete effectively
on international markets in the future.
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Industrial districts place an emphasis on innovation through maintaining a high level
of skill and technology within the district. The district’s adaptability also depends on
a flexible labour force. ““A basic requirement in industrial districts is the presence of a

~pool of local labour and expertise versed in the various functions and processes

associated with the main product of the community... The widespread expertise might
be handed down “through the community’, from fathe r to son, mother to daughter, and
from colleague o colleague, such that it forms part of a long - standing cultural
heritage of the area. Alternatively, or additionally, the expertise might be provided by
technical schools and craft colleges.” (Pyke and Sengenberger 1992:22), Best argnes
that the creation of new small firms is important for the dynamism in an industrial
district and increases the districts” flexibility,

The social structures in Italian industrial districts according to Pyke and Sengenberger
(1990) are well snited to the flexible co-ordination of resources. For example, they
find that the extended family and a sense of community provides the conditions for
workers to adapt to flexible labour requirements and for employers to have access to
flexible labour. Furthermore, community or family members can provide assistance
in times of need or funds for the establishment of a new business, A new firm, in
most cases within Emilia-Romagna, will be headed by a family member or trusted
previous employee who wishes fo establish an independent firm. The firm may
receive aid from family or community members in the form of equity or debt finance,
loan of machinery, sharing of orders, or long term contracts.

Industrial districts in Italy are mainly found in the central and north-eastem regions of
the country or the Third ltaly. There are abont 50 industrial disfricts i this area.

Diff. rent districts in Italy specialise in different products, Pyke and Sengenberger
(1990:2) give examples: in the Emilia- Romagna area the Sassuolo district specialises
in ceratnic tiles and the Cento district in mechanical engineering. Frato in the Toscana
region is known for textiles, shoes ate made at Montegranaro in the Marche region,
Nogara in Veneto specialises in wooden furniture whilst Cammeto sull’Oglio in
Lombardia makes toys.
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The ceramic tile industry of the Sassuolo area in Emilia - Romagna in 1987 accounted
for about 30 percent of the world production and almost 60 percent of world exports,
The industry grew from 14 sorpanies in 1955 to 102 in 1962 and by the 1980’ there
were geveral hundred. Sassuolo also has a large share of the market in the production
of equipment. Ceramic mannfacturers in other countries buy the most up-to-date
equipment from: Sassuolo in order to try and catch up with it, Firms in Sassuolo are,
however, always working on new and better machinery.

‘Trade Unions in Halian industrial districts ave often strong with the result that wage
rates in particular districts are often higher than nationally agreed standards although
there are distriets that have lower than average wages. The situstion in Ttaly, as with
many other countries, is that wage rates are not necessarily dependent on working in
an industrial disirict but rather on the level and strength of unionisation. Thus in
regions where there is poor union organisation the wage rate in indusirial districts, as
well as the large firms in the region, are low. It is not only the poor unionisation of a
region that could affect the wage rates, it is also the dynar sic nature of a particular
industrial district. Jt should be emphasised that the conditions (and wage rates) in an
industrial district can change over time,

Homogeneous value systems:
“Culture ... implies the existence of mutual understandings that allow

individuals to transcend the individualism of economic man, where self
interest is pursued by individual actions alone. ... Culwre is also the basis for
collective identity or a sense of self that derives from membership of a group,
team, community, or nation. It expands the source of meaning in life {rom ‘I’
to “we’ and tar notion of community from the summation of private interests
to the establishment of the common good.” (Best 1990:145)

Close knit communities with common value systems are important in binding a region

~ or a sector to 2 common goal. In Italy, the Communist party and the Catholic Church

have attempted to unite communities in order to achieve both social and economic
goals. In the Third Italy the Communist and Socialist parties form a majority at the
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local government level, in the labour unions, and in the organisation of artisans. The

Comsmunist Party has been able to successfully unite owners, artisans and workers
into working together. One of the reasons it succeeded is because of the role that the
organisation played in the creation and sustenance of small businesses and in the
assistance to salaried workers to become independent contractors. The party also
supplies social service support to the people of the region, this includes: low'cost
housing, day care centres for children, and puinc_ transport.

The sense of community created by a common ideology helps reduce conflict and
promotes communication, co-operation and trust, among groups of small firm as well

as between workers and management,

Pyke argues that the pervasiveness of a certain value system prevents members of a
community from transgressing the code of behaviour, Thus he finds that, “sensitive
information can be shared; work carried out quickly and simply on the basis of

- somebody’s word; contractors can be sure that costs, or changes in costs, will be fairly
~ estimated without the need for long and expensive checking.” (Pyke 1992:9)

Japan is often cited as having a particularly strong cultnre and the development of a
company culture that has enabled workers to give a sirong commitment to the
workplace.

These issues beg the question as to whet the relationship is between culturc or a
homogenous value system and the success of an economy or region. Best argues that
while culture is often used as a means to explain things where economic theory fails,
he finds that it falls short in its attempt to exp!lain the success of Japanese
competitiveness, particularly because it fails to explain the faitures that have occurred
in Japanese business, and the poor performance of Japanese firms before the 1950’s.

Ore conld attempt to answer the question by arguing that it is how the culture or

‘shared beliefs are used at entétprise, district, regional or national level that will lead o

success or failure. Some countries have greater potential for mobilising workers and
management around the issue of culture and value systems. In both Japan and Italy,
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they have been used successfully from the 1350°s in the development of their

economies.

Institutions:
Institution can play an important role in the facilitation of inter-firm co-operation;

such institutions could include agencies, employers’ associations, trade unions, and
government bodies. Agencies could include labour education facilities, joint
marketing arrangements, and regulatory commissions.

Being part of a large employer association for a small business is useful because if
gives the business a political voice and potential power. A strong voice is usuful
when competing against other interest groups such as large firms who are often weil
organised. Pyke (1992) highlights the point that in Third World countries,
government often favour large firms and smell firms, which are not organised, “are
left to wallow while the large enterprises are given every assistance the public
authorities can afford” (Maldonado 1989:66, Cited in Pyke 1992:29). Employer
associations can disseminate information to its member firms. This information could
relate to technology, finance or even training. Employer associations could also
provide services, such as book keeping. The CNA, an employers association in Haly,
which is discussed in greater detail below, provides a number of services fo its

member firms.

I'rade unions can become involved in organising w- ~kers in small firms and still play
ar important role in maintaining the flexibility of the system. For ex: mple one role
that has been proposed by Kern and Sabel is for trade vnions to assume responsibility
for the training and provision of skilled labotr. Unions would have the rescurces and
the motivation to engage in long term training for their members, while small firms on
the other hand, may not be able to afford training for their workers. Another role that
trade unions can play is to work with employers organisations to influence policy ina
particular region.
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According to Pyke (1992:10) the government may intervene through: regulations,
appropriate macro-economic policies, provision of basic infrastructure such as roads,
land, buitdings and energy, the establishment of service agencies as well as the
creation of a consensual enviroument among the main interest gronps. The
consensnal environment can be created by government bringing together different
interest groups, for example, trade unions and employers organisations. These interest
groups would develop commonly agreed programimes of action. Pyke argues that
strangies for growth work best when there is consensus among the main interest
groups.

According to Spith (1992) it is important that government intervention assist small
firmns, but the policy that governments choose need fo be wary of several factors that
could in fact be detrimental to small firms. She cites examples of cases where
intexvention in the form of exemption from taxes or labour legislation, induced
inedium sized and large businesses to ‘downsize’ and subcontract part of their
production in order to receive benefits. Other problems with government intervention
could be the excessive bureaucratic ‘red tape’. The red tape could hinder the start up
of smaut firms or small firms may not have the capacity to deal with the bureaucracy
of having to apply for benefits supposedly intended for them - an example being the
application for export incentives.

Trigilia (1992) argues that incentives for firms should not be targeted at individual
small firms as it *{ends to encourage initiatives ¢ doubtful efficiency, based more on
political protection than on hard-headed business calculation.” {page 45). Incentives,
according to Trigilia, should railier be ior the collective good and focused on
initiatives that would encourage inter-firm co-operation.

Institutional support, if it ¢ - to be effective, should be flexitle and able to change over
time. Thus institutions nee [ to be aware of the context that the firms are operating in,
Furthermore, instifutions s:10uld not be bureaucratic and thereby make it difficult for
people to access the resources that the institutions have available. Institutions should
also be able to interact with firms on a continual basis to ensure the continued
dynamism of the sector. It is also important, particulatly if institutions are moving in
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toat : 1 where they do not have a great dieal of experience, that they find cut the
needs of L sector; a botiom up approach would be preferred to top down
implementation. Best (1990:18) argues that it is preferable for firms to work together
through a variety of institutions - identifying common interests and collectively
pursuing them, than for the govewnment to impose its decisions on firms.

Institutions could aiso be used as a means to enforce individual or business
responsibility to a common interest. While homogenous value systems are one
mechanism to enforce the ‘code of behaviour’ of an area or 1egion, the institutions that
t-ing the firms together can also enforce firms to adhere to a particular way of doing
¥ 8. Recourse to legal mechanisms would be an additional, although undesirable
n'.'-*ans of enforcing rulss. The success of institutions often relies on the existence of a

homogenous value system and the cohesion of a community.

Institutions in Italy
Inter-firm associations - the CNA: The Confederazione Nazionale dell’ Artigianato

(CNA) [National Confederation of Artisans] is the largest business association in
Italy. It has 340 000 member firms, 7000 staff and 2300 branch offices and represents
small businesses across the country. In Emilia Romagna it has 65 000 member firms
and 223 offices spread throughout the region. The CNA is organised vertically into
trade federations representing 27 sectors of the economy. A percentage of the
executive committess and the councils nyust be artisans who are actively engaged in

business.

The CNA is associated with the political left and was largely created by the Italian
Communist and Socialist parties. Another association in aly is the CGIA, which is
politically aligned to the Christian Democratic Party.

There are several benefits that a firm can get Som being a member of the CNA.

These include the following:

s Accounting sexvices: the CNA. does bookkeeping, income statements, tax reiurns,
and payslips. In Emilia Romagna the CNA does the books of 40 000 firms and it
does about 70 000 pay packets per month.
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Financial services: the CINA helps to organise financial consortiums,

e The CNA has assisted with the development of property facilities such as
industrial parks.

e The CNA has assisted in the creation of business service centres.

o The CNA has assisted in establishing of co-operatives.

s Tt provides education programmes for company owners and employees.

» The CNA in Emilia Romagna also negotiates with local and regional anthorities
over economic policy.

(From Best 1990:210/211 & Pyke 1992:31/32)

Financial /Credit Consortia: A financial ¢ sortium is an association of producers
that assists small firm in their application for credit from banks. The consortiums are
made up of firms that are involved in a similar line of work and they are therefore able
to give an assessment of the ideas for which the credit application is made. Credit
consortia also have a loan guarantee fund which couid cover a default in payment. By
having this coverage small firms applying through the credit consortia would receive a
lower interest charge because of the decrease in risk. There is also a social pressure
applied to firms not to defaull on their loans, and as a result there has been an
extremely low default rate. For sxample, between 1975 and 1985, $70 000 out of $40
million was lost by banks making loans fo credit or financial consortia. The loan
guarantes fund is made up of contributions from the municipal, regional and national

governments as well as a membership fee which each member pays.

Marketing Consortia. A marketing consortium is made up of a number of small! firms
in a common gector and geographical location. A. consortiuma would employ several
people who would handle the international marketing for the member firmos and it may
also maintain particular quality standards among the member firms. Some of the
features of a marketing consortia are described by Best.
“National and regional governments subsidize up to 50 percent of the running
costs of consortia. By law, the consortia cannot make profits; any net revenue
must be reinvested and cannot be returned to member firms. The concept is to
reward private collective action as opposed to subsidizing individual firms.”
(Best 1990:217)

34



e

Some of the services that a marketing consortia can offer include:
¢ Export promotion,

o trade fair and exhibit organisation,

o sales missions to foreign markets,

- » contacts with government bodies that promote trade,

o market research,

« an export office with translation facilities,

s files on financial soundness of existing and potential clients, _

» bulk buying and warehousing of raw materials,

e arange of business servicee including computer and fax facilities, advice on
compiling budgets and tax returns, job advertisements, and information on
exchange rate movements,

» employment of specialist technicians or specialist machinery

» delivery of products {for ihe export market)

e monitoring of quality standards among member finus

e training facilities, and

¢ links to technical training colleges or schools, and universities.

{from Best 1990:216 - 7; & Pyke 1992:31)

Collective Service Centres: One of the requirements for flexibility is that small firms
need to keep up to date with the latest in technological development. Smafl firms on
their own would face difficulty in accessing the latest information because of the
gxpense involved. The service centres offer services, patticularly that of information.
“The fundamental notion was that firms must maintain and nurture design and
entreprenenrial independence and not become dependent upon external sources of
creativity or become clients of public agencies. Thus the collective service centers
would provide information; the application of the information wouid be up to the
companies themselves.” (Best 1990:219). The service centres are set up by the
government in already existing indusirial districts, with the cenires being sector
specific. Sector specific centres are important because of the different requirements,

needs and problems in each sector.
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It is not only the existence of networks and collaboratory institutions that lead to
postfoa‘dast success, the other side of this success is intra-firm orgamsatwn which
discussed in the next section. Intra-firm organisation considers the changes that have
happensd intemally to the firm or the way in which the firm is organised, Like futer-
firn oollzboration, mtra—ﬁrm organisation includes among other things the social
aspeots of the sma]] businiess. It should be recognised that the institutional framework
prowded by inter-firm collabotation and networking facilitates the intra-firm |
organisation seen under postt‘ordmm
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Intra-firm organisation

Introduction
The organisation of the small business is in many respects different from the large

fordist mass producers, For example, the small nature of the firm allows for a
different relationship beiween owner/manager and employees to develop. Even the
larger firms that operate under postfordism have a different strategy with regard to
how employees are viewed and utilised. The technology and production strategies are
also significantly different, The success of the postfordist intra-firm organisation has
seen many fordist mass producers attempting to reorganise their firms along these
lines. The consequence of these attempts is a move to subcontracting, downsizing and
a reskilling of labour by firms in many countries.

One of the characteristics of intra~firm organisation is a focus on flexibility.
Flexibility is thus more important than specialisation in areas such as the nature of
work, the scheduling of production, the design of the product and the continual
improvement of the production process. One cffect of this flexibility is that
economies of scale are no longer one of the aims of production - the size of
inventories, the location of machinery and production runs are different to fordist
mass producers whose aims were large economie¢s of scale. Another effect of the
flexibility is that inventories and lot sizes are reduced so that production goes
according to what is ordered by customers (i.e. just in time) rather than keeping large
amounts of stock (i.e. just in case). In terms of the layout, factories have been altered
and are laid out on the basis of manuvfacturing cells involving families of parts, rather
than on functional lines,

These flexible changes greatly reduce throughput time, save on indirect labour!” and
allow substantial capital <iav ngs in both working and fixed capital. Another important
characteristic is quality which becomes a primary objective in production rather than
one of the factors constraining the maximisation of output. Aspects of firms
operations that detract from quality or involve a waste of resources must be put right
as quickly as possible. Preventative maintenance of machinery is also emphasised, it

" Tndirect labourers are those not directly involved in the production process,
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is a means to ephance the productivity of the machinery. The last churacteristic
involves a change in th2 way that direct workers are ﬁsed ~ gioup and teamwork are
emphasised, it also promotes new forms of co-operation and communication between
staff and workforce with the removal of intermediate management. |

Labour in this approach is seen as a resource not as a v:ost. The workdr-. 7 i wm
fraining to upgrade skill levels to allow them to perform a wider range of fimctions
such as multi- machine operation, maintenance and quality control. Multi-skilling is
an important component of workforce flexibility.

The strategies pursued by firms, particularly in Japan and Italy, are spreading to
companies all over the globe. They involve: continuous improvement and innovation,
just-in-time (JIT), lime competition, technology, quality and labonr,

Continhuous improvement and lanovation
Guiliana Benetfon commented that ‘you never discover a new design, yon merely

make small changes in the old one’ (Labich 1983:115, cited in Best 1990:12),
Innovation is not about abrupt changes, rather it is about marginal adjustments in
product, process and organisation. Best argnes that innovation is not restricted to the
insight of the specialist engineer but is an ongoing social process in which problems
are solved and new problems are identified: “‘mprovement is always possible and
ideas for improvement can come from everyone, including consumers, workers,
supplie:s, staff, and mangers. As a social process, innovation involves the interaction
of people engaged in functionally distinct activities.” (Best 1990:13)

By incorporating all staff into the process, imprevement in design of machinery can
also be undertaken. Workers who are engaged in the actnal production know what a
machine is doing wrong. By taking into consideration their insights, machines can be
altered to perform better. The idea of continual improverment is not only restricted to
equipment and products, it has also been applied to the organisation of production. .
For Japanese firms continuous improvement is an important strategy.
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Just-in-Time (JT)
“Thorough elimination of wasteful practices® is, according to Taiichi Ohno, the creator

‘of the Toyota production system, the basic concept of the just - in - time (JIT) system.

The JIT system works in the following way: workers at a particular stage of
production communicate to the previous stage the amount of goods needed. The
previous stage of production could be internal or external (from a subcontractor).
This system is different to the fordist producer, in that instead of middle management
co-ordinating millions of downstream decisions about when and what to produce, the
process is internalised by each unit of production placing an order with the previous
unit.

“The inspiration behind JIT, the idea that inventories can be virtually
eradicated in the production process, came from Kiichiro Toyoda, the founder
of Toyota Motor Works ... His idea was that the assembly line should be
modelled after the American supermarket. The idea of a supermarket is that
production orders for replacement supplies are governed by purchases off the
shelf, the last stage of the production system. Thus instead of planned
coordination by a material resource planning staff to assure that each stage in
the production process was supplied with the requisite materials at the right
time, coordination would be spontaneous. That is, suppliers would produce ex
post, to sales figures, and not ex ante, to preplanned production orders.” (Best
1990:149)

Time Competition
The time that it takes a firm to produce a product determines the firms output, it

affects the cost structure and determines competitiveness, The reduction in time is
thevefore a very important component in running a successfiti business.

Japanese firms have been able to reduce the throughput of time of products from days

to hours without increasing the speed of work or machines. This ‘time reduction
strategy’ is related to a quicker change over time for machines, which involves a

39



CR

.
hs

" -&I‘»‘"Jr

L W S

strategy to minimise the shut down time of machinery.”™ It does not involve spesding
up workers tasks,

Two examples of sirategies that have been pursued by Japanese firms to reduce time
are the single minute exchange of dies (SMED) and improving process efficiency.

The reduction in the time that it takes to change the parts of a machine so that it cah
produce another product is the key idea promoting SMED. The premise behind
SMED is to minimise the time that the machine is shut down, thus a distinction is
drawn between set-up activities that can be done while the machine is still operating
(external) and activities that require the machine to be shut down (internal). The
success of SMED is to convert activities of an internal nature, to externial. For
example, transporting old dies to storage is pxternal, whereas mounting dies is an
internal set-up activity, SMED does not necessarily mean new or sophisticated
machines, often it requires an alteration in a die, or adding a special fixture which is
specially designed to facilitate faster set-ups.

An example of the success of the Japanese reduction of time in changing to small
batch production is the General Motors - Toyota joint venture in Fremont, California,
where a typical die change was reduced from 12 hours io 15 minutes.

With SMED a single product will not be run for a great length of time. By using this
process Japanese firms are able to achieve greater economies of scope, Short runs in
fordist mass production firms cannot be undertaken because of the long time required
to change over the configuration and settings of the machinery from product to
product. Shut down titie is an expense for ¢ panies because machines are not
producing and workers are not working.

The problem with the long runs in the fordist firm is that they generate high non-
production costs. A non-production cost would include storage of other products.
Japanese producers have realised that storage of stock that is not being used is

1% Through inter-firm collaboration firms are able to increase the speed of implementing new products
designs and respond to new consumer requirements and changes in market demand. These are also
very important aspects of time competition,




wasteful. The shorter runs enabled by SMED make the process more efficient by
reducing the time that materials are stored. |

Unproductive time, for Japanese producers’, is the time materials spend in inventory
or other non-operational activities such as handling, moving, inspecting, reworking,
recording, batching, chasing, counting and repacking. Productive time 13 the time
during which material is being transformed by machining operations - this is known
ag operation time, |

Process time would incinde both productive and wnproductive time. In order to
measnre efficiency, ratios have been developed to measure process efficiency and
operational efficiency. Operational efficiency is a measure of labour or machine
productivity and focuses the attention of management on increasing the productivity
of workers and machines. Process efficiency, on the other hand, is the ratio of the
time a product is being manufactured to the time it is in the factory.

Process activities are longer because the flow of the product from the entry to the exit
point of the plant is more time consuming than the time that the product is being
manufaciured. Process efficiency requires focusing on reducing the unproductive
time so that firms can make substantial time savings without increasing the pressure
on workers to work faster.

Technology and Quality
“Improved quality leads to lower costs because of less rework, fewer mistakes,

fewer delays and snags, and better use of machines and materials. But most of
the costs of poor quality are hidden costs such as consumers that do not
purchase again, the deterioration in a company’s reputation, or workers that
are not motivated to produce high quality products.” (Best 1990:160)

Quality is an important component of post-fordism. It is important for a number of
reasons both to the consumer and producer. Shifts in the attitudes of consumers have
resulted in less of an emphasis on low price and a greater emphasis on quality. The
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knowledge that the purchase of a quality product will not mean a fault occurring in the
near fiature is important for a consumer. For the producer, improverents in the
quaiity of the product - right first time, would result in less time beisng spent on fixing
errors at a later stage of production. Thus, quality improvements resultinthe
elimination of waste which reduces costs dramatically and aiso increases customer
satisfaction.

Quality Control
Information under a Taylorist system is used, in part, to minimise the cost of direct

Tabour and increase worker productivity. Workers, for example, would be monitored
to see where they could increase their speed. In Taylor’s own sxample, he monitored
the speed of a person who carried pig iron from one point to another. Taylor broke
down the process into component parts and each part had to be completed within a
certain time. Through this prbcess, Taylor increased the i sductivity of the worker
threefold. In the prime of Taylorism, whole departments were devoted to finding
mechanisms to cut down the time that it would take for a tagk to be completed. By
pursuing this strategy it increasingly removed skills from the worker because it cut

down each job into smaller and smaller units.

The J apanese pursued a different path to Taylorism, opting instead for a system called
“statistical quality control’. The person who developed this system was W Edwards
Deming, Deming was opposed to Taylorism as he argued that quality and
productivity have a positive relationship. The Taylorist approach to mass production
finds that there is a trade-off between the two.

Deming, through the Japanese Union of Scientists and Engineers, promoted the use of
statistical quality control in Japan. It was accepted by top management in Japanese
industry and promoted to the extent that “statistical symuols and methods became in
Japan a second language for everybody, including hourly workers” (Deming
1982:105, cited in Best 1990:159). The purpose of quality control in Japan is to build
it into the job, not like in America, where specialised quality control departments were
created to inspect the workers.
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Statistical quality control is based on the premise that defective products are often

* caused by poor systems and not workers. Therefore, firms need procedures for

identifying systematic problems in production rather than disciplining workers. The
purpose of statistical quality control is to provide a basis for the continuous upgrading
of * ~~duct quality.

Deming emphasises the role that the howrly paid worker can make on quality given
the chance “to do good work and be proud of himself’. Deming’s argument is that
people seek identity and meaning in work and that work arrangements in which
people have no input in decision making undermine {rust, teamwork, and the
opportunities that work offers humans to develop their creative, problem solving, and
co-operative capahilities. (Deming 1982:66 from Best 1990:161).

Deming argued that labour relations in the West are counterproductive because the
threat of being fired instilled fear which inhibited learning and systematic
improvement. Demiing also argued that incentive, quota, and piecework systems of
pay promote competition rather than teamwork among workers and these systems
undermine moral because of their inherently arbiirary natnre.

One of the problems that Deming found with managers in America is that they pursue
profit maximisation and not ‘excellence of prodizct’. Related to this problem is these
managers do not know how to incorporate ‘invisibilities’ into their analysis: “How
does one measure the competitive advantage from a reputation for relirhility, schedule
dependability, leaming effects of different work arrangements, the adaptiveness that
comes from ‘driving the fear out of the workplace’, or product flexibility?” (Best
1990:160).

Best (1990: 161) argues against the idea that Japanese comnanies have been
successful becanse of cultural characteristics peculiar to w. Japanese buf rather sees
their success as the result of organisational characteristics thct have tapped humean

energies presumed by scientific management not to exist in workers.
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Technology _
Technology does not make postfordism fiexible, rather it is postiordists who make

technology flexible. In a study of flexible manufacturing systems (FMS) in Japan and
the USA, Ramchandran Jaikamar (1986) comes to the concl:, - ,lat:
“the flexible manufacturing systems installed in the United States show an
astonishing lack of flexibility ... The average number of parts made by an FMS
in the United States was 10; in Japan it was 93 ... The U.S, companies used the
FMS’s in the wrong way - for high volume production of a few parts rather
than for high variety production of many parts at low cost per unit, Thus the
- annual volume per part in the United States was 1,727; in Japan, only 258.
Nor have U.S, installations exploited opportunities to introduce new products.
For every new part introduced into a 1J.S. system, 22 parts were introduced in
Japan. (Jaikumar 1986:69, cited in Best 1990:157)

An example of how changes in technology can increase labour productivity is the
‘gelf-working’ machine. This machine is designed so that it is able to detect
abnormalities and stop antomatically before the production of any defective units.
These machines are ‘aid out in a U-shape so that & machine operator can oversee
several machines simultaneously as opposed to a straight lins with one person per
machine. Thus productivity is increased not necessarily by workers working faster or
harder, but through technical and organisational innovation.

How macl res are used is of great importance. It is the relationship between
technology and the ordinary vrorker that is important - they are directly involved in
operations and often have tﬁe knowledge of how to use the new technology to its full
poiential. Jaikumar (1986) finds that operators who are on the factory floor are able
make continual programming changes as well as being responsible for writing new
programmes. This system is in conirast to the Taylorist firms that removes planning
from the functions of the production worker.
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“Workets became problem solvers as opposed to merely machine minders. ...

The worker, instead of being perceived as merely a factor of production,

became an active force in the continnons upgrading of the productive system.”
r (Best 1990:154), -

Labour; how it is used, its level of skill, knowledge and competence is an important
part of postfordism and it is also a factor that is crucial to the success of small and

: medium enterprises. In terms of the above discussion, for a firm to succeed under

;f : postfordism it needs to have “a highly skilied labour force, capable of adjusting
flexibly to new demands and with a strong ethos - and opportunity - for constantiy
upgrading of technical abilities™ (Pyke 1992:13). The treatment of labour under post

! ' fordism should be distinguished from approaches that see labour in terms of it3

g relative cheapness.

Pyke (1992:14) identifies several factors that facilitate the optimal use of labour under
this approach, These include: trust in the workplace, training and career opporturities,
labour market regnlation that combines economic efficiency and flexibility with
security and individual advancement; the institutionalisation of a social ethos and a
working environment that focuses primarily on achieving competitive advantage
through constant upgrading rather than through sweated Iabour. Sengenberger argues
that couniries in Asia are moving away from the sweated labour approach of low
wage, labour intensive production toward a skill-intensive technology.

In Italy, Pyke (1992:25) argues, the introduction in the 1950’s and 1960’s of laws
pushing up wage and social benefits as well as imposing restrictions on _ire and fire’
policies, induced Jtalian firms to move away from a cheap-labour, low priced strategy
p into sophisticate.. .nd higher priced industry segments. The effects of the legislation
and the move towards new industry scgments are still felt and Pyke argues that they
are still a significant factor lying beltind atfempts at technological upgrading and a

' movement to greater quality and innovation. In addition to the legislation, the

. existence of strong national uniong and national associations of artisans does not allow

firms to compete on the basis of forcing down wages.
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Best argues that, “the fact that a standard wage for small firms is public information
shifts the burden of argument in low wage companies: managers must explain why
wages are Jower than the standard. Equally important is the pressure that high wages
pui on artisanal compans s to adjust productivity upwards rather than the pressure in a
competitive wage envirouiaent to adjust wages downwards to maich low productivity
levels.” (1990:222)

There is not necessarily a direct connection between high wages and industrial
success, How companies and regions react to increased international competition and
whether they are able to maintain a high leve] of technelogical development are also
factors that impact on the confinued industrial success of a region and of particular
firms. It should oe noted that recession elso affects the Third Italy and despite the
legislation and strong unions, dismissal of workers also ocours.

Japan’s notion of lifetime employment is where workers are guaranteed jobs, high
salaries, and good working conditions in their companies, Lifotime employment
covers about 20% of the workforce and the workers covered are mainiy male,
Companies that have this guarantee are the large corporations. Sayer (1989: 683)
argues that in “the long run the effect of the lifetime employment commitment,
combined with the high degree of insulation from short term profit pressures, is to
discourage firms from simply cutting back employment in the face of adversity and to
encourage them to diversify and innovate their way out of trouble”,

Part of the of *he sticcess of the Japanese sysiem is attributed to labour flexibility.
The core workert are ev!remely flexible, particularly in terms of working overtime
and being mult-skille” e security of tenure offered by Japanese core firms may
promote rigidities and lethavgy but Sayer finds this is not the case. One reas¢n is
because workers in the core would not expect to find employment of the same quality
in another care fum'. The only alternative employment would be the insecurity and
inferior pay of the secondacy labour market,

1% For example Nissan would not employ & Tuyots manager,
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The other part of the flexible system in Japan are the firms on the periphery. The firms
that form part of this market are small snd are often Jinked o the larger corporation in
some way, usually through a subcontraoting relationship. Labour conditions in this
secondary labour market are less seoure than the core. Wage and working hours
differentials exist between workers in the parent and subconiracting fitms. Murata, in
1983, found that wages in firms with less than 29 employees were less than 60
percent of weges in large enterprises and that workers in small enterprises worked 1.6
times as many hours as those in large enterprises (Murata 1986:237, cited in Best
1990:163).

The peripheral or subcontracting firms often use pari time or contract workers to
complernent their full wme staff when they have a large order. This aspect gives the
sacondary market a flexibility to expand or contract depending on the demand.

Fermale workers in Japan form a significant part of the part-time secondary labour
market. Almost twenty three percent of women and only five percent of men in Japan
work part time. Women are the biggest category of workers niot on permanent, direct,
full time contracts. Fujita (1991) finds that thers are increases in part-time
employment for women in the economic downturn years. The use of female workers
in this way has raised debate over the existence of patriarchy in Japan. One of the
effects from women being pushed to the periphery and part time work is that their
average earnings are only 52 percent of rnen’s. Women are often forced to leave full
time employment, particularly if they are employed in the core, » hen they are
pregnant. Once a person, male or female, has left the core workforce, they can only
work for firims in the periphery in the future.

Sayer argues that for the core male worker 50 - 60 hour work weeks are common and
that these long working weeks reinforce the patriarchal relutions because they relieve
married male workers of any obligations to do anything in the home.

Fujita (1991) disagrees with the trend to link part - time work for women to the efiects

of flexible specialisation. Fujita takes this line of reasoning becaunse in Japan, flexible
spucialisation has beer around the longest and it has the lowest number of female part
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time workers as a percentage of all employed females, In Britain it is over 40 percent,
while in Japan it is less than 25 percent. ‘Thus, if there was a link between flexibility
and part - time work for females, then one would witness & larger percentage of
women in part - time employment in Japan. Fujita says that women are not passive
recipients of the patriarchy of Japanese society and resist it in a number of ways.
Furthermore, women are also fighting for rights such as day care facilities in the
workplace and maternity leave . Fujita comes to the conclusion that: “Flexible
specialization does not necessarily bring more oppression fo women workers ...
Flexible specialization leads both to new forms of opportunities and vppression.”
(1991:276).

The flexible approach to lebour has often been criticised by trade unions, There is the
concern that the reorganisation of the firm, substantial increases of productivity and
the introduction of new machinery will lead to job losses. This concern is often raised
because businesses use the guise of flexibilify to cut back on staff, and increase the
intensity of production of the remaining workers, IMF 1989:32)

Labour flexibility, according to Pyke and Sengenberger, needs to be dealt with in such
a way that there is “an economically efficient labour allocati on, but not at the expense
of security and loss of income, and the undermining of worker cenfidence and

motivation. Basically, there have to be mechanisms in operation that remove the age-

old fear of unemployment without imposing sclerosis on the system.” (1992:23)

Conglusion
The last section of chapter three looked briefly at the changing nature of the support

given to small businesses in South Africa. This increased support is attempting to
emulate the kind of government and community support of small business seen in
Italy and Japan which is described in chapter four. The second part of chapter four
focuses on intra~firm organisation and how thcse changes have led to improvements in
output and quality. Broadly, inira-firm organisation under postfordism can be divided
into two areas; one is reorganising the firra around new technology and two is
implementing different ways of dealing with labour. At some point the two intersect.
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Chapter five and six discuss the electronics industry, a subsector in the South Aftican
sconomy. ‘This discussion draws on chapter four in attempting to situate this-
subseotor within a poetfordxst analysis. This subsector was selected because of its
international character and because it can in many respects be understood and related
o ths postfordist jiaradigm. Some of the features that relate to the postfordist
paradigm includs: small business have the opportunity to succeed particularly if they
work in nstworks, thers is potential to have high levels of technology along side
‘rudimentaty production techniques, there is a need for a high degree of irmovation and
there is an international standardisation that gives local firms the opportunity to
comipete on world markets.
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Chapter 5: Small businesses in the electronics
industry in South Africa

Background to the industry20

International \

The global electronics industry has grown significanily in the last 40 years with an
increasing breakdown of international boundaries. An estimate for 1992 by «n
electronics publication suggests that the world market size for electronic equipment
and pomponents was $673 billion (Goode 1995:7). . Mackintosh (1989:45 cited in
Goode 1995:7) suggésts the employment for one sector of the electronics industry to
be in excess of seven million people in Japan, USA and Europe.

The electronics industry has also grown substantially in Third World countries with
gignificant inroads made by countries such as Brazil, Mexico and India. The Asian
newly industrialised countries (NIC’s) have ilro achieved phenomenal growth.,

The short life cycle for products is a notable feature of the industry as new and better
products continually come on to the market. These technological push factors have
forced companies to invest large amounts of money in research and development in
order to keep up. High capital costs as well as the need for sirong distribution
vetworks has meant that a small number of multinational corporations dominate the
electronics industry. Nevertheless small businesses can and do play a role. Small
businesses would sither play a role in subcontracting relationships or by focusing on
niche markets.

% flectronics wonld fall under the main sector: Electrical machinery (ISIC 383). The profassional
eloctronics gector falls under ISIC 3832, which is radio, television and commumication equipment and
apparatus. This is a subsoctor of electrical machinery, This subssctor covers the firms in which the
research was undertaken, Goode (19%5;15) has identiffed problems with the ISIC clessifications as
parts of the electronics sector are covered under another classification while ISIC 383 covers
subsectors that do not directly relate to electronics. Thus he reaches the conclusion that “professional
electronics aa defined in this stndy is poorly describad by the existing statistics” {Coode 1995:135).
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The issues that characterise this market are similar to other markets and include:
quality of products, technical knowliedge, product reliability, introduction of new
products, research and development, reliability of delivery time, etc.

Table 5.1: World Electronics Markets: 1988 market segmentation

Porcuitages TP Ofee  Indost, Vol Wiy Tolowomm  Coosomar  Component  Talal
equlp Control

Production

SA Share of oM 009 0.08 .10 0.16 0.24 0.31 0.08 0.12

Waorld .

Market Segment 2829 2.46 9.05 3.23 12,77 10.21 0.62 2417 100

$A segment 845 211 634 2.82 1690  21.13 25.35 16,90 100

Consumption

SA. Share of 053 109 0.79 1.11 1.9% 254 1.8t 1.74 132

World _

Market Segment 28,93 2,74 8.39 319 12.20 10.35 10.37 23,64 100

$A Segment 3026 474 7.06 10.58 15.81 11.29 0.96 10.30 100

Source: Elsevier; 1990 [from Goode 1995:9]

Table 5.1 above provides a description of South Africa’s consumption and production
with respect to the international market. There is a strong indication that South
Africa’s production is lagging behind its consumption, In the above table *Market
Segmentation’ refers to the world market share each of the subsectors and ‘SA
Segment’ is a breakdown by segment of the South African market. These figures
indicate the relative - strength of each sector vis-d-vis one other. Thus the consumer
market and telecommunications market are the strongest production areas in South
Africa whereas the electronic data processing (EDP) and component markets
predominate in the world market. A comparison between the world market segment
and the South Afvican market segment reveals that South Africa has very low
production levels of EDP produets and high production levels of telecommunications
and consumer products. In terme of consumption the noticeable areas of discrepancy
betveen ‘“Market Segment® and ‘SA Segmeni” is South Africa’s high percentage of
consumption of medical electronic products and low consumption of electronic

components.
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Table 5.2 below highlights the local production strengths of cach subsector in greater
detail. For example the Military subsector at 87.8 % had a high degrce of ‘Local
Manufacture Market’ i.e. 87.8% of the products sold in this sector were made in South
Aftica. Security equipment had a 20% Jocal produc " content in 1991. Thus R152
million of the market of R513 million is locally manufactured. The South African

SN B AR AR 4 i L e e

professional electronics sector as a whole h+.' . 2% of locally manufactured products
in 1991. Goode (1995:18)) finds that, “... at 34% local content, even professional
electronics which represents the stronger part of the local manufacturing activity does
not manufacture more than a third of the local demand it supplies™.
' Table 5.2: Local production analysis for 1997 .
; ' - Local market Loce - fact  Importslanded  Local manufact
$ Rm Rm costs %4 market
Components 881 163 756 18.5%
Military 460 404 81 87.8%
s Control & Automation 582 30 198 52%
‘ Security Equipment 513 152 43 28.6%
T Power Equipment 264 175 50 66.3%
Test & Measurement 219 50 189 22.8%
) Transportation equip. 139 69 80 49.6%
v, Total 3058 1043 34.1%
. Sotros: BMI 1993 [from Goode 1995:18] emphasis added
) QOverall South Africa is a n1et importer of electronic products with local production
~ meeting only 22% peveent of domestic demand (Goode 1995:8). BMI (1992:21)
% argues that the international demand for electronics is growing faster than the global
l _ production. They argue that this gap leaves room for Sourh Africa to enter the market.
However, they recognise the difficuitiey assoniated with breakicg into a highly
‘q concenirated, capital intensive market.

[

.‘é 11 ocal production of electronic equipment draws on a component indnstry which perforce soutces

J from all over the globe. Manufacturers buying components from local agencies treat Jocally bought
-' imports &5 complete local content, thus an appraisal of true local content needs to discount imported

inputs,” (Grode 1995:18). This column represents the values which are used to derive the discount,
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~as well as heavy import duties on finished goods such as hi-fi and television units.

South Africa
The South Aftican electronics industry has a long history of state involvement. The

industry was given a great deal of support by the niilitary as well as by parastatals
such as the Post Office. During the 1970°s and 1980°s the Post Office gave
preferential sixteen year contracts to firms in the industry. The government also
shielded the industry through protectionist policies. There were tariffs on components

From the early 1990°s the government support to this industry decreased. The Post
Office reviewed its contract procedure, the military spending on electronics declined
and tariffs and duties were reduced substantially. For some components, the tariffs of
25 percent were reduced fo zero. The television industry saw the shutting down of the
assembly and manufacturing divisions in several major corporations such as Teljoy
and Philips. Other companies associated with the military industry were forced to
retrench staff and refocus themselves either in the international market or on products
that had a local demand. Firms associated with the military industry were often
inefficient and unequipped to deal with the changes that affected them once the
military contracts ended. A few firms have been able to successfully remain within
the reduced military and television industry.

'With the breakdown cf sanctions, the post 1990 period has seen an increase in

intern.. ional competition with the local electronics industry often unable to compete.
At the same time the strategic focus on the industry by the government declined. The
impact of these changes on the industry was huge and it is estimated that there was a
decline from 35 000 people to 35 000 people employed in the industry.®

In 1994 powerful lobby groups came together to relook at issues of how to promo.
the electronics industry in South Africa. A Standing Coramittee for Electronics (SCE)
was set up which comprised of representatives from labour, business and government.

The report issued by the Committee called for demand and supply side measures for

<2 The figures for employment are from the SCE report and no dates are given. BMI produced a report
i« 1992 on the industry and at that time the employment levels were 55 000 people. As the SCE report
was published in 1994, one presumes that the decline in employment was pver this two year period.
The figures may not include small and 1edimn enterprises as these are difficult 1o ascertain.
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the electronics sector which would cost the govemment.R355 million per annum. Part

of the cost to the government would be lost income from the granting of tax incentives
L rn investment, training, and reskilling. Some of the measures in the report include a
l_ pruposal that the Department of Trade and Industry consider providing more extensive
support for industrial innovation and niche products. The report also argues that small
xi and medium enterprises should receive RS0 million a yeat in support. The final report
was releagsed in November 1994 and an article in Engineering News in April 1996
(26/04/96), a year and a half after ths report was released, highlighted the fact that the
government had been slow to reac: on the findings of the SCE.
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De-s'pite the failure of government to actively reinvolve itself in directly supporting the

industry, it has once again started to grow. In September 1995 the Cape Business

R

. News reported that electronics manufacturing in the *"Western Cape was the major

E manufacturing growth sector. The article estimates that the sector grew about 25

. percent & year between 1989/1990 and 1994/1995. The mumber of firms grew from
148 to 155 over the period, whilst those firms manufacturing security equipment grew

from 27 to 32, with their turnover increasing from R55 million to R8% miltion.

Table 5.3: SV/OT Analysis of the Industry

Strengths * Weaknesses

s Low cost of skilled labour and ep~ineering «  Lackof indigenous technology and design
services + Not a major job creation industry

A

e  Expertise in areas of infrastructure » Lack enough skilled people to maintain systems
development hardware
» Components distribution sector supply »  Market and product development strategles

T.J’ivs :

electronics firms adequately with raw materials employed have an overwhelming domestic

Export success in niche products focus SR

Oupportunities Threats

+  Prgximity to under-developed markets that »  Rising labour cost
depend on national projects and large-scale

w L ‘
e ;_u-.._:‘—_r.. Er ey m-‘m

fineneing « High cost of capital

Iinoroved acceptability in the region, and

e e,
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favour w1th triad countries who wish to direct | o  Falling away of tariff protection

social development funds into the region

+  Service market is expanding

s Direct exchhnge lines at prasent only 12 per

5 100 head of population. I Europe 40 per 100
' head of population

Souxce: Danida 1996

s Public sector purchases which at present
represents 25% of reventis are declining

BT 7 L o B T T ST P

Table 5.3 provides an analysis of the strengths, weakness, opportunities and threats
(SWOT) that face the South Afican electronics industry.

ey —r
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Most of the small firms in which the research was conducted had no direct
relationship to the military or Post Office in terms of the products thas they produce as
they focus on home and business security. Changes to the industry have had a bearing
on the firms studied as it has in some respects created an environment conducive to
small firms. For example, there is a trained workforce that small firms can draw on,
this is valuable as the cost and time to train workers would be reduced. Furthermore,
the success of the industry in the early years (during the 1970’s anc 1980°s) has
produced highly skilled electronic technicians who are able to compete with the best
in the world in terms of knowledge and design. Thess technical people are able to

} give guidance to the small firms and with the downsizing of the big corporations

; many of them have moved into the small firm. . There is also a solid infrastructure in
; v this industry that firms can draw support from, for example, there are training

; programmies available at all levels of skill requirernents, there is a strong industry
-.‘;; federation, and supply networks are in place.

w

In depth research sites

Backgrotind of Companies
The three core firms under observation manufacture products for the South African

L i
W it e

security industry,

ot
F
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Company A:
This firns started as a family run firm, working from home. It was started over 15

yeats ago by & husband and wife team and it is the oldest of the three firms. The
husbend is axi electronics engineer and designed the original product. He no longer
actively worls in the firm but still does development work for the company from
home. The current Managing Director has been with the company for over eight .
years. Aside from being the Managing Director, he undertakes prodnet development.
Product developmend is for him, “what makes the whole thing fun ... what lets you
sleep at nlght“ The firm is involved in thé manufacture of radio equipment which
transmits and receives signals®. They ate only manufacturers and Jo not undertake
any of the installations themselves. They sell to security companies who install the
product to the end user. There are about 55 people in total who work in this
emerprise. Their yearly gross income is around R12 million,

Company B:
Company B vras started by a person who was working at one of the larger companies

in the industry. H> was doing his own design and limited production while still
working at the company. He then left the company and started to work for himself. A
~ouple of months Jater he moved into a workshop and employed two staff ‘members.
The company has been in exisience for about five years. The products they sell
include car alarms, remote controls, and immobilisers, They sell to distributors who
in tarn sell to the secarity companies or to the companies that install the products.

The company offers a unique application development where they work with a
company to develop a product that is suited to a specific need. At the time of the
tesearch there were about 15 peopie who work in the firm, and they have a gross

yearly income of about K 1.5 sniliion.

I The systems are mainly used in the armed response sspect of the security ndustry,
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Company C: .
This firm was started by a person. who had been designing products for a munber of

years previously as a sole trader. The company, like the other two firms,
manufactures products for the security industry. They sell many of their products
through distributors but also install their products for clients. They have the widest
range of products, including time delajr locks and motorcar ‘ogbooks. Like _company
B, they design and produce limited orders and unique applications. The firm was .
started about ﬁm'c.-;ears ago and there are currently 35 people employed by the firm.
A few weeks prior to the research the company absorbed the operations of another
firm.

All three of the firms started with one or twa people who, in the literuture, would be
called entrepreneurs. It is their skills, both in terms of design and in terms of running
the business, that have allowed the firms to flourish. In 2l cases, as the firm grew, so
additional people were .brought i to help not only with the increased production
demands, but also with the running of the firm. The founders of the firms have all
remained on the development side of the business and other people have been brought
in, sometimes as partners’, to deal with the administration, manufacturing and sales
aspects. The firms have all grown from micro firms employing ie or two people, to
small and medium enterprises employing between 15 and 55 people. Management in
all three case are white males and females, with the manufacturing sti+ - ainly
comprising black female workers. The technical staff are almost always males (of no
particular race group).

Single Interview research
Background Jf Suppliers

Supplier I
The first supplier interviewed set up his small firm after a number of years as a sales
rep for a large company. The purpose was to supply the small firms with the

products tlat they needed from the very basic equipr-.nt like soldering irons to the
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slightly more sophisticated such as soldering pots, to the technologically advanced.
High technology machines would include Surface Mount Devices or Pick and Place
machines. The competitors of this firm focus mainly on supplying the large

companies but the managing director found that there are a lot of small companies that
are being set up in the industry and there is 2 large market in catering specifically to
them. Some of the small firms he deals with are what would be classified as micro
enterprises and operate out .. their homes or garages. Over the past couple of years
he has witnessed the growth in size of the companies he supplies and his firm has -
grown with them, catering to their increased technolo gical requirements.
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Supplier 2
The second supplier interviewed is a medium sized company and are part of a very

large publicly listed company, They produce and supply crystals for security and _ l

telecormnunications firms, They are not involved in the mass production of their K
product as the Japanese dominate the world market in the large volume crystal

production. The focus of the company is no. to compete with the mass produced
crystals, instead they focus on the specific needs of the industry in South Africa 1

operating in niche markets.

“The advantage that we knve got being a lucal manufacture is that we are very
sensitive to client demands, we can produce miracles if we are required 10.”
(Managing Director of the company).
Part of their service is to help the client with the products that they need, be it in the
form of advice or actual design. The company has a great a. . of tuchnical knowlodge

and experience.

Background of Subcontractors {Contract Out Assembly)
A contract out assembly firm or subcontractor does not have its own products nor

does it design and develop new products. Its Swilities are used by other companies
that do not have their own or have limited production capsbility, In the latter casea -

firm might experience an increase in demand of their product and contract out the
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excess. The former is the trend iy Europe where fitms concentrate on design and

development, preferring to contract out the manufacture of the product.

Subcontractor I
Thi. firm specialises in surface mount manufacturing which involves the use of very

specialised capital equipment, The machines are a similar to the assembly system, ie.
they place a number of very small components onto the PC board. Many firms do not
want to or ¢annot afford to purchase this equipment (the price of one of these SMD
machines starts at R750 000). Instead they approach a contractor who specialises in
surface mount manufacturing. The small nature of the components used in SMD and
the speed at which the machines operate rule out any possibility of workers effectively
making these boards on a production line.

This surface mount device (SMD) contractor operates its machines 24 hours a day
with the employees working in shifts. The comp.;ny has been in existence for over l
five years and it has grown from one person to fourteen people. Most of the staff are
young white males. The company is ISO9002 certified which is very important
because i fneans that they maintain a very high quality standard and can compete in
the international market. The firm has received a number of overseas contracts and
the Managing Director commented that it is about one third cheaper for German firms
to have their SMD products compulated in South Africa with the same quality as
firms in Germany.

Subcontractor II
This company uses an assembly system similar to those discussed in Company 4, B

and C above (i.e. workers manually placing the components into a PC board), The
company has been in business for ten years employing 15 full time workers, with up

to eight contract workers who are cailed in during the peak periods. This fitm has

mainly coloured female staff whe do the placing of the components, many of whom
have been with the firm from the beginning. The firm has an automated soldering
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machine at a cost of R150 000, but is not as fschnologlcally sophisticated compm'ed o
the SMD ﬁnn.

Conclusion
The above description of the firms breaks the research into two parts, those “core

firms® where intensive research was undertaken and those where single interviews
were conducted. The research findings (presented belovw) integrates the results of the
single interview research with the discussion of the core firms.

The findings are broken up according to the production process identified during the
course of the intensive research. The first and most important part of the production
process is the desin of the product. This requires technical skills where new products
ars ;ieveioped or existing ones modified. The next part of the process is the
manufactiyre of the product:, This is where the components, transmitters, crystals,
etc., that have been purchaseu are placed into printed PC boards. The manufacturing
side is either labour or capital intensive. The products are then sold by the gales part
of the fitm, All the firms had sales people who either nepotiated with distributors or
were involved in the direct selling of the product to the user. The last aspect of the
firm is service and support. With the type of product that is being sold many things
can go wrong; for example, lighting could strike a system, customers could forget
their codes, or components may register faults, These problems may involve
technicians going into the field to locate and fix the problem or a product coming back
to the workshop to be repaired.

Research Findings

Design
Design of the product is the first stage identified in the production process. Designing
the product is undettaken by a person with a particular skill often with some form of

training (a technical degree such aj electronic engineering or attendance of short
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raining courses). While a high level of training of the design technician may enhance
the quality of the product many of the entrepreneurs in the industry have taught
themselves a great deal. Once a product has been designed, the layout of the design
veeds to be printed on a PC board. This process would involve printing the name/type
and strength of a particular component on the board so that the assembler knows
which part to put in and where the part should be inserted.

Under postfordism the growth of the companies is linked to the continual modification
and improvement of the product nr products, as well as the infroduction of new
products. De ‘g of ﬁew products and the continuous modification of old products is
one atea where the firms under scrutiny have come in line with the postfordist trend.
To illustrate this poinit three examples have been selected.

Company B in their production of remote controls continually improve the accuracy
and increase the frequency distance.” By focusing on the niche market of accuracy
and distance they have become recognised as one of the leading firms, While their
products are more expensive, people in the industry know that if they have a problem
with distance company Bis e firm to approach for assistance.

Company A produces units that link a home ot business to a security company. These
units operate on a medium wave frequency and the frequency has to be bought by the
security company from Telkom. There is a great demand for medium wave
frequencies in South Africa and in certain highly populated areas, like Johannesburg
and Pretoria, a new frequency is difficult to obtain. Part of the design and

improvement work in company 4 is to try and increase the number of users on a single

frequency.

The last example is company C who were tendering for a confract in Kenya, The
contract was for a product that was highly sovhisticated and had only been made by a

#The type of business that theu> firms are involved in requires the use of frequencies to send a signal
from one unit to ancther unit Thaz are three frequencies - high, Jow and medium, High is used by the
military and for ted frion, nowdium (136 - 174 mgs) is used by security firms, paging companies and
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- few firms in the world. By having successfully designed and tested the product before
many of their competitors they stood a good chance of winning the contract.

It was also found that the design process is flexible because of the capacity of the

firms to interchange com.ponents. The board needs 10 be designed such that all the

components required to make the product function can fit into the bvard comfortably.
Several different makes of & component can be chosen for 3 PC board and the
designér would need to be careful about which make is used since quality and size can

vary between component makers.

Problems can be encountered with components because over. .as markets sometimes
‘dump’ obsolete or disconiinued components onto the South African market. Such
products come in at a cheaper rate and a firm may design their PC boards according to
these comi)onents speciﬁéations. However, when the firm orders more of the product
at a later date, the supplier hag run out of stock as the components are no longer
available on the world market. The PC boards then need to be redesigned because the
replacement part may have different specifications to the obsolete part.

An additional problem with components is that some are of an inferior quality. These
components are often cheaper but they may not have a long life span. These problems
could affect the overall quality of the final product. As a result of these problems the
firms studied preferred to use commeon, readily available parts as well as better
quality components even if they are more expensive. Company B, in particular,
mentioned that they had problems in the past because they were using cheaper

components.

Modifications to the final product do not necessarily involve the reprinting and
redesign of existing board - the manufacturing staff could be informed of the changes

and if the components involved are of a similar size then it would take a few minutes

two-way radio’s. Low is unstable and the uses are therefore {imited to shorfer range products, like
garage remate control openers, or remotes to activate a car alarm, etc.
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to *train’ the statl. ’ﬁammg usually involves ﬁ@rmmg the production line staff of the
alteration and giving them e new components,

The small firms’ capacity to continually improve old products as well as develop new
products is important as it helps the firm keep up with their competitors - both local
and international. The design flexibility is crucial to the firms because of the

problems they have encountered with supply of components

Manufacturing

Profile of the Workers

The workers on the assembly side are by and large black females; this phenomenon is
partly because there is a general belief in the industry - shared by management and
workers alike tﬂa;i%males are better at assembly. One respondent, from management,
mentioned that: “The tendency is to be more females. I find that females are more
skilted than men, particularly in the finer work. They have got greater dexterity, ...
That [job] was very fine work, welding wires.. about a tenth of hair onto diodes and I
found that Indian females were particularly skilied at doing that job, There are many
brain surgeons there”. A worker responding to the same question as to why female
workers were mainly in assembly, responded by saying that it was because women

workers found it easier as they were able to concentrate more than men.*

The Manufacturing Process
The manufacturing process in the three core companies is sxmphstlc It involves

workers placing components into a PC boards; the boards are then soldered, coded
and tested, After this they go back to the assembly side to be placed in their

containers and are ready to be sold.

The level of skill required to do most of these jobs is low although some basic training
is required. All the firms preferred to hire employees with some basic skill and

» 'l}'he exception to this was subcontractor [ who's warkers were mainly technically qualified wh:te
ILEUGS,
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experience in assembling. Workers with experience are able 1o complete boards fastes
with few mistakes. Quality in inserting the components is very important as inserting
a -conipoﬁent into the wrong place can cause a board to malfunction. Most of the
workers had come from other firms that were involved in electronics and had been
retrenched. Firms inclade Teljoy, Philips and STC, Several fechnical people also had
expetience in these firms at some point in their career.

v
.
;.

In the three core firms each worker “ompleted their own boards - this production

system is in opposition to the assembly line production where the worker inserts
several components onto a board and then passes the board to the next worker. A
conveyer belt could be used in the latter system. The use .fa conveyer belt is one of
the key features of the fordist production line.

The system whereby each worker completes their own board has arisen for 2 number
of reasons. Not all of these reasons are incompatible with postfordism. One of the
primary explanations for the ‘own board’ system is due to the origins of the firms -
the firms started out very small with only one or two workers making their own
boards, and this system has continued despite the firms growth. Another reason is that
it is generally felt by workers and many of those in management that the quality is
better if each worker does their own board. Furthermore, this system allows the tester
of the boards to see who is making mistakes and what mistakes are being made. The
workers would then be informed of the mistakes and if necessary they would be
shown what they are doing wrong so as to improve. Lastly, the workers commented
that they prefer making their own boards.

Workers who work at different speed coniplete different amounts of boards per day.
In both company A and B there was an exceptionally fast worker who could make
more boards in a day than the other workers. The treatment of this varied in the two
companies. In company A, the worker was tested and could make double vhat the

other workers were making in a day - however, she was holding back. To putitin
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numeyical terms, while other worl=rs were making 8 per day she could make sixteen
in a day, but was only making 10 boards. Her complaint was thot she was not
receiving additional money for the extra boards made, In company B, however, the -
fast worker was making the maximum amount of boards she could. Her motivation
was that the salary increases that they received were based on the number and the
quality of boards produced. |

Company C differed from the other com-:.nies in that it hasa system of workers
‘completing their own boards as well as a mini assembly line. This assembly line

involved a team of four women working #s & unit to produce one board. There were

eight workers in the manufactoring section and they were broken up into workers who
bad been at the company longer and those more recently employed workers. The four
more experienced workers formed the mini assembly line. Their motivation for
making the boards in this way was to ‘push out’ (work fast) when there was an urgent
or large order. They did not work in the assernbly line system all the time and
preferred to make their own boards. This flexible approach to production give§ the

workers some control over their job.

The firms do not usc the highest levels of technology that is available and as a result

have a production process that is labour intensive.

Skills and Training

The levels of education of the workers in the core finms varied from standard five to
those who had mafric. All of the workers who were interviewed indicated that they
would like to receive additional training. Most wanted training in electronics so that
they could understand a bit more about what they were doing. One worker wanted to

move to the testing side and receive training in how that was done.

Of the core firms, only in company C were the workers given the opportunity to
improve their skills. Each worker from the tea person to the technical staff were asked
if they wanted further training and in what area. Company 4 had assembly workers
that had been employed for fifteen years and most of these staff had developed skills
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over time and the company was taking limited advantage of this fact by promoting

some of the workers or moving them inte more conoplex areas. For example, one of
the assembly workers was moved into whe repair side, the tea person was promoted to
the assembly line and one of the assembly workers was offered a job in _
administration. A training programme in this compary would have enhanced this
upward movement and empowered the workers.

All the firms in the study had a very low staff turnover rate and most firms had
workers who had been employed from when the company started. As the companies
had started small and then grown there had been no need to retrench staff (rather the
opposite i3 trué, they absorbed the retrenched staff of the larger companies). ]
Management said that workers were hired not only on the basis of previous skill but
also if they could fit into the team. The importance of hiring on the latter basis is
becanse all the workers need to get along and a problematic worker could affect

oroduction.

Subcontractor I had the most skilled staff, all of whom had some technical
qualification and continually receive training. The company is ISO9002 certified and
part of the requirement is to hav- = staff training schedule.

The Managing Director of supplier I argued that workers in general need to receive
additionu] training. He found that because they come from factories where they were
only inserting one or two components they are not effective in small firms where they
need to be ‘jacks of all trades’. One of the services that he was looking into was a

training school to teach workers how to solder correctly.

In terms of job flexibility the small nature of these firms means that workers are often
able to do most jobs on the factory floor - they are not limited to doing only one job
such as inserting five components into a PC board. They can compulate & variety of
different boards and they can also make other products that the firms use to
complement their main products. Company A makes aerials which they include with
their transmitters. The longer serving staff have the skill to make these aerials as well
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a8 the boards. The production manager at company 4 said that, “if someone is absent

then they can be repladed by another person. They are versatile.”

The areas of training and skills is a big problem in the small firms. Most of the
workers are not highly skilled when they come to the firm and they do not receive
much formal training once in the firm. Postfordism identifies a skilled and trained
workforce as ore of the key success factors. One could argue that in a larger firm the
jobs done by the assembly workers are deskilled, monotonous and typical of the
fordist production regime. However, because of small size of the firm, the workers
are able to rotate, do different jobs and learn new skills.

Uniomns
None of the firms except for supplier 2 were unionised. At company A there was an

attempt by a Nactu unton to organise the production workers. This attempt failed and
the menagement were very wary of any form of unionisation because of the fear that a
strike will cause the production line to shut down. 'When confronted with the
prospect of unionisation, the managemcht of company A respouded by saying that no
unions were allowed. The workers accepted this and did not pursue the issue.
Warkers at this company had been unionised at previous companies and one worker
commented that things were better with a union because the wages were better. The
Managing Director of subcontractor I'believed quite strongly that unions were going
‘to kill the industry (he did not accept unions in his company).

The rejection of unions is a strong feature of the South African business environment.
Most of the firms interviewed had not been directly involved in any dispute with
unions nor had they sﬁffered any losses as a result of union activity. One can only
assume that the fear of unions has filtered down to the small businesses in the sample
via the media and the experiences of other firms. The nature of the small business is
not conducive to the kind of confrontational unionism practised by the main South
African trade unions in the past. Management, however, would need to realise that
there can be some positive outcomes from the unionisation of workers such as that
described in the Iialian case study, Unions, on the other hand, would need fo
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reformulate their approach when dealing with the less financially secure small
business, and play a more positive role in helping the business succeed.

Communication and Relationships between Staff
The small nature of the companies allows workers and management te communicaie.

A sense of family and working as a team was promoted in all of the firms though there
* are tensions that exist within this ‘family’. The issue of racial differcntiation between
the managerial staff ard the assembly workforce creates problems. in communication
and mteracuon between the two. T found that there were ve.y good relationships
among the workers on the factory floor, and there are good relationships among the
administrative and technical staff; although there was very little interaction between
the two groups. This may not only be related to race - other factors sauch as who
workers would normally interact with in the course of their daily work could affect the

closeness of the relationships.

Racial divisions in the workplace not only places a strain on the ‘happy family’, it also
l.imits the possibilities of the ‘homogenous value system’ which was described above
as one of the features in both Japan and Italy. To illustrate, the workers at company 4
were upset af the racism showed by the white administrative staff. The issue was over
the toilet. There are 38 black female staff on the production line who share one toilet,
while the seven white (and one Indian) female-adwninistrative staff have a separate
toilet which is kept locked - and is only for their use. The production staff Jound this
to be a problem, not only because of the perceived racism involved, but also because
of the logistical problems when all the production staff need tc go to the toilet during
lunch time.

The social divisions in the firm have increased as the firms have grown in size.
Workers at company 4 commented that the Managing Director no longer has time to
come and talk to them any more. He also was no longer convening the weekly
meetings that they were supposed to have with him. The workers at this firm said that
he was the only person from management toat thuy could talk too:

Question: If you have got a problem do vou ever tell anyone?
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Response: No, Mr [name of director] havea’t got enough time to come and talk to us.
Question: Do you think that you can speak to anyone else in the company?
Responss:; No, 1 usually like to speak to Mr [name of director] because I think he js the one

whoe minds us better than the other ones.

. Workers at company B felt that they could communicate with the Managing Director
but did not taik to him about their problems. This response was different to the

_ Managing Directors response - he felt that he had a good relationship with his staff

and that they told him their probleps. Social interaction at company B was slightly

better than the other companies and could be related to the smaller size of the

company in terms of space and in terms of numbers.

d The relationship between workers and the directors of company C had declined as the
?" company had grown. The older workers commented that the managing director no

longer camie and spoke to them about how well the company was doing.

The Managing Dixector of Subcontractor I said that he maintains a good relationship
with his staff and believes that communication is very important in the business
becanse without it the busines.s will fail. He added that it is important to watch what
is happening in the company, because if there is tension among the staff then the

productivity will decrease. The whole company goes out occasionally for drinks on a

1 :: Friday afternoon and this builds the spirit of the company and relieves the tension.
. When speaking to workers many problems in the workplace were discussed but most
"’; of these problems were not communicated to management. Issues such as wages were
i very important and some workers went as far as saying that they would leave if they
’ f were offered more money elsewhere. Workers in company A were the most
é dissatisfied with the wages that they receive as many are sole supportes of their
B farnil: and just *scrap through®. Other problems in the workplace include: the smoke
E from the solder, the cramped nature of the working space, the co'd reoms in winter,
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and the lack of facilities to heat up their food®.

.*'

% These problems were mainly identified in company 4.
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The problerns experienced by the workers create & negative working environme:t,
This may affect their attitude towards the comspany as well as their performance.
Their inability to communicate their problems to management is a further debilitating
factor. '

In spite of the complaints that the workers made, all .'Lhose interviewed said that
overall they were happy working in tkeir respective firms  They were allowed to
listen to the radio and talk freely although there were - sions when they were told
to talk softer. When asked about talking in the workplaée, a worker from company C
commented that the director was happy with them talking and became worried when
they were not talking and there was silence. The motivation was if there was no
talking, it meant that the workers were unhappy or distracted and this could affect the
quality of the product.

Qual.i ty and Technélogy
Because of the importance of quality to the firms, is it crucial that the workers do not

make mistakes in the placing of componenis. All the firms had a system of marking
the boards so that the worker who made the board can be identified. This would allow
the quality confroller and the iester to identify problem areas. Even if all the
components are placed correctly, the board would still need to Le tested to ensure that
none of the components are faulty. The identification of where problems arise is
important becauge some problems may arise from worker mistakes and others from

poor quality components,

There are quality problems that could from the soldering of the componests to the PC
board and often the soldering can make the difference between having a good and bad
product, Incompany A and B they were both using a dip type soldering machine
where the board was held by a clip and then hand dipped into a bin of hot solder. The
solder sticks to the metal ends of the components holding them in place but does not
stick to the rest of the PC board as it is plastic. Until recently, company A had the
system of each worker soldering all the components on their boards but this method is
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time consuming and can lead to quality problems. If a PC board has been badly
soldered then it may cause the product to malfunction. Corpany A believed that by
changing from individual soldering to soldering with a machine (costing R7500), it
could double the output of the workers.

Company C pursued the best and most sophisticated method of soldering - they had
purchased a machine costing gver R100 000, The way the machine works is th .
several unsoldered boards are placed at one end, the machine is turned on and the
g board moves through the machine and the solder is applird to it, it comes out at the
other end successfully soldered. This latter method prodnces the highest quality

P product as it gives consistency in the application of the solder.

T

e T

b The nature of the electronics industry is that most of the tasks that are performed by
E the workers on the production line can be automated which would result in z2n
improvement in quality. The soldering and the placing of the components can be
done by machine. The flexibility of having workers who can make a number of
different types of boards is easily achieved by a machine as they have been designed
-y with this flexibility in mind. The replacement of workers by machines would,

however, require a more technically trained workforce.

The Managing Director of company B argues that the use of more technologically
advance assembly systems such as surface mount technology (SMT)? is where South
Africa is heading in the near future.

*SMT, surface mount technology that started showing its face three to four

. ," :.ﬂ 'f’ L 5.-..»' 'ﬂ‘in ..:\, IR e
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years ago here a little more that just ince in a while ... it started getting more
and more common. Last year I came out with my first surface mount product,
this year [ am probably going to dn another three or four at least. Next year
you will find over 50% of my products will be surface mount. .... Ultimately,
within the next two or three years we are going to be going ... (mainly) surface

A b

mount”.

¥ The components used in SMT are smaller and cannot be placed by a person.
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The managing director of subcontractor I commented that the SMT machines they

purchased were extremely flexible. Flexibility is an important factor in their decision
to purchase these particular make of machine because they constantly need to change
to new products as their batch runs are relatively short. The shut down time when
changing over to producing a new product is fifteen minutes and can be reduced fo
two minutes. At the time of the research the company was producing at full capacity -
24 hours a day, with minimal shut down time, This meant that if there was a j)roblem
wihi one of the machines and a line had to be temporarily closed then the company
would be behind in its production schedule. The company was thus looking at
purchasing a new machine in order to take off some of the pressure as well as to allow

for more business opportunities.

A high level of technology is needed in the testing of the products (once they have
been completed). Testing in an important process as it ensures that the product is
working and that the frecency s set correctly, All the companies regarded the
testing of the product to be important and had sophisticated equipment and trained
personnel to conduct the checking; this was the one area where none of the firms
compromised. In company B and C the testers were males and some of them had
technical qualifications such as T4 and T3.

In line with the training programme at company C the person in charge of the testing
section had recently completed a quality course and had become the quality control
manager. He said thai: the course really helped him to understand how to improve the
quality of the products, For example, he now uses statistical methods to calculate the
percentage of errors on batches that come out of the soldering machine as well as for
the staff to check the quality of their own boards and random quality checks by the
quality control manager. Using these techuiques enables him to determine whether
the problem lies with the machine or with the production staff. Since implementing
these quality conirol methods the returns (faulty products) from the field are virtually

nil.
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Company A has a person conducting a visual check on each board to see if all the

components are in place, after which the board is coded and then tested with a

machine.

The testing equipmexnt in subcontractor I was of an extremely high quality. The
failure rate for the products of this company were three hundred products per million
produced (less than one percent) and they were trying to bring this down. One
company in South Africa has a defect per million rate (dpni) of 4 products. This
figure was the eventual target that the SMD company was hoping to achieve but
because of the continual changing of the products that they produced it would be
difficult.

Subcontractor II does not have ISO9002 although the Managiig Director said that he
is planning to apply for it soon. The quality of the products assembled by the company
is reasonable ag it has a low failure rate of products - between three and five percent -

which vompares favourably with companies A, B and C.

A measure of the success of testing is a low return rate per thousand/million. While
all the companies sought to maintain a low retumn rate there are methods that could be
implemented that would create further reductions, The implementation of ISO9002 or
advanced quality control methods and the training of workers are part of these

mechanisms.

Staff Flexibility
All the companies have production: peaks at certain times of the year, particularly

around November and December. The Easter period and July were also cited as peak
times, Thesepeaks ¢  ary; for example, during the national elections in 1994 there
wag a sharp increase in sales. For company 4 this increase in demand was out of the
ordinary with their usual pattern. The demand for the products of companies 4, B and
C is mainly linked to the situation in South Africa though the move into export
markets is altering production patterns, Company C was tendering for 4 large order in
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Kenya - if they won the contract it would mean that the traditionally quiet time of
February and March would become incredibly busy.

The vompanies response to increased demand {either through winning a contract ot
_. during the traditionally peak periods) with respect to workers is to increase the hours
£ and the intensity of the labour. The three core firms and subcontractor I did not
_ employ additional contract labour during the peak periods; though the firms are
\ contirvally expanding and periodically take on new full time workers. The two
T : companies that used contract workers were subcontractor Il and supplier 2. The
Managing Director of subcontracior IT felt that the employment of contract workers is
the best approach since it allows him to be flexible. The firm aas no long term
contracts and could not afford to operate with a full complement of staff, thus when a
? big order comes in contract workers are employed. As the firm is continually
expanding some of the contract workers have become full time, The Managing
Director believes that the contract workers are happy with the situation and they ki: »w
: ; the conditions of employment from the outset.
During the peak periods workers are expected to work overtime up to 18:00 as well as
on Saturdays. They are also expected to increase the amount produced. In company 4
i two extra units per day are expected to be produced during these peak periods.

The normal working day during the off peak season in company A is from 8:00 -
17:00; with half an howr for lanch, ten minutes for morning tea and afternoon tes.

Workers in this company have their wages deducted if they are continually late. In
company B the hours of work are from 8:00 - 16:00. Originally it was 8:00 ~ 16:30 |
but the staff wanted to leave early so they work through their tea breaks. Wages are .
not deducted if staff arrive late but most are on time. 'Cbmpamf C had the most relaxed '
atmosphere where the hours of work are from 8;30 to 16:30 with an hour lunch. { -
Workers often arrive late and the director says that they are usually working by 9:00.

Overtime work is often difficult for the staff as travelling on public transport outside = | _" }\ A
of ordinary working hours is a problem for those that stay in the township. For S S
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example, these workers can only work an hour to and hour and a half later in the

evenings. The workers reside in a variety of townships across Johannesburg

including: Soweto, Voslorus, Tembisa, Reiger Park, Springs, Actonville, New
Modder and Palmridge. In company A4 and C those workers not living on the East
Rand found problems in getting to work. Those workers who stay in Soweto would
need to catch two taxis each way. As a result of the far distances workers were
spending between R150 and R200 per month on transport which takes up a huge
portion of their salary,

Consequenily, the location of the business is importan: for workers, Staff at company
A were very unhappy when they had to mrove from Germiston to their current location
in Bedfordview as this meant that they could no longer take the train to work. Those
who work in comparny B are happy with their company location in the Johannesburg
central buginess district. The management of this company is planning a move to new
premises. Company C is also planning a move fo bigger premises. A couple of
months earlier they found a new site in Randburg but this move was rejected by all the
employees of the firm as it would be even more difficult to get transport to Randburg.
The growth in all three companies has necessitated a move to bigger premises.

The apactheid city has created problems as workers are located far from the
manufacturing centres. Aside from the additional expenses that it creates for the
workforce it impacts negatively on the community sprit as seen in the Italian
industrial districts. As a result there is little interaction among the workers after

hours.*

Sales and Exporting
In terms of sales the common theme that ran through all of the three core firmas was

they did not engage in extensive direct marketing of their products. Company C was

2 The two exceptions were the workers from Soweto in company A and the family members in
company C,
» The research was conducted prior to the 20 percent fall in the rand in mid 1996.
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the most active in this regard. Both company 4 and B’s main strategy was to rely on

word of mouth. The companies have three possible alternatives for the sale of their
products. They can work through an agent - an agent is & person who handles the
product on behalf of the company. They can sell to a digtributor - a distributor would
be a separate company that buys the product trom the manufacturer and then sells the
produst to ret*ilers or installers. The third possibility is to sell the product to the end
user dwectly. The small and close nature of the South African market, particularly in
security and related products, means that most firms would know about one other. Ifa
firm is seliing a good product then the dist. utors would want to have it in stock.

The companies pursue a pumber of different strategies simultaneously. Conipany 4

sells directly to the security companies (who install the products into the homes and
businesses of their clients) and are also involved in the occasional direct instatlation
on behalf of the security companies when these companies do not have the technical
expertise. In terms of the export market, the company works through distributors.
For example in Kenya, which iz one of their largest export markets, they sellto a
distributor. The motivation for this route is thai they do not know the market and do
not want to take any undue risk by dealing directly with the security companies. Inan
interview with the sales director, he mentioned that they are considering revising this
strategy in the future. Company 4 is also involved in exporting to Saudi Arabia,
Mauritius, Zambia, Angola, Ivory Coast, Maputo, Zimbabwe, and Namibiz. The
Managing Director had recently concluded a business trip to China to Jook at the
possibilities of exporting there. The company has export sales of over R800 000 per

annum.

Although company B has not entered the export market they are negotiating with
another company to produce a remote control fo work with an alarm system and these
tnits would be for the export market. Company B mainly works through distributors
and wholesalers. One of the products that they produce is car alarms and the
Managing Director feels that it is better to stick to manufacturing the products than to
get involved in the actual installation of the alarm. This is despite the fact that there is
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almost & 100% mark-up of the product from the time that it is sold by coapany B to
the time that is installed into 2 motor vehicle.

Company C is more marketing orientated, they occasiohally place adverts in trade
magazines and have in the past set up a stall at a security fair. Inresponse to having a
stall at future fairs they felt that it was not a good idea as few of their potential
customers would be looking in this environment for products. They also mentioned
that in terms of the South African market, they are well established and well known.
The company has statted to focus on the export market and they now export units to
Brazil, England, Kenya, Zambia and Zimbabwe, They were able to gain access to
these markets fhrough distributors, contact  * friends (one of the directors is from
Zimbabwe).

Expanding exports was identified by all three companies for the future particularly as
the South Aftican market is becoming saturated. The target markets identified are
other African countries as these countries seem to prefer buying from South African
firms rather than the European counterparts. There may be preference because the
products designed in South Africa are more suited to the conditions in other African
countries than the industrialised nations products or it could be the case because, as
one of the respondents put it, “Africa is becoming closer to SA. - local is lekker”.

Supplier 2 is not involved in exporting in any significant way but they supply firms in
Zimbabwe and Kenya. The Managing Director says that there is very little original
equipment manufacturers in these countries and the crystals that are supplied to them
are for radio and telecommunications. He s not aware of any major electronic

assembly operations in the rest of Africa.

Supplier 1 does not export any of their products® though the local firms that they
supply are involved in the export of their products. The Managing Director feels
some of the firms he supplies are very good and internationally competitive and that

% Most of their products are in fact impoxis.
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the industry has a lot of potential to grow and has the capability to compete on

international markets.

Subcontractor I, the SMD firm, has found that the international subcontracting market
is particularly lucrative because of the comparative advantage,”

Service
A problem experienced by the firms was that incorrect fitting by technicians at the

retail outlets resulted in goods being returned due to malfunctioning, Companies A
and C responded to this problem by having regular, free training courses where they
invited all the technical people who fitted their products to come into their offices and
receive training on how the product should be fitted or new products availabie.
Company A also travelled once a year to Cape Town and Durban to train technicians
there while company C paid for all the techniciany in other areas to come to
Jobannesburg for the training. Company B responded to the problem of incorrect
fitting by providing an explanatory pamphlet which is issued with all the products.
The plan that this company had was to provide an improved pamphlet in the near

future - they recently purchased computer and printing equipment for this purpose,

Another form of service that the companies offer is backup service. For company A

backup is a very important part of what that they offer to clients. |
“we have established a lot of good will among our clients. We are a very
service orientated company and we take great pride in providing top class
backup service. And that is twenty four hours. So if any one of our clients
have a problem, they conld phone any of us - whether it be our standby
technicians or a director or senior manager at three 0’clock in the morning and
believe me you get a very helpful response - pleasant. That is just the way we
like to be and that has paid dividends.” (Manager at company 4)

¥ This is discussed above (page 58).
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Company C has similar feelings about the importance of service:
| “We have, in the market place, probably the best name for service; liketo a
degree where a lot of our clients from financial irstitutes are coming tc me and
saying to me ‘I need you to do A,B,C’ that does not involve anything that the
~ company does but they are so impfessed with the service. And that was one of

our main objectives when we started, was to be tops in service.” (Director

company C)

Quality of the product is another factor that affects peoples’ perceptions of the firm.
People want to know that they are buying a product that is reliable and that would not
give problems in the near future and if there are problems, they will be serviced.

Another aspect of the service that company A4 offers is that they keep all their clients
orders in stock - so that there is no turn around timme. The way the systems works is

that once a client places an order, the company will keep a repeat order waiting in the

store so that when the client orders the stock, it would be readily available. To offer
such a service is not only expensive for company 4 but it also involves an element of
risk. The risk comes in when a client no longer purchases the product from them -
either because they are no longer expanding or have closed down or changed supply
company. Since each of the products have the frequencies set to the requirements of a
particular client, if a client no longer purchases the product, the PC board would have
to be altered. For the management of company A, the risk is worth the benefit that the
service brings to their clients. Their competition, on the other hand, would only have
an order ready a week or two from the time that it is placed,

Company C keep small quantities of some of their products in stock. This is so they
can have immediate turn around on smail quantities of ongoing products. If, however,
there are large quantities ordered then it is normally between three and six weeks

deli sery time.

The commitment that the firms have to © going the extra mile’ for their clients has

helped them develop a reputation and build their credibility. The relationship between
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being service orientated or demand driven and the success of the firm is noted in the
literature, ‘This success is all the more relevant when the firms direct competitors -
who do not have a strong focus on service - are losing market share. The case studies
of Ttaly and Japan highlighted the role that relationships with customers plays in -
focusing the firm on the needs of the customer and building this into the design of the
products and the future service requirements.

Suppliers _
The relationship between the firms studied und their suppliers has been characterised

as very good and in most cases better than the relationship with the custorers.
“..and as far as my component suppliers go, I probably have got even a better
relationship, where they will actually rash around, go overseas, do everything
to get it here, But then it also because we have grown so much - from when I
started at [company name], we were probably using Mantech, as our
compenent suppliers, and we were probably going five thousand rand a month.
Now I am in the industry of minimum R100 000 component usage a month.
As you grow, and as the more money you spend, so your clout becoties a lot
harder, but even before we were big spenders, Mantech, I think at that stage,
still pulled through for us.” (Director company C)

The directors at supplier I and 2 stressed that they have excellent relationships with
that companies that they supply. Supplier I said that many of his customers need to
be trained in how to use the products that they purchase and he provides this service.

- Supplier 2 often does design work to assist their clients with new products.

One of the problems in the industry that is beyond the control of the individual
suppliers is that thete are shortages in the supply of certain components™. These
shortages are the result of an over demand on international markets as well as the
discontinuing of certain product lines. Staff often complained at company A4 that they
are required to finish a number of boards even though a particular part had not yet

* [ was unable to interview a supplier of components.

80




arrived und as a result the work in progress piles up. This leads to several problems:
firstly, the staff are under pressure when the paxt does arrive because they thenbaveto -
go back to the board and insert the part - which means that their daily rate will

decrease and they will have a poor record for that day. The second problem is that
products are not being finished on time for delivery. Thirdly, capital is being tied up

in unfinished products - it is important for small and medium enterpsises to have

liquid capital.

Company B tried several systems of purchasing component supplies. The first system
was 1o use a number of local suppliers. The Managing Director explains the problem:

“my suppliers knew how much I ordared every month, and yet they would not
always keep the stock on site. There would te a few times when I would not
have, I would literally be crying. I wonid have to hunt around for supplies to
last me for a month or two. Last year ] gui__to the stage when I said, “this isit, I
have had enough’. I ook a few months std_t:k, 1looked at what I sold - worked
out what I need, added an extra ten or twenty percent to it. Looked at the

increase. By the time I was ready, those few months of survey ... I knew what

I would be using, and placed a six month call off order.”

The second system of a “call off order® is where the company would be using one

Bt

supplier for 80% of the components used. The supplier company would deliver the
components each month according to the qualities determined in advance. In order to
get a good deal the Managing Director said that he called for tenders to supply the
company. The tender was worth between R60 000 and R70 000 per mounth.. He feels

that this systems works out best for both his company and the supplier.

The third system of component supplies that company B attempted, was to import the
components directly. They hired a person to phone and negotiate prices with the

overseas companies. This system did not work out as the savings of importing the _ 4
components themselves, after the salary of the person hired to do the job, did not - S R A
make the whole process financially viable, e
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Company A had a person whose job was solely that of buying. This person said that
often the price that the supplier quoted was inflated and she had to negotiate thern
down, The buying power of this company, although not revealed in the research,
would have been several hundred thousand rand per' month.

Subconiractor I'had set up a company whose main function was to supply them with
components although it also supplies other companies. This idea is similar to that of
the second option for company B but they have externalised the relationshiy and by
supplying other companies they can get greater discounts on bulk buying. The
success of setiing up a separate supply company may be Iimited as there is a lot of

competition among the wholesalers for components in South Africa.

All the non supplier firms interviewed found that most of the locally made
components are poor quality and they preferred to import most of their components,
Supplier 2, a local manufacturer of components, was the exception and the other firms
in the research verified that the quality of the product and sexvice of this company was
excellent. In addition to manufacturing their regular products, supplier 2 also import
many types of finished products to supplement their range.

A further problem with the supply side is the printing of the PC board. A PC board
needs to bave a design printed onto it in a spr >ial material and this process is only
done by a few operators in South Africa and it can take these companies up to three
weeks to print the board. The longer turn around time for the final products is mainly
because the PC boards take such a long time. The director at company C commented
that they can get their *printer’ o do it in a week if there is great urgency but they onlj
used this measure in extreme cases because they did not want to abuse the relationship
that had been built up.

In terms of the supply of machinery none of the firms complained about these

suppliers though they dealt with them on a less frequent basis. Supplier I’s main area
of supply is that of machinery and the Managing Director has established overseas
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contacts and travels to several Buropean countries every year in order to see the latest
and best machinery that s available for is clients. By using the best, most up-to-date
technology, South African manufacturing firms will be able to break into international
memkets. This is one arca where South Africa is at its greatest weakness and there is

Hitly, if any, original manufacture ot machinery in the cou~try.

Conclusion - -
This chapter has analysed the electronics industry and the firms within this industry in

an attenipt to gauge the extent to which the concepts and ideas of postfordism have
become part the industry. By discussing each case in great detail it is possible to draw
on the understanding of postfordism developed in chapter four and bring this to bear
on the firms in South Africa.

The next chapter discusses the areas in which aspects of posifordism have been found
in the electronics industry. The bulk of the chapter is focused on the discrepancies
between what is described as posﬁ'ordiét and what is witnessed in the electronics
subsector. ' |
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Chapter Six: Towards a Model

Four of the key components of the pe....ordist paradigm highlighted in chapter four
are labour, networking, kymogenous value systems and institations, If oue were to
consider the possibilities of postfordism being present in the South African economy
it would be rejected by looking at these areas. The areas whete one sées change
taking place is in the focus on niche markets, quality products, and design.

Labour

Postfordism involves ‘encouraging responsible autonomy on the part of

. ‘workers so that they get involved in the organisation of production, exercise
initiative, and utilise know-how; this pattern of labour relations is quite |
different from the externa! discipline imposed from above through the
stopwatch and the unrelenting pressure of the . ..mble line. ... The labour
force employed to operate these machines and systems will also Lz flexible.”

{Jessop 1992:29)

How labour is utilised is a key concern of postfordism, Both in Japan and the Third
Italy, labour is treated fundamenitally different from that under the fordist mode of
production. In the field work a lot of emphasis was placed on researching the labour
aspect of the businesses. Postfordism requires labour to be multi-skilled, productive,

well trained, and empowered so as to be able to offer suggestions a1 improvements.

The research found that o division of labour existed in the workplace. On the one side
there is management and technical staff (ofien white) and on the other is the black
female workers who assemble the products. These workers have very little training in
the actual processes involved in designing a PC board. Most of the workers would not
know which components to use a. replacements and what the functions of the
components are. ‘When asked about the possil lities of further training few wanted
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more schooling yet all expressed a desire to become more involved in the technical
side of the operation. The advantage of working in a small firm is that these workers
are often given some room grow within their jobs and develop new skills. For
exampls, they occasionally rotate in the jobs that they do and can often do other
workers jebs. Vi is ofien required of them in a small firm. Furthermore some of the
workers - sares that they have learned how to do basic appliance repairs which

they do in the.: fios: s,

The conditions of labour described in the literature survey is an ideal when one looks
at South Africa. One could argue that the situation in the small firms researched is
substantially better in terms of working conditions than in a large factory where the

workers place the same few components day in and day out,

Pyke and engenberger argue that there needs to be co-operation between employees
and employers and their representative organisations if a country wants to develop
along the lines of Japan and Italy. “Such co-operation can only be built on a process
of mutual tr~ ¥ with the consequence that the development of economies on
[industrial] district lines would be more difficult in regions with a history of hostile
behavicur by one side or the other.” (1992:24). South Aftica has such a conflictual
history an4, as discussed above, the small firms refuse to work with unions or allow
them to organise in their factories. Any aftempt to develop industrial districts would
have to take into consideration these sttong negative feeliags towards unions,

Furthermore one would ¢1s0 need to consider the racial dynamics that exist in the

couniry and workplace,

Homogenous value systems

A common community is an important factor in inter-firm collatoration. The affects
of the apartheid ideology still linger in the relationships between the different racial
groups in the industry. The changes in the political system and the attempt by the

government to promote a single “rainbow’ nation has an effect on the day to day
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relationships between people. Social interaction on a daily basis between different
racial groups also has the effect of breaking down the divisions created in the past.

Nunes (1994) argues that a community spirit need not arise from a specific ethricity
or race, but could come from being located in the same industry. Her research on the
clothing industry in the Western Cape revealed that racial divisions had been breken
down to form a strong clothing industry community.

It would be difficuit at this stage to identify a single homogenous commumity in the
eglectronics industry. One might be able to find a community amongst the owners and
managers of the small firms. Many of the people at management level have spent
several years in the industry and, as a result, know or have met one another through
encountering each other af trade fairs, conferences, social evenis or even from

working together.

It was mentioned in the previous chapter that many of the workers in the small firms
had worked previously at the large companies before being retrenched. Workers at
one small business mnay know the workers at another but because of the geographical
separation they would not get the opportunity to interact unless they stayed in the
same township.

Networking

One of the key success factors of postfordism is a move away from the firm operating
in isolation and working with other firms in networks or clusters, There is scant
evidence that networking or clustering of subsectors is taking place in South Africa.
There is a definite tendency for the firms investigated to want to ‘go it alone’, Some
level of co-operation does occur amongst the small businesses; particularly when there
is an extraordinarily large order or if there is a specific product they do not produce

whiciz another firm in the industry produces.
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Social networking also occurs amongst the management of firms on a limited basis.
People in different firms are acquaintances and know who is producing good and bad
products. The social networking offers the greatest scope for the development of
inter-firm co-operation. The manager of company B commented that social |
jnteraction with another small firm has help=d him in the conceptualisation of certain

designs.

The firms studied in the intensive research all songht to incorporate the several aspects
of the business in one firm and did not strive 1o wark with other firms to avoid the
costs of setting up 2 separate department. From the previous chapter, we saw that they
involved themselves in design, production, testing, sales and marketing, and service,
By not working with other firms they are unable to achieve certain economies of
scale, an example would be in the area of marketing where all the firms are weak.
Substantial improvements in the firms capabilities would be improved if they were to
work together.

The greatcéf level of co-operation was between firms on different levels where there
were excellent relationships between the companies and the firms that supplied them
with components or machinery, as well as good relationships with the firms and
people that purchased the fina! products.

I would argue that there are three reasons for the small firms not working together in
any couerent or formalised manner; ene is that there are no geographical clusters of
firms or industrial districts that bring the firms into a common locality; another is that
there is very little trust among the actors in the industry, The last reason is that there
is no person, company, organisation or institution that is actively pushing for small
firms in the industry to network.®

% One of the respondents mentioned that a couple of firms had heen talking about coming together to
work in the same geographical area. These firms wonid suppost each other by giving work to one
another - but they could still work with firms outside of the group, This idea was placed on hold.
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institutions -

The institutions that have been set up to assist small businesses were not used by any
of the firms in the research. The firms were started without the support of an agency

.such as the Small Business Development Corporation {(SBDC) nor were subsequent

loans obtained from this organisation™, Most of the respondents found the SBDC to
be useless and some felt that the SBDC did not understand the electronics industry;
one of the more successful companies was even turned down for a loan application.
My own research into the SBDC was not met with a great deal of success as they have
completely ignored the industry and offer very little technical or financial assistance

“to the sector,

The only. other institution that had been approached for assistance was the Industrial
.Development Corporation (IDC), where one of the firms received a loan to purchase
capital equipment. The IDC was involved in the Standing Committee for Electronics
(SCE) and they have several people in the company whe are specialists in the field.
However, they have not taken up small businesses in electronics as a specific priority.

One of the major institutions in the industry is the Electronic Industry Federation
(EIF). It is a representative body of all the major electronics firms in the country and
claims to represent 90 percent of the industry. It appears, however, that they do not
represent the small firms in the industry as none of the small firms interviewed were
members of the EIF and an article in the Financial Mail commented that the EIF “has
long been regarded as the bastion for large vested interests’ (11/11/94). The president
of the EIF, Keith Prins, cutlined in an interview with the Engineering News that the
EIF was developing mechanisms to try and assist small businesses.
“An attempt is being made to identify the problems experienced by small,
medium and micro enterprises (SMME?’s) in the high tech electronies field.
The objective is to use existing resources to support these enicrprises to make
a more significant contribution to the economy and to gain access to
appropriate international niche markets. ... SMME’s .. do not have a friendly

 One firm was located in a SBDC hive but the firm received no support from the SBDC, besides a
low rental,
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enviromment in which to succeed. Many of the problems have to do with
finding investment capital, getting export finance, access to international
partners and puiting internal systems and processes in place.” (Keith Prins,
chairperson of the EIF, Engineering News 26/04/96)

One of the proposals by the EIF was to establish a separate, more affordable, structure
that would incorporate the SMMESs in the electronics industry federation.

The South African institutions described above have not played a significant role in
bringing about inter-firm collaboration or reorganising the intra-firm relationships. If
South African small and medium enterprises want to compete on the world roarkets
these changes need to take place and it is ingtitutions that will need to initiate the

changes and provide assistance.

Niche export markets, quality products, and product design

Piore and Sabel see the flexible specialisation path as:
“a strategy of permanens. innovation: an accommeodation to ceaseless change,

rather than an effort to control it. This strategy is based on flexible - mﬁlti-use
- equipment; skilled wo.kers; and the creation through politics, of an industrial
community that restricts the forms of competition to those favouring
innovation. (Piore and Sabel 1984:17)

if one were to consider the three aspects of niche export markets, quality products and
product design in the case study then one would find traces of postfordism within the

South African economy.

‘While the design aspects of the firms may not be the best in the world, the examples
indicate thé,t they are significantly developed and are often able to compete on
international markets. The success of the exporting attempts by both company 4 and
compuny C highlights this poiat. The export market offers a great deal of potential for
the industry. Several of the firms researched were engaged in some way with
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exporting their products and saw this market as the futare growth potential of the

business.

The focus on producing high quality products for niche export markets is where the
future of these firms lies as they could never hope to directly compete with the low
value mass produced products. Best (1990:218) finds that even small firms in the
Third Italy are “ill equipped to compeie on the basis of price with mass producers.
The strength of the Third Ttaly is in the flexibility and innovation thet come from

. decentralized and autonomous design capabilities,”

A Japanese study into product development describes it as “dynamic and continuous
process of adaption to changes in the environment™ (Imai et al 1985; 340, cited in
Best 1990:155). Three important organigational features of the product development
process can be identified: ‘self organising” development teams®; overlapping

development phases; and a cornmitment to continuous learning.

The phases of product design, development, and commercialisation are overlapped so
that problems can be tackled simultaneously. Thus with overlapping development
phases, the product development group faces challenges collectively rather than in
isolation, which would be the case with distinctive specialist departments.
Information is shared across functional boundaries as common themes are developed
and responsibility is shared,

The integrated approach differs from product development under fordism which is
dene sequentially by specialised departments. Thus, after a new product proiotype is
completed by the design departinent the product is given to manufacturing and the
design department ends its involvement. The production engineers design the
modifications in plant layout and machines and then the actual production activities

are turned over to manufacturing managers and unit engineers, Once the new product

31 *Self organising’ development teams refers to the autonomy given to the project teams to define their
own activities, within a broad strategic product development goal, The project teams are composed of
members with diverse functional backgrounds who work together. This conld include product
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comes off the assembly line, the sales department takes over, “Tudividuals in each
department do notwmkmﬂﬂnﬁi’vxd‘ualsmothﬂd&pmﬂmeﬁts* it \vﬂth&task of
managemgnt to coordinaie 4CT08S dapartmants.” (Best 1990:155)

. Thepmm;adsvdnpmeMprmsmme SouthAfmamcaae studyhasmanysunﬂar
features to ‘the New Compstition’. It follows a dynamic and integrated aach
where the jamovator is involved in the process from design through to marketing.

engineers, process engineers, mmufacmring personnel and marketers The tearn would work together
from the birth of a new idea to its maturity in the new product.
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: Chapter 7: Conclusion
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‘Whether one agrees or disagrees that there is a move to postfordism, there ig definite
3 agreernent that something is happening in the interpational economy. Thege
i international shifts have occurred in the last ten to twenty years and only in the last
3 few years has there been a recognition of the shift in the mode of production.

Consequently small businesses have started to receive incteased attention by
govermnments, businesses, unions and academics. There is, however, very little
 agreement among academics as to what is meant by postfordism and flexible

specialisation; some even dispute the changes described by these two concepts.*

The features of postfordism described in chapter four have started to filter through to
South Afiica. In chapters five and six I have suggested that small firms in the
electronics industry have adopted several strategies that are promoted in the ‘new way
of deing things’. However, key components of inter-firm collaboration and intra-firm
collaboration do not oceur within the South African electronics industry.

According to traditional economic theory, the larger the firm the better it will do; -
particularly because it can achieve economies of scale but also because a large firm
will be able to have power to shape and influence markets. We have seen in the

~ discussion of Japan and Third Italy thai there is a successful alternative. Networking
by small businesses can overcome fhe barriers associated with small size, yet this has
not been a feature of small businesses in South Africa who are often at the mercy of
suppliers and the dictates of the market,

One of the issues underlying this research is the problenatic of the free market . / \
approach to firstly explaining the industrial success of countries such as Japan and |
secondly, in attempting to posit an a solution to the manufacturing problems in the

* The lack of a strong coherent body of thought bas made itself felt in this thesis specifically with
regard to terminology and concepis.

92




Third World, and South Africa in particular, Best argues that the opposite is true:
there has been and still is, sttong state intervention in the Japancse ecoziomy; and that
l the networking and inter-firm co-operation depend on subverting the free market.
“Inter-firm cooperation goes some way to explaining the suceess of networked
groups of small firms in the Third Italy; it also implies that market
coordination can undermine the competitiveness of smail firms. ... But if inter-
firm cooperation is a condition of small firm success, thert policy making
based upon the competitive market ideal may actually contribute to industrial
decline.” (Best 1990:227) '

Sayer concurs:
*“Crucial to Japanese industry’s snccess has been its exceptionally highly
organized character. In no other comparable capitalist country has the visible
hand of organization and planning pushed back so far the invisible hand of
market forces, Moreover, the degree of protectionism - both formal and
informal, intended and unintended - is exceptional.” (Sayer 1989:681)

Postfordism should be understood as a move away from the dictates of free market yet
still engaging with the market.

What this thesis highlights is the need for strong state intervention by creating an
enabling environment through eppropriate policy as well as the setting up of
institutions to support small and medium enterprises. Manufacturing in the country
has been identified as weak and in many respects behind that of the First World, If
South Aftica is to make the transition to a strong First World industrial economy it
needs take cog aisance of the issues posed by postfordism and draw on the examples
of the best in the world,
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Appendix A: Interview Schedule

About the firm

Number of employees?

‘What is the nature of the firms operations?

‘What does the firm manufacture?

Does the firm have linkages with other firms, this could be in texms of marketing,
finance, training, imaporting components, technology etc. '

Does the management conduct strategic planning and goal setting?

Does the firm produce a product that is used in production by a large firm. i.e. is it
a subcontractor?

Eal bl e

o

About the product that is produced by the firm

Does the manufacture of the product involve the use of high technology?

How is the product manufactured?

Does the firm export any of the products?

Are there a lot of competitors who produce the same products (both nationally and
internationally)?

P W

Employees

1. What is the relationship like between the employees and the employer?
2. What are the level of skills of the employees?

3. How does the manger/owner view the employees?

4. 1Isthere a common background among the employees?

5. Do the workers belong to a union?

The industry
1. What are the problems faced by the industry?

Flexibility _

How are raw material supply’s handled?

The production process?

Does the firm use computers in the production process?

‘What is the ability of the firm to adapt to changes in the market?

Is there a continual improvement of the product/s that the firm produces?
How does the firm deal with a sudden surge in the demand of the product?
How do they respond when there is a slow period?

-

N LR LN

The Future

1. What changes would the firm like to make internally with respect to technology?
2. Are labour practices and how labour is organised, going to change in the near
future?

3. What is seen as the bexi government policy for the industry?

4. Do the prospects for breaking into / or maintaining export markets seem positive?
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