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SUMMARY AND RECOMMENDATIONS

Purrose

Today, & lively debate is emerging over the appropriate relationship
the United States should maintain with the Republic of South Africa,
a country governed by a leadership committed to a policy of apartheid,
or racial segregation. That debate has arisen essentially g)r three
reasons. First, 1t is a response to events which have occurred within
the last 18 months in South Africa itself, in particular, the violent
disturbances in Soweto and other black townships, the death in deten-
tion of the foremost leader of the black consciousness movement, the
massive arrests and bannings of scores of black and white opponents
of apartheid, and the closing of the largest circulation black newspaper
in tﬁe country. These events bring home the reality of the potential
for conflict in & country that has prided itself for years on a reputation
for stability.

A secongv factor contributing to this debate is the dramatic political
transformations which have occurred in southern Africa as a whole.
Within the last 3 years, the entire strategic balance has shifted in the
region. For centuries, southern Africa had been dominated by a coali-
tion of white minority governments that maintained unchallenged
control of the richest emgl most strategically important part of Sub-
Saharan Africa. That traditional structure %as collapsed, presenting
%fmth Africa with its greatest foreign policy challenge since the Boer

ar. :

The third reason accounting for the debate over United States-
South African relations is the coming to office of a new administration
committed to a policy of promoting human rights as a vital component
of American foreign policy. Perhaps no other area of the world presents
as hard a test of the human rights issue as South Africa, a country
whose complex social, economic and political systems are based on a
complex of laws, policies, customs and attitudes enshrining racial
domination. What sets South Africa apart from other countries which
have equally oppressive and, in some cases, quantitatively worse
records of human rights violations is that (1) South Africa’s policies are
based on race as the sole criterion of discrimination, (2) its human
rights violations have been made “legal’”’ through legislative and regu-
latory actions that have institutionalized racism into the fabric of
society, and (3) its policies are justified in the name of defending the
Free World of which South Africa claims to be a member.

At the heart of this debate lies the question of the role of American
corporations. Although the scope of U.S. ties with South Africa is
extensive, our econornic relationship constitutes the strongest and the
most controversial aspect of our association with South Africa. T.S.
economic ties with Pretoria reach back to the 19th century. They have

(5)
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grown to the point where the United States is now South Africa’s
largest trading partner, its second largest overseas investor, and the
supplier of nearly one-third of its international credit. This relation-
ship confirms a close interdependence which makes a position of strict
noninvolvement or neutrality on the issue of apartheid virtually
impossible to maintain, given these economic realities.

‘E)Vhat role do U.S corporations play in South Africa? One school of
thought holds that U.S. corporations promote gradual social, economic,
and political change through progressive labor practices which may set
an example for South Africans to follow. American credit and capital,
it is maintained, also contribute to a lessening of apartheid by pro-
moting economic development which benefits al% South Africans. Thus,
it is argued, the overall impact of U.S. economic interests in South
Africa 1s consistent with the objectives of U.S. foreign policy which
has traditionally stated that it “abhors” apartheid and, under the
current administration, stands for a progressive transformation of
society toward full political participation.

Another school of thought holds precisely the opposite view.
American economic investment in the country, it is argued, supports
apartheid by fueling the economy on which the system rests. According
to this view, American investmment has had marginal material benefits
for blacks and has strengthened the %rip of the whites. Over the years,
the income gap between whites and blacks in South Africa has widened,
the po]itica% rights of blacks have diminished, and the drift toward
greater authoritarian control by the central government has accel-
erated. Thus, it is concluded, U.S. economic interests in South Africa
are inconsistent with the objectives of U.S. foreign policy, at best
having no significant impact on apartheid and, at worst, directly
supporting the policies of racial segregation.

e primary purpose of this study was to determine on the basis of
emgu'ical evidence which of these two views is essentially correct. Have
U.S. corporations been agents of social and economic change? Have
American credit and capital tended to erode apartheid or support the
Government of South Africa and its policies of racial segregation?
Have U.S. corporations been acting contrary to or in support of
American foreign policy interests? These questions lie at the crux of
the debate over the appropriate relationship of the United States to
South Africa.

This study explores these questions in three parts consisting of (a)
an analysis of the role of international credit by the Congressional
Research Service, (b} a survey by the Subcommittee on African
Affairs of the Senate Foreign Relations Committee of the labor
practices of American firms doing business in South Africa, and (c)
a Congressional Research Service review of the issues raised by the
role of U.S. corporations in South Africa, as they were presented
before the Subcommittee on African Affairs during the hearings
conducted in 1976. The body of data contained in the first two reports
is the basis of the summary and conclusions of this study.

INTERNATIONAL CREDRIT

The bulk of international loans to South Africa have always origi-
nated from European sources. However, over the past few years,
both the total amount of international loans, and the proportion
borne by the United States, have increased substantially. From 1974
to 1976, bank lending to South Africa nearly tripled in volume and
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Of these 12 firms, three provided data which shows a relationship
between race and method of wage compensation. All of the salaried
personnel employed by Rockwell, M & T Chemicals and Donaldson
are white; all of the hourly workers are non-white. Moreover, these
three firms also responded that they do not have an equal employ-
ment opportunity policy specific to South Africa.

Fourteen firins do not employ any white persons on an hourly basis:

Blue Bell Inc.

Borden Inec.

Federal Mogul Corp.
Gillette Co.

Kendall Co.

M & T Chemicals Inc.
Miles Laboratories.
Richardson-Merrell Inc.
A. H. Robins Co.
Rockwell International Inc.
Standard Brands Inc.
Valvoline O1il Co.
Wilbur-Ellis Co.

W. R. Grace & Co.

EMPLOYEE POPULATION: NON-30UTH AFRICAN PERSONNEL

Sixty-eight firms responded to one or more of these questions:
How many of the subsidiary’s employees are not South African?
What is the nationality of the managing director?
What is the nationality of the personnel director?
The 68 responding firms indicated that they employ a total of 1,154
persons who are not South African. These non-South African em-
loyees represent 0.03 percent of the total number of persons employed
Ey U.S. firms in South Africa.
Ten firms employ only South African nationals:
The Carborundum Co.
Celanese Corp.
Donaldson Co.
Geosource Inc.
Grolier Inc.
M & T Chemicals Inc.
Smith, Kline & French Laboratories.
Tokheim Corp.
Van Dusen Air Inc.
Wilbur-Ellis Co. '
Although the data was not requested, 18 firms indicated the num-
ber of Americans working in their South African operations:
American Cyanamid.
Colgate-Palmolive Co.
Control Data Corp.
CPC Inc.
El Lilly Co.
Exxon.
F & M Systems Co.
Ford Motor Co.
General Electric Co.
Goodyear Tire & Rubber Co.
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IBM

International Harvester Co.

The John Deere Co,

Kendall Co.

Merck, Sharp & Dohme Inec.

Monsanto Co.

Neshua Corp.

Standard Brands Inc.
The Americans employed by these 18 firms represent less than 1 per-
cent of the total employee population.

Twenty-eight of the firms employing non-South African personnel
have managing directors who are not South African. These persons
are of American, Australian, Canadian, Dutch, Irish and British
nationality.

Two firms have personnel directors who are not South African. They
are American and Dutch citizens.

58 percent of the firms with non-South African personnel employ 10
or less persons in this category. The mean average number of non-
South Africans employed by the U.S. companies in this sample is just
under two persons.

These are several firms which do employ a large number of non-
South Africans. Ford, for example, has 240 non-South African em-
ployees; NCR has 200. However, 1n these two cases the non-South
African personnel represent only a small percentage of persons em-
ployed by each firm: 4.9 percent and 0.5 percent for Ford and NCR
respectively.

Overall, American businesses in South Africa appear to rely on
South African manpower. Those firms which do employ a farge number
of non-South Africans are either large employers or require a certain
degree of specialized training in the advertising or accounting fields.

EQUAL PAY

Seventy-one firms responded to one or more of these questions:

Does the subsidiary pay equal pay for equal work?

What difficulties does the subsidiary have in paying equal pay?
(High wages for whites; inexperience of black workers; hich demand
for whites; or, strength of white unions?)

Mobil Qil, Monsanto and the Carborundum Company did not an-
swer the above questions,

Seven firms stated that they do not pay equal pay for equal work:

Kellogg Co.

NCR Corp.

Norton Co.

Richardson-Merrell Inc.

Smith, Kline and French Laboratories.
TRW Incorporated

Valvoline Oil Co.

Among the various difficulties encountered in paying equal pay,
four of these firms cited “high wages for whites;” three cited ‘“high
demand for whites;”’” and only one cited “strength of white unions.”
Six of the seven firms included “inexperience of black workers’ as an
obstacle; this would seem a main reason why companies do not pay,
equal pay for equal work.
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In additional comments, NCR indicated plans to formally initiate a
single wage curve and to pay equal pay for equal work beginning in
1977. Valvoline and Norton both wrote that there companies are work-
ing toward closing the wage gap between black and white workers;
thus wage increases are currently at a higher percentage for Africans
and coloureds than for whites. _

Of those 63 firms which do pay equal pay for equal work, 33 indi-
cated that they have no difficulty doing so:

Arthur Andersen & Co.
Blue Bell Inc.

Caltex Petroleum Corp.
Caterpillar Tractor Corp.
Colgate-Palmolive Co.

CPC International Inc.
Donaldson Co.

Dow Chemical Co,
Eastman Kodak Co.

El Lilly & Co.

ESB Inc.

Esso Africa Inc.

Ford Motor Co.

General Electric Co.
Geosource Inc.

Goodyear Tire & Rubber Co.
Grolier Inc.

Helena Rubinstein Inc.

The John Deere Co.
Kendall Co.

M & T Chemicals Inc.
Merck, Sharp & Dohme Inc.
Miles Laboratories Inc.
Nabisco Inc.

Pfizer International Inc.
Preformed Line Products Inc.
A. H. Robins Co.

Rockwell International Corp.
Singer Co.

Standard Brands Inc.

Van Dusen Air Inc.

Warner Lambert Co.
Wilbur-Ellis Co.

Twenty-eight of the companies which stated they pay equal pay
for equal work nonetheless marked difficulties in doing so. Twenty-six
identified the ‘“mexperience of black workers” as an obstacle. They
indicated other difficulties as follows: eight cited “high demand for
whites;"” nine identified “‘high wages for whites;”’ and, four mentioned
“strength of white unions.”

Clearly, the inexperience of the black workers is the number one
obstacle to paying equal pay for egqual work. This is largely a result
of (a) apartheid laws which have limited black access to training

programs and job experience, and (b) poor and limited education
available to non-whites.

A number of firms made comments to this effect, emphasizing
black inexperience and those obstacles which prevent non-whites
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from raising their skill levels. Federal Mogul pointed out that the
high demand for white personnel is not because they are white. Rather,
it 1s because the white worker has the necessary education, training
and job qualifications. Exxon, in behalf of Esso Africa, wrote, ‘“‘Blacks
who have the skills and educational background necessary to meet
job requirements are in extremely short supply. Literacy is a major
problem.”
WAGES

Sixty-nine firms responded to one or more of these questions:

Does the subsidiary use a national standard to establish its mini-
mum wage level?

If so, when did it first set & minimum level according to a standard
survey?

What standard does the subsidiary use for its minimum level?
(Bureau of Market Research Minimum Living Level, Bureau of
Market Research Higher Living Level, University of Port Elizabeth
Household Subsistence Level, University of Port Elizabeth Household
Effective Level, Johannesburg Chamber of Commerce Minimum Effec-
tive Level, or Johannesburg Chamber of Commerce Poverty Datum
Line).

The first question in this series must be eliminated from analysis.
The author of the questionnaire intended the term “‘national standard”
to apply to the six standard wages for non-whites listed in the third
question; however, it was not so stated. Thus, many respondents
interpreted ‘‘national standard’’ to mean the absolute minimum wage
for a particular industry as set by the South African Government in
the Wage Act of 1957. The overwhelming number of contradictory
responses casts doubt on the reliability of any aggreagte analysis.

Nonetheless, it is noteworthy that the majority of firms which use
a national standard to establish their minimum wage level indicated
that minimum wage level was established 1n 1971 or 1972. This is the
samme mean date when firms initiated their equal employment oppor-
tunity policies.

Six firms stated that they use the Bureau of Market Research
Minimum Living Level for their minimum wage:

Envirotech Corp.

Esso Africa Inc.

F & M Systems Co.

TRW Inc.

Union Carbide Corp.

Walter E. Heller International Corﬁ.

Fourteen firms stated that they use the Bureau of Market. IResearch
Higher Living Level:

Borden Inc.

Bristol Myers International Corp.
Caltex Petroleum Corp.
Eastman Kodak Co.
Geosource Ine.

J. I. Case International.
Merck, Sharp & Dohme Inc.
NCR Corp.

Norton Co.

Otis Elevator Co.

Preformed Line Products Inec.
Valvoline Oil Co,
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Walter E. Heller International Corp.
W. R. Grace and Co.

Seven firms stated that they use the Umiversity of Port Elizabeth

Household Subsistence Level :
Borg Warner Corp.
El Lilly & Co.
Firestone Tire & Rubber Co.
Ford Motor Co.
Goodyear Tire and Rubber Co.
International Harvester Co.
Rockwell International Corp.

Two firms use both the University of Port Elizabeth Household
Effective Level and the Johannesburg Chamber of Commerce Min-
imum Effective Level:

American Express Co,
Control Data Corp.
Six firms stated that tEey use the Johannesburg Chamber of Com-
merce Poverty Datum Line to set their minimum wage level:
American Cyanamid Co.
Eli Lilly & Co.
Kellogg Co.
Federal Mogul Corp.
MecGraw-Hill Book Co.
Simplicity Pattern Co.
Eighteen firms stated that they use the Jobannesburg Chamber of
Commerce Minimum Effective Level:
AFTA Co.
American Express Co.
Borden Inc.
Colgate-Palmolive Co.
Control Data Corp.
American Cyanamid Co.
Dow Chemical Co.
Batten, Barton, Durstine & Osborn Inc.
Gillette Co.
Honeywell Inc.
The John Deere Co.
Helena Rubinstein Inec.
Kendall Co.
NCR Corp.
Richardson-Merrell Inc.
Schering Plough Corp.
Smith, %{]ine, and French Laboratories.
Tokheim Corp.

Two firms use the Urwick International Wage to set their minimum
wage level:

Celanese Corp.
Donaldson Co.

Nabisco Incorporated uses the Biscuit Industrial Union Association
standard to set its minimum wage. Singer stated that it uses the
minimum level as set by the South African Wage Act of 1957 to
establish the minimum wage. A. H. Robins sets its minimum wage as
prescribed by the Industrial Conciliation Act No. 406 of October 1973.

Several firms qualified their use of a particular standard:
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(1) Schering Plough uses the Johannesburg Chamber of Comrmerce
Minimum Effective Level plus 28.6 percent.

(2) AFIA uses the Johannesburg Chamber of Commerce Minimum
Effective Level as a guide, and actually maintains a minimum wage
which is at least 50 percent higher than that standard.

(3) Dow Chemical uses the Johannesburg Minimum Effective
Level plus 25 percent.

(4) International Harvester uses the University of Port Elizabeth
Household Subsistence Level plus 10 percent.

(5) Norton uses the Bureau of Market Research Higher Living
Level plus 50 percent.

{(6) Arthur Andersen Fays all of its employees on a salaried basis,
and its lowest paid employee is compensated at a level ‘‘significantly
higher” than the Johannesburg Chamber of Commerce Poverty
Datum Line.

(7) Miles Laboratories considers all of the standards, but its wages
are ‘“‘simply higher’’.

(8) Catepillar Tractor’s wages “far exceed minimum wages set by
the South African Government as well as the so-called Poverty Datum
Line and minimum equivalent levels”,

(9) Esso Africa considers the Bureau of Market Research “Supple-
mental Living Wage”” to be the most “‘reliable and liberal data-point.”
The lowest salary paid by an Exxon affiliate in South Africa is approx-
imately 50 percent higher than the Bureau of Market Research
Higher Living Wage.

(10) The Carborundum Company reviews all of the wage standards,
and uses them only as ‘‘points of reference.” Carborundum’s wages
are paid “‘at levels higher than those indicated”.

(11) General Motors pays hourly rates above the Port Elizabeth
Industrial Council minimums for starting employees. On the average
a General Motors South African employee is paid 81 percent more
than the “overall” South African wage.

(12) Standard Brands’ minimum wage level is “higher than the
market rate for the area’.

(13) ITT wrote, “We set our own standards higher than South
African standards.” The entry wage for an ITT employee is $179 a
month; the average wage for a black ITT employee is $286 2 month.

(14) Union Carbide’s base wages are “at least’” 125 percent of the
Bureau of Market Research Minimum Living Level.

(15) IBM’s salary scales are higher than minimum wages issued by
‘‘yarious groups or authorities”.

(16) Warner Lambert’s minimum wage “‘exceeds published indices’.

(17) General Electric wrote, “The minimum wage exceeds all
minimum living level computations for a family of six as computed
R)fr ‘the University of Port Elizabeth and the University of gouth

rica.”

The Johannesburg Chamber of Commerce Poverty Datum Line
(PDL) is a calculation of the lowest possible costs to maintain a
household. This calculation indicates minimum living levels in poor
communities; it is used in South Africa only for the non-white popula-
tion, as are the other standards desecribed below. The Primary Poverty
Datum Line (PPDL) is a calculation of the lowest retail cost of
necessities to maintain an individual or a household in good health.
These necessities comprise the minimum amounts of: food, fuel and

#7-779—77—8
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lighting, clothing, and cleaning materials for personal and household
use. The Secondary Poverty Datum Line (SPDIL) or Minimum
Effective Level adds rent and transportation to work as necessities.

The PDL technique is merely a theoretical ealculation of the lowest
possible costs of subsistence living with no allowances made for
expenditures other than those specified and without considering
actual expenditures.

The {Fniversity of Port Elizabeth standards replace the terms
“Poverty Datum Line” and “Minimum Effective Level’’ with the
terms ‘“Household Subsistence Level” (HSL) and “Household
Effective Level” (HEL}. This change was made to escape the negative
connotation of the word “poverty.” ‘

The HSL is based on the PDL and is calculated in the same manner,
The only variation is that the PDL is generally calculated for a specific
household taking in account the age and sex of the family members,
In some cascs, an “‘average’” family make-up has been used to calculate
the PDL for a particular region. The HSL is calculated only for an
“average’’ family.

The Bureau of Market Research at the University of South Afriea
uses different standards. The Minimum Living Level (MLL) is
the lowest sum possible on which a specific size household can live.
Rational expenditure is rigidly assumed and thus the MLL is also
a theoretical minimum. The Supplemental Living Level (SLL) pro-
vides for the purchase of more items than the MLL. Both standards
encompass more than the HSL. Items included in calculating the MLL
are:food; electricity ; payments for rent, water, electricity and services;
fuel and light; washing and cleaning materials; transportation to
work, school and shopping; medical and dental services and medicines;
education; taxes; and replacement of household equipment. The SLL
adds recreation and entertainment; personal care; contributions to
pension, unemployment, medical and burial [unds; extra washing
and cleaning materials; extra clothing, food, and household equip-
ment; extra transportation; additional taxes; and additional rent.
The MLL and the SLL are obviously more adequate in terms of
maintaining a household over the long run.

The quality of wages paid by U.S. firms in South Africa ranges
widely. There are, at one end of the spectrum, firms which compensate
their non-white employees at the more “livable” level as defined by
the MLL and the SLL. Those firms are:

Borden Inc.

Bristol Myers International Corp.
Caltex Petroleum Corp.
Eastman Kodak Co.

Envirotech Corp.

Esso Africa Inc.

F & M Systems Co.

Geosource Inc.

Merck, Sharp and Dohme Ine.
NCR Corp.

Norton Co.

TRW Inc.

Union Carbide Corp.

Valvoline Oil Co.

Walter E. Heller International Corp.
W. R. Grace and Co.
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However, there are American firms in_ South Africa which pay
non-whites according to the other, considerably lower standards.

Thus,
necess

»

ary for basic survival:
American Express Co.
Batten, Barton, Durstine and Osborn Ine.
Borden Inc.

Borg Warner Corp.
Colgate-Palmolive Co.
Control Data Corp.
American Cyanamid Co,

El Lilly and Co.

Federal Mogul Corp.
Firestone Tire & Rubber Co.
Ford Motor Co.

Gillette Co.

Goodyear Tire & Rubber Co.
Honeywell Inc.

The John Deere Co.

Helena Rubinstein Inc,
Kellogg Co.

Kendal Co.

MecGraw-Hill Book Co.
NCR Corp.
Richardson-Merrell Inc.
Rockwell International Corp.
Simplicity Pattern Co.
Smith, Kline and French Laboratories
Tokheim Corp.

wages pald by the following firms may cover only those expenses

Some noteworthy facts: only four of the firms whose wages may
not adequately support a household previously responded that they
did not pay equal pay for equal work (Kellogg Company, NCR
Corporation, Richardson-Merrell Incorporated and Smith, Kline

and F

rench Laboratories); three of those firms operate large labor-

intensive manufacturing plants in South Africa (Firestone Tire and
Rubber, Goodyear Tire and Rubber and Ford Motor Company).

BLACEK PROMOTION

Sixty-four firms responded to one or more of these questions:

What are the major obstacles to black promotion?
Government restrictions in Physical Planning Act, Bantu

Labor Act, separate facilities regulations under the Factories or
Shops and Ofhices Act, Group Areas Act, Industrial Conciliation
Act and/or the Apprenticeship Act;

Opposition from white unions, white artisans, white workers,

white customers and/or from local management; and

What have been the incentives to the subsidiary to adopt more

progressive practices? (Need to raise productivity; absenteeism/

turnover problems; exceptional wage demands; shortages of

treined manpower; pressure from home office; public pressures).
Six firms did not respond to these questions:

Carborundum Co.
CPC International Inc.
Eastman Kodak Co.
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Mobil Oil Corp.
Tokheim Corp.
Warner Lambert Co,

Fifteen firms indicated they experience no major obstacles to black
promotion in their South African operations, and they responded only
to the final question:

Arthur Andersen & Co.

Batten, Barton, Durstine & Osborn Inc.
Cascade Corp.

Caterpillar Tractor Corp.

Dow Chemical Co.

Dun & Bradstreet Inc.

El Lilly & Co.

Geosource Inc.

Miles Laboratories Inc.

Preformed Line Products Inc.
Simplicity Pattern Co.

Singer Co.

Van Dusen Air Inc.

Walter E. Heller International Corp.

Forty-one firms identified restrictions in South African law as
obstacles to black promotion:

Physical Planning Act e 4
Bantu Labor Aet_ o e emaa———— 7
Separate shop and office laws_ _ . oo 18
Group Areas ACh. .. e —m e 5
Industrial Conciliation Act. . oo oo oo oo 18
Apprenticeship Aet______ __ L 14

In additional comments, Bristol Myers discussed the implications
of the restrictions in one of these South African laws:

Although theoretically one could hire a highly educated
black such as a pharmaeist, it might be dificult for that
individual to find satisfactory housing because of the Physical
Planning Act.

The responding firms also identified racial obstacles to black
promotion:

Opposition from white unions. .. o 7
Opposition from white artisans__ .« oo 8
Qpposition from white workers________ oL 17
Opposition from white eustomers_ . .o oo 15
Oppesition from lecal management- - - - 5

In addition, 10 firms added poor education, and lack of experience
as a major obstacle to black promotion. Some firms indicated that
poor education and experience was the number one obstacle. Exxon
wrote that its affilintes in South Africa “have found that the greatest
obstacles to promoting black personnel has not been Government
restrictions, but the lack of properly qualified candidates.”

In supplementary comments, the companies expressed less concern
for the constraints in South African law than for racial prejudices.

This excerpt from Bristol Myers’ response illustrates the. views
expressed by several firms:

A major obstacle to black prombtion is the attitude of
whites. The subsidiary still has difficulties in a few isolated
areas in having black merchandisers work in a supermarket
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unless accompanied by a white employee. Depending upon
the particular position involved there could be objections
in having blacks and whites working topether in the same
room.

There are even obstacles within the black community itself. Amer-
ican Cyanamid added this comment to their response:

When suttable Blacks are found their faster progression
causes serious resentment by the illiterate and low-level
majority of Black workers. Coupled with this is the tendency
for white production supervisors to perfer the more servile,
illiterate Blacks. They tend to clash with the better educated
workers or fail to develop them to their full potential.

Fifty-nine firms identified incentives to adopt more progressive
business practices:

The need to raise produetivity _ . _ ____ . __ ____ ________ . 36
Absenteeism-turnover problems_ - _ . ____ 19
Wage demands. . e 4
Shortages of trained MANPOWE . o v ov e e et e e mmm——— 34
Pressure from the home office_______________________________________ 18
Publie pressures_ o o 6

These responses indicate that U.S. firms in South Africa generally
operate on their own; only 18 firms (33 percent) indicated that the
home office exerted pressure on them to change their labor practices.
Public pressure is even a less significant influence ; only 11 percent of
the firms apparently find public pressure a significant influence on
their policies and operations.

Overall, the major incentive for adopting more progressive business
practices has been, as stated by Exxon, one of “enlightened self-
interest:”

. . a recognition that companies such as ours have an
obligation to accept a fair measure of responsibility for the
establishment of a healthy, prosperous, well-functioning
society, and that to do so 1s essential to the future health
and profitability of our business.

TRAINING

Sixty-eight firms responded to one or more of these questions:

Does the subsidiary Ejlave a formalized training program?

Is the subsidiary taking advantage of the government's tax in-
centives for training?

Is the subsidiary participating in any of the industrial training
centers recently estabﬁ).ished in urban areas?

Thirty-nine firms indicated that they have a formalized training
program for their employees in South Africa. Twenty-four provide
only “ad hoc”, or on-the-job training. ,

As indicated by previous responses, training is a vital factor in
carrying out progressive business policies such as equal employment
opportunity and equal pay for equal work. It is an essential ingredient
in the movement to raise the social and economic level of non-whites
in South Africa. In testimony before the Subcommittee, General
Motors emphasized this point: “Many of our African employees and
their families obtain much of their education as a result of GMSA’s
presence in South Africa.” In many situations, black or coloured
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nearly doubled as a proportion of total foreign investment. This
represented an increase in the proportion of credit as opposed to
ownership in the economy, and a move in the direction of greater
liguidity and a rapid return on investment that raised the debt
burden of South Africa. end-1976, South Africa’s overseas debt

equaled $7.6 billion, of which $2.2 billion, or nearly one-third of &ll
bank claims on South Africa,” was owed to U.S, banks and their
foreipn branches. -

The primary borrowers of international credit are not private
commercial enterprises, but the South African Government and its
agencies which, until recently, relied on gold and direct foreign invest-
ment for economic growth. But in the 1970°’s—and especially in the
period from 1974 to 1976—international credit provided much of the
financing for the Government’s infrastructure projects, and for its
increased strategic imports (defense and oil). Of the identified inter-
national credit extended to South Africa in the critical 1974-76
period, only $444 million went to private sector borrowers as com-
pared to over $3 billion to the public sector.

The $2.2 billion of American credit outstanding in 1976 is roughly
equivelent to the amount of foreign exchange required to cover
South Africa’s defense and oil imports costs for the same year, based
on figures from South African sources and the United Nations. The
cost of defense and oil quintupled between 1973 and 1976—{rom an
estimated $400 million to an estimated $2 billion. In spite of increased
foreign exchange shortages resulting from the fall in the price of gold,
South Africa was largely successful in developing its infrastructure
in many vital economic sectors, in' stockpiling ;[i)f and in upgrading
and modernizing its military. International credit filled the gap,
directly supporting the South African Government in its desire
for greater economic and strategic self-sufficiency, and permitting
Pretoria to pursue what was a strategic investments rFolicy, aimed
at fortifying its security and defense-related projects. The American
banks providing the bulk of U.S. credit to South Africa include
Chase Manhattan Bank, Citibank, Irving Trust Company, Bank of
America, Manufacturers Hanover Trust, Central National Bank of
Cleveland, Morgan Guaranty, First Wisconsin National Bank,
Pittsburgh National Bank, Chemical Bank, and the Bank of Boston.

U.S. trade expansion credit agencies have likewise played a role in
carrying South Africa forward during the years of economic recession
and heightened strategic investments. The Export-Import Bank of
the United States, which insures, guarantees, and discounts credits
which finance U.S. trade, authorized $205.4 million for South Africa
over the period 1972 to 1976. Of this amount, $141.7 million was for
insurance and $63.7 million for loan guarantees. Another U.S. agency,
the Commodity Credit Corporation, financed $46.2 million worth
of commodities for export to South Africa from 1972 to 1976. These
agencies are designed to promote trade and do not directly provide
credit to the South African Government. However, they have fingnced
transactions of U.S. private corporations which deal directly with
the South African Government or government-controlled agencies,
thereby facilitating the fulfillment of Pretoria’s economic and stra-
tegic priorities. Total U.S. trade with South Africa reached a peak
of $1.3 billion in 1976, surpassing that of the United Kingdom,
France, West Germany, or Canada.
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South Africans have no education or job training opportunities with-
our the assistance of their employer.

Only five firms stated that they do not provide any kind of training
for their employees:

Batten, Barton, Durstine & Osborn Inc,
Nashua Corp.

A. H. Robins Co.

Simphcity Pattern Co.

Wilbur-Ellis Co.

Nineteen firms are taking advantage of the government’s tax

incentives for training:
Caltex Petroleum Corp.
J. I. Case International.
Carborundum Co.
Celanese Corp.
Control Data Corp.
Eastman Kodak Co.
Firestone Tire and Rubber Co.
International Harvester Co.
IBM.
ITT.
The John Deere Co.
Kellogg Co.
NCR Corp.
Otis Elevator Co.
Preformed Line Products Inc,
Norton Co.
Rockwell International Corp.
Standard Brands Inc.
Ford Motor Co.

Colgate-Palmolive is awaiting approval of their training program;
Goodyear Tire and Rubber is “working toward the goal” of being able
to take advantage of a tax rebate.

Under the 1974 Budget and Income Tax Act No. 85, tax concessions
are made available from the South African Government to firms
which register approved training programs and/or utilize Government
resources available for training of skilled and unskilled workers.
Under existing tax regulations, the costs of approved training pro-
grams for black workers can be ‘“double deducted” for tax purposes
from the firm’s gross income. However, Section 2 of the Income Tax
Act indicates that concessions are available only for training blacks
already in permanent employment for purposes of upgrading acquired
skills; it does not extend to training employees as they initially enter
the work force.

Eleven firms are participating in the industrial training centers:

Caltex Petroleum Corp.

J. I. Case International.
Control Data Corp.
Envirotech Corp.

Firestone Tire & Rubber Co.
International Harvester Co.
IBM.

ITT.

The John Deere Co.
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NCR Corp.
Standard Brands Ine.

One of Exxon’s affiliates, Esso Standard South Africa Limited, does
not participate in the training center program, but supports it through
donations.

The Bantu Education Department administers the training centers
for non-whites. These centers were set up with South African Govern-
ment funding, but depend on private sources for ongoing operations
and expansion. After attending an approved full-time course at one of
the training centers, a graduate receives a certificate in a particular
trade, designating a certain skill level; these certificates are accepted
in white and black areas throughout the country.

Industrial training centers are, however, limited by region and not all
of the responding firms could participate if they wished to do so.
Nabisco wrote that the government ‘“offers no program’ relative to
their business “4n their area of the country.” American Cyapamid
explained that the nearest industrial training center is 70 miles away
from its plant, and thus inconvenient for workers to attend; further-
more, no known courses in chemical operations have been given.
American Cyanamid intends to send potential operators and artisans
to newly established technical schools in the Homelands.

This series of questions may have been misinterpreted by some
respondents. The phrase “formalized” was not clearly defined, and
firms may have responded ‘“no’’ when in fact their answer should
have been “yes.” For example, International Harvester and Control
Data stated that they do not have a “formalized” training program,
and that they take advantage of the tax incentives for tralning.
One of the two statements must be incorrect. To qualify for the tax
rebate, a firm must have & government-approved, full-time and in-
house training school for its employees.

WORKER REPREBENTATION

Sixty-five firms responded to this question: o
Does the subsidiary have white unions, coloured unions, African
unions, works committees, lisison committees and/or combined
works-liaison committees?
Sixteen firms indicated that they have no sort of worker represen-
tation at all:
Batten, Barton, Durstine & Osborn Inc.
Cascade Corp.
Dow Chemical Co.
Dun & Bradstreet Inc.
Federal Mogul Corp.
Geosource Inc.
IBM.
MceGraw-Hill Book Co.
M & T Chemicals Inc.
Nashua Corp.
Singer Corp.
Rockwell Irl)lternational Corp.
Smith, Kline & French Laboratories.
Valvoline Qil Co.
Van Dusen Air International.
Wilbur-Ellis Co.
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Walter E. Heller and J. I. Case responded that this question was
“not agplicable” to their business operations in South Africa. IBM
clarified their negative response with this statement:

IBM South Africa believes in respect for the individual
and prefers dealing on an individual basis with employees.
There are at present no unions representing employees in
the data processing industry. Should that change, we will
evaluate the situation.

Forty-five firms indicated some sort of partial worker representa-
tion.

Of those firms with partial worker representation, 15 have white
unions; 9 have coloured unions; 8 have works committees; 32 have
liaison committees; and, 7 have combined works-liaison committees.

Only one firm, Blue Bell Incorporated, marked the space indicating
it had an African union. However, it also answered ‘‘no’’ to the ques-
tions, “Does the subsidiary recognize and negotiate with an African
union?”’” and “Would it be willing to do so?”’

Twenty-two of those firms with partial representation have only
one kind of worker representation in their South African operation.
Of these firms, linison committees are the single form of worker repre-
sentation in 17 cases; 3 firms have works-liaison cornmittees; 4 other
firms have only works committees.

AFRICAN UNIONS

Sixty firms responded to one or more of these questions:
Has the subsidiary been approached by African union organizers?
Does the subsidiary recognize and negotiate with an African union?
Would it be willing to do so?
How many workers must a union represent in order to gain sub-
sidiary recognition?
Sixteen firms did not provide answers to the above questions:
American Express Co.
Arthur Andersen & Co.
Batten, Barton, Durstine & Osborn Ine.
Carborundum Co.
Cascade Corp.
J. I. Case International.
CPC International Inc.
EsB Ine.
General Motors Corp.
IBM.
Kendall Co.
Miles Laboratories Inc.
Monsanto Co.
Pfizer Internationsl Inc.
Van Dusen Air Inc.
Union Carbide Corp. i
Arthur Andersen, the Kendall Company, J. I. Case and American
Express stated that these questions were “not applicable” to their
business operations in South Africa.
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Only seven firms reported having been approached by African
union organizers:
Blue Bell Inc.
F & M Systems Co.
Firestone Tire & Rubber Co.
Ford Motor Co.
Gillette Co.
Kelloge Co.
Otis Klevator Co.

F & M Systems, Firestone Tire and Rubber, and Ford Motor
stated that they would be willing to recognize and negotiate with an
African union.! The Gillette Company would not be willing to nego-
tiate with an African union; Kellogg did not answer the question.

At the time of this writing, none of the 60 respondents recognize
and negotiate with an African union. However, 33 would be willing
to do so. Only five firms would not be willing to recognize and nego-
tiate with an African union:

Dun & Bradstreet Inc.
F & M Systems Co.
Gillette Co.

Grolier Inec.
Richardson-Merrell Inc.

Walter E. Heller responded that it was ‘“‘not sure” if it would be
willing to do so.

Only a portion of the respondents provided information on com-
pany policy for recognition of unions. Of the 17 firms which did
respond, TRW Incorporated requires 100 percent worker representa-
tion; 9 require a union to represent 75 percent of the workers in order
to gain recognition; 6 firms require a union to represent 50 percent
of the workers; Otis Elevator requires 30 percent representation.

There were 2 number of qualifying statements made pertaining to
union recognition. Honeywell Incorporated stated that a union must
represent 75 percent ‘“‘of the workers in a specific discipline.” Goodyear
Tire and Rubber stated a2 union must represent 50 percent ol the
workers “in the industry.” Other firms were even less specific and
indicated recognition depended ‘‘on the circumstances.”

The extent to which American firms operating in South Africa
actually support the development of African worker representation
does not seem to go beyond ‘lip service.”” Although most of the
firms stated they would be willing to recognize and negotiate with an
African union, not a single one did at the time. Moreover, the qualify-
g statements would inhibit if not preclude union recognition, since
the 75 percent and 100 percent representation requirements are
unrealistic.

This conclusion is supported by the IRRC report, “Labor Practices
of U.S. Corporations in South Africa,” which contains a summary
statement submitted by Firestone. This firm wrote IRRC that its
position on unions was “no more negative than most other U.S,
companies in South Africa: we will deal with any properly established
l(mion, but will not go out of our way to encourage their formation”
p. 77-78).

! Bee previous seclion on “Worker Representation’ for discussion of Blue Bell’s responses Te African
unions.
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REPRESENTATIONS TO THE SOUTH AFRICAN GOVERNMENT

Sixty-nine firms responded to one or more of these questions—

Has the subsidiary ever contacted the South African Government
to request an exemption under such laws as the Physical Planning Act
or the Industrial Conciliation Act?

Has the subsidiary ever been contacted by government offieials for
violations of laws relating to labor practices?

Has the subsidiary ever been fined by the government for violations
of laws relating to labor practices?

Has the substidiary in the past two years made representations to
the government on its specific policies governing labor mobility,
housing, education, training or specific jobs?

Has the subsidiary in the past two years encouraged the Federated
Chamber of Industries or the Associated Chambers of Commerce to
make representations on any issue?

Twenty-two firms responded ‘“no” to all of the above questions:

Abbott Laboratories.
AFIA Co.

American Express Co.
Arthur Andersen & Co.
Batten, Barton, Durstine & Osborn Inc.
Blue Bell Inc.

Caltex Petroleum Corp.
Cascade Corp.

Celanese Corp.

Dow Chemical Co.
ESB Inc.

F & M Systems Co.
Federal Mogul Corp.
Geosource Inc.

Grolier Inc.

M & T Chemicals Inc.
Miles Laboratories Inc.
Monsanto Co.

A. H. Robins Co.
Simplicity Pattern Co.
Van Dusen Air Inc.
Walter E. Heller International Corp.

Twenty-eight firms have contacted the South African Government
to request an exemption under a labor-related law. Of these firms,
four indicated they received the exemption as requested.

(1) Eastman Kodak responded in essay form, “from time to time,
Kodak South Africa has been able to secure exemptions from the
provisions of these laws as circumstances warranted.”

(2) An Exxon affiilate, Esso Standard South Africa Limited, con-
tacted the South African Government in 1972/73 for an exemption
under the Physical Planning Act to transfer all blacks to a new office
location; permission granted “without difficulty.” In contravention
of the Industrial Conciliation Act, Esso Standard has sought waivers
to replace white employees with blacks.

(3) Merck, Sharp and Dohme has on three occasions received ap-
provel to employ a larger number of blacks.
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{4) In 1968, General Motors was granted a partial exemption from
the law which reserves certain jobs for whites or coloureds. In addi-
tion, General Motors has ‘“‘minimized the effect’’ of the Separate Shop
and Offices Act and the Industrial Conciliation Act.

Eleven firms indicated that they have been contacted by SAG
officials for viloation of laws relating to labor practices:

Bristol Myers International Corp.
Caterpillar Tractor Corp.
Ford Motor Co.

Honeywell Inc.

IBM.

Nashua Corp.

Norton Co.

Rockwell International Corp.
Singer Co.

Standard Brands Inc.

W. R. Grace and Co.

Of these eleven firms, two have been fined for their violations of
labor laws:

{1) Rockwell International indicated that the nature of their viola-
tion and the amount of the fine were both “minor”.

{2) W. R. Grace was fined the equivalent of $35 for a violation re-
lating to employee registration.

Twenty-six firms have made representations to the government on
its policy governing labor-related issues. Labor mobility and housing
were most often cited as the issues brought up by a U.S. firm to the
South African Government.

Exxon wrote that their affiliates’ representations to the government
had been successful. Esso Standard South Africa Limited and Esso
Chemical Limited each secured SAG approval for housing programs
for their black employees.

Twenty-five firms stated that they have encouraged the Federated
Chamber of Industries or Associated Chambers of Commerce to make
representations to the Government. Of these twenty-five firms,
Eastman Kodak is a member of the South African Chamber of Com-
merce and the Federated Chamber of Industries; Schering Plough is a
member of the Johannesburg Chamber of Commerce ; Caterpillar Trac-
tor management personnel are members of the Industrialists’ Asso-
ciation and the Executive Council of the Transvaal Chamber of
Industries.

In testimony before the Subcommittee, IBM spoke in favor of
American businesses in South Africa joining together to form a cham-
ber of commerce. In behalf of IBM, Vice Chairman Gilbert Jones
stated, “In my view, one of the first priorities for such a group should
be the inauguration of new training programs—coupled with an effec-
tive effort that would guarantee all graduates a meaningful job and
the prospect of a career.”

Several firms which have not approached the Government on labor-
related issues indicated that it was best not to do so. For example,
CPC International wrote:

Since official answers to questions about employment and
labor practice regulations tend to be quite literal and strin-
gent, it has been our experience that more can sometimes be
done for our employees if certain questions are not raised.
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Overall, U.S. companies in South Africa are not taking an aggressive
role with the South African Government on labor-related issues.? The
low rate of reprimands and fines for labor law violations indicates that
American businesses are probably operating within the law of the
apartheid system. Abbott Laboratories added this comment to their
response:

Abbott recognizes the problem of South Africa’s “apart-
heid’’ policies and within the restraints of a commercial enter-
prise and the laws of South Africa, we are committed to
mprovement.

Firms frequently amended tbeir responses on equal employment,
equal pay and black promotion with comments to indicate that their
actions were within the limits of South African law, or were as exten-
sive as South African law would permit.

Moreover, the fact that less than half of the responding firms have
requested exemptions from certain laws raises doubts as to how
eftectively firms are enforcing their equal employment policies, carry-
ing out their training programs, or conducting their businesses in a
manner which does not support the systematic and bureaucratic
continuation of racial discrimination.

It would be unreasonable to expect American firms to act in out-
right contravention of host country law. However, it is not unreason-
able to hope that a greater number of American firms could attempt
to behave in a manner which does not perpetuate or strengthen the
apartheid system.

REPRESENTATIONS TO THE UNITED STATES GOVERNMENT

Sixty-seven firms responded to one or more of these questions:

Does U.S. policy affect your subsidiary’s ability to do business in
South Africa?

Have you met with U.S. Government officials to discuss aspects of
U.S. policy that might be changed?

Would your operations in South Africa be seriously affected by
changes which tighten U.S. policy toeward South Africa and end all
Export Import facilities, or end tax credits to companies which invest
in South Africa after January 19777

Ten firms responded “no” to all of the above questions:

Batten, Barton, Durstine & Osborn Inc.
Dow Chemical Co.
F & M Systems Co.
Kellogg Co.
M & T Chemicals Ine.
Monsanto Co.
Nabisco Inc.
Simplicity Pattern Co.
Smith, Kline and French Laboratories.
Wilbur-Ellis Co.
Four firms did not respond to the above questions in any way:
Borden Inc.
The Carborundum Co.

¥ See Appendix C, J. Davis {American Committee On Africa), comments re U.8. Corporate Manifesio
for South Africa.
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CPC International Inc.
Eastman Kodak Co. o

Warner-Lambert indicated that they have ‘“no record” of any
representations.

Thirteen firms indicated that U.S. policy affects their ability to do
business in South Africa: '

d. I. Case International.
Celanese Corp.

American Cyanamid Co.
General Electric Co.

Merck, Sharp & Dohme Inc.
Mobil Qil Corp.

IBM.

ITT.

NCR Corp.

Norton Co.

Rockwell International Corp.
Standard Brands Inc.
Tokheim Corp. .

Caltex Petroleum responded that U.S. policy “does not at present”
affect their business operations in South Africa.

Only three firms explained the manner in which U.S. policy affects
their businesses:

Rockwell International and IBM are affected by trade restrictions
on military components and by the prohibition on trade with
Rhodesta.

Merck, Sharp and Dohme indicated the re-export to Rhodesia of
U.S.-origin goods is limited to those covered by license.

Seven firms have met with U.S. officials:

American Cyanamid Co.
Exxon Oil Corp.

Ford Motor Co.

ITT.

Norton Co.

Tokheim Corp.

W. R. Grace & Co.

Exxon and W. R. Grace provided additional information on the
nature of their contact with United States Government representa-
tives:

(1) Exxon wrote:

Although we have met with U.S. Government officials
from time to time on various matters of mutual concern, at
no time have we suggested aspects of U.S, policy that might
be changed.

(2) W. R. Grace’s South African managing director and the New
York management both “maintain contact’’ with the U.S. Embassy.

The relationship of American corporations to U.S. forei olicy 1s
currently a well-debated issue. Many critics are concerned about the
momlit{ and/or practicality of using private U.S. business interests as
a vehicle through which to implement U.S. foreign policy goals, or
to express official U.S. opposition to the actions of other governments.
With respect to South Africa, the issue is whether the reduction or
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withdrawal of American business operations in that country, or the
t}ﬁreat of such would contribute to political, social and economic
change. -

In testimony before the Subcommittee, IBM, General Motors and
Union Carbide expressed opposition to this idea, and specifically,
opposition to the withdrawal of American firms from South Africa.
On behalf of IBM, vice chairman Gilbert Jones submitted the follow-
ing in a prepared statement:

Suppose IBM were to get out of South Africa? What
WOlﬂg such withdrawal mean? It would mean, first, that
our 1,457 people would lose their jobs. . . .

Second, withdrawal is unlikely to have any effect on racial
discrimination or its economic underpinning. All U.S. cor-
porations together have only about 15% of foreign invest-
ments in South Africs. British companies, with about 589,
are major investors. Considering the number of competitors
in the computer field, an IBM, or even a U.S. withdrawal
from South Africa is unlikely to result in anything more
than the substitution of the systems of other manufacturers
for those removed. Third, withdrawal would set a precedent
which no thoughtful American would welcome: a precedent
of taking foreign policy out of the hands of government and
putting it into the hands of corporations.

General Motors pointed out that in their sector of the South
African economy, automotive manufacturing and sales, U.S. com-
panies account for approximately 30 percent of South African sales.

Today, the Japanese account for more than 24 percent of all
passenger car sales in South Africa. In the event of the withdrawal of
U.S. competition, the Japanese could expand their portion of the
market.

Union Carbide also commented on the issue of U.S. withdrawal,
emphasizing the adverse effects on their employees:

We are convinced that changes in U.S. policy aimed at
forcing U.S. companies out of South Africa—by direct legis-
lation or indirectly by excessive taxation, will not serve the
national interest. If we were forced to abandon our invest-
ments in South Africa, our facilities would continue to be
operated by our successors. Our successors are not as likely,
at this time, to have the same commitment to equality and
to improving the lot of black and coloured employees, and
those employees may be the big losers in such an event.

Many other firms opposed withdrawal from South Africa for the
sake of their non-white employees. As Kodak wrote, “Our belief is
that our continued presence in South Africa is in the best interests of
our employees in that country. . . . We constantly strive to ensure
that all employees are treated with equality, integrity and fairness.”

Another policy alternative to influence relaxation of apartheid is
multilateral pressure on the South African Government. This, too, is
opposed by several American firms. Abbott Laboratories wrote that
“the possibility of international political pressure and possible boy-
cotts and sanctions could adversely affect the operation’ of their
business in South Africa.
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Thirty-one firms responded that they would be affected if Export-
Import Bank facilities were ended.

Fifty firms stated that their operations would be seriously affected
if tax credits were ended to firms investing in South Africa after
January 1977.

Twenty-seven of the responding firms indicated that both of these
changes would affect their South African business activities,

The U.S. foreign tax credit is clearly vital to the continued and
profitable operations of American firms in South Africa. Exxon wrote:

If there were no U.S. foreign tax credit, the effective tax
rate on their earnings by Exxon’s affiliates in South Africa
would rise from the present level of 49—50 percent to a level
of 74 percent.

For opposing arguments in favor of reducing or withdrawing U.S.
investments, see the statement by The American Committee on Africa,
of 74 Appendix C.

INVESTMENT PLANS

Sixty-eight firms responded to one or more of these questions:
Deoes your company expect to make a significant new investment
(equal to 25 percent of current assets in South Africa) in the next two
years?
Have your operations been affected by recent unrest?
Do you anticipate any alteration in your plans for further develop-
ment of your operations as a result of recent unrest?
Of those firms which did respond, 31 answered ‘no” or ‘“not appli-
cable” to all of the above questions:
AFIA Co.
Batten, Barton, Durstine & Osborn.
Blue Bell Inc.
Borg Warner Corp.
Caltex Petroleum Corp.
J. 1. Case International.
Caterpillar Tractor Corp.
Control Data Corp.
Donaldson Co.
Dow Chemical Co.
Eastman Kodak Co.
El Lilly and Co.
Ford Motor Co.
International Harvester Co.
ITT.
The John Deere Co.
Kendall Co.
Miles Laboratories Ine.
Mobil Oil Corp.
Monsanto Co.
Nabisco Inc.
NCR Corp.
Otis Elevator Co,
Rockwell International Corp.
Shering Plough Corp.
. Smith, Kline and ¥rench Laboratories.
‘Standard Brands Inc.
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CORPORATE ACTIVITIES

AGGREGATE AMERICAN INVESTMENT

The book value of American corporate investment in South Africa
by 1976 was $1.665 billion, or 37.3 percent of total American invest-
ment in Africa. South Africa’s attractiveness to foreign investors,
however, appears to be declining. The U.S. Department of Commerce
reports that reinvested earnings of U.S. subsidiaries in South Africa
last year amounted to $73 million and new equity investment of these
firms increased by only $9 million. This compares with a total of $584
million in reinvested American earnings and $256 million in equity
increases by U.S. firms for the continent as a whole. Repatriation of
dividends and other earned income from South Africa was $125 million
in 1976 as contrasted with $177 million from Libya and $174 million
from Nigeria. '

It is probably too early to determine if the declining attractiveness of
South Africa for foreign investors is simply a temporary phenomenon
resulting from the economic and politica? uncertainties of the last few
vears or the beginning of a general pattern of shifting U.S. economic
interests that will continue in spite of an expected economic recovery.
Historically, the corporate role of the United States in South Africa has
been expanding since the end of the last century, with a notable in-
crease in the last decade. According to the United Nations,! United
States direct investment between 1960 and 1975 increased by more
than 300 percent and represents approximately 16 percent of the total
foreign investment in South Africa today. A{though there are more
than 250 American corporations operating in South Africa, only about
a dozen or so are said to account for three-fourths of the total value of
American investment in the country.

TOP U.5. CORPORATIONSE

While aggregate figures are available indicating the scope of Ameri-
can economic interests in South Africa, few details are known about the
activities of individual firms and the precise role they play with respect
to social and economic change. The extent of this lack of knowledge
was indicated when the Subcommittee attempted to obfain a list of
the top 10 or 15 American companies doing business in South Africa.
It was found that no such authoritative list exists and the identification
of the largest U.S. firms rests upon the source and the criteria one
chooses to use.

According to the National Council of Churches,? whose estimates
are used by the United Nations, the 13 largest U.S. firms, in order of
size of assets, are: .

General Motors, Mobil Oil, Exxon, Standard Oil of California,
Ford Motor Co., ITT, General Electric, Chrysler, Firestone,
Goodyear, 3-M (Minnesota Mining and Manufacturing), IBM,
and Caterpillar. :

" t* A gtivities of Transnational Corporations in Southern Africa and the Extent of their Collaberation with
the Tllegal Regimes in the Area,” U.N. EKconomic and Soeial Council, Apr. 6, 1977,
1 “Church Investment, Corporations and South Africa,” (New York: Friendship Press, 1973).
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TRW Inec.

Valvoline Oil Co.

Wilbur-Ellis Co.

W. R. Grace and Co. .

Three firms expect to make a significant new investment in South
Africa in the next two years:

(1) American Cyanamid, which has not been affected by recent un-
rest in South Africa, expects 25 percent of their new investment to
come from retained earnings, and 50 percent to come from overseas
borrowing;

(2) Esso Minerals Africa Incorporated, an Exxon affiliate, also
unaffected by recent uurest, responded in essay form, “As a newly
established prospecting company, Esso Minerals’ plans have not yet
fully crystallized, but it is of course hopeful that its current exploration
efforts will lead to an investment opportumty”.

(3) Preformed Line Products, not affected by recent unrest, expects
50 percent of new investments to come from retained earnings, and 25
percent to come from overseas borrowing.

Twenty-nine firms indicated that their operations have been
affected by recent unrest. Of those firms affected, however, only
eight anticipate alteration in their plans for future development as a
result of that unrest. Overall, the effects of civil unrest in South
Africa on American business operations appear to be minimal, as
illustrated in the following comment by Bristol Myers:

The recent unrest created a minimum of disturbance
to our subsidiary’s operations since most of the unrest
oceurred in Soweto which is not the area where most of the
black workers reside. There was one week in which no black
workers reported to the Johannesburg office and black sales-
men were prevented from visiting Soweto because their lives
were endangered.

Caterpillar Tractor wrote that during a three-day call for black
employees to stay away from work their subsidiary experienced
absenteeism of 20 percent, 15 percent and 10 percent. “Some’” IBM
employees did not go to work, but the disruption was only temporary.
Although firms indicated their operations were affected only slightly,
they did point out that the unrest has had negative effects on the
South African economy and black employment.

With regard to future investment, it appears that U.S. companies
are waiting to see how the political, economic, and social issues in
South Africe are resolved. In essay responses firms emphasized that
their investment decisions consider each of these issues, and stability
is of course the desired chimate.

Twenty-eight of the responding firms wrote that they anticipate
a relaxation of racial discrimination, and the integration of non-whites
into South African society. Exxon expressed this view, and detailed
some of the specific actions which migEt accompany the relaxation of
apartheid:

Within the next five to ten years, it is possible that there
might be a considerable relaxation of South African laws
ertaining to black home ownership. The granting of freehold
and and home ownership to blacks could create a more ac-
ceptable social environment for African workers. Other
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changes might include government permission for industry
and business to operate in black areas, some business owner-
ship by blacks, and compulsory education for blacks.

Such developments would not only raise the status of non-whites
in South Africa; firms wrote that an end to institutionalized racial
prejudice will also affect the whole of the South African economy.
As the Donaldson Company wrote, it ‘“‘should make for a far more
stable and wealthier South Africa.”

Many companies stated that they look forward to the integration of
non-whites in South Africa. 62 percent of the responding firms view
the relaxation of aparthied law positively, in particular as it will
benefit their business operations in South Africa. The following
comments represent the changes and anticipated results foreseen:

(1) NCR (gorporation wrote:

It is anticipated that the Government will soften its racial
attitude over the next few years, which will generate in the
long-term a more healthy economic and social situation,
which in turn should improve the prospects of our business
operations.

(2) The TRW Corporation wrote:

A more relaxed attitude by local government to more
integration of whites and non-whites and the decrease in the
wages gap between these two groups will result in a boost in
the local car market mainly from the participation of non-
whites in the new vehicle sales which has a direct influence on
our business operation.

(3) American Express anticipates a gradual development of a more
relaxed racial policy by the Government which would improve their
business operation; rapidly improving earnings of non-whites will also
improve their market potential.

In conjunetion with the expansion of black rights, a number of firms
stated that they anticipated a rapid development of a federated
South Africa. Five (5) firms wrote that an accelerated hoinelands
policy is a certain future development for South Afriea:

AFTA Co.

American Cyanamid Co.
Arthur Andersen and Co.
Control Data Corp.
Monsanto Co.

International Harvester commented on the homelands policy,
and its effect on their business operations. “Foreign investment
in Homeland will increase demand for products, especially in the
agricultural sector.”

A small number of the responding firms presented a pessimistic
view of future soeial, political and economic developments in South
Africa. Only three firms commented on the possibility of ‘non-free
world” fakeover in South Africa:

AFIA Co.
Rockwell International Corp.
Wilbur-Ellis Co

Rockwell International wrote, the “need for western involvement
is critical to the growth of South Africa to prevent non-free world
elernents from takeover.”

97-7T79 O—T77T——0
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Several firms also indicated that if apartheid continues, there
will be unrest in South Africa. AFIA Company comments express
this view as well as other views typical of the responding firms.

Increasing participation of the black man in all aspects
of government, local government, industry and commerce,
with the continuing abolition of apartheid laws, and increas-
ing worldwide acceptance of the theory of Bantu homelands
cu%mina.ting in a Federation of States of South Africa. These
developments must improve business opportunities.

On the other hand, as there is no quick political solution,
if the increasing influence of Communism in South Africa
is not halted by the Western nations, terrorist activities will
spread, resulting in severely restricted business opportunities
and unrest in South Africa for an unforeseeable period of time.

Firms also warned that apartheid cannot be relaxed without accom-
panying educational and economic opportunities for non-whites. As
non-whites attain the right to move more freely in South African
society it will be essential that they have the necessary skills to com-
pete within the economic system. American Cyanamid wrote, ‘“The
drive for adult black education will need intensive support to avoid
the dangerous effects of a large mass of uneducated unemployed.”
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II1. APPENDICES

APPENDIX A

e, Suh,,

QUESTIONNATRE ON U.S. BUSINESS ACTIVITIES IN SDUTH AFRICA

Return to: Senate Committee on Foreign Relaticns .
4229 Dirksen Senate Office Building
Wash-ngton, D.C. 20510

I. Operations in South Africa: It would be helpful to the Subcommitter to have
a profile of your operations in South Africa. The profile should include
- the :I‘ulloving 1nI‘ormat.:Lon' )

A. ]’ear com;pany operations initiated in South Africa

B. 'I‘_y-pe of op:rat:ons, products maoufactured and sold

. Sales. L S ’ . R

1. as a :percent.age- of total worldvwide sales

- .2, ‘ms & percentage or total overseas sales

’ 3. msa percentage of the South A‘rr:.:au . .
marhet for that. ]::rodul:t . .

————

L. percentege :anrease in this year'; sales .
over last year's .- o —
—_—

5. estimated growth in sales next year:

in dollars
in volume

estimated growth in next five years: .

in dellars
in volune

D. Ewployee Populat;ion and Wages
" " Please fill the charts attached in Appepdices A and B showiog the n
’ elnployees ip 1973 and 1976 by race, average vage and Job category.

1I. EM 'I'he Su‘bcommttee is interested in o'btlnning {from compenies
- & stetement of their policy governmg 'both their employment practices and

their sales :m South Africa. -’

A. Employment practices policy

1. Daes the cohpany have an equal employment opportunity
policy specific to SobLtb Africa? YES NO

2. 1If so, when was the policy instituted?

3. How is the policy communicated to workers?
a. verbally through local ma.nageme‘n't

b. written and distributed to all employees
.~ vposted in working place
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B. Sal_es policies

. Does the company have a sa_'l.es policy vwhich in EI'IY
vay restriects the type of equipment produced or sold
in South Africa? . YES WO __

‘2. -Does the company have & policy which limits to whom
certain products may be sold or Tor vhal purposes
they may .be used? . - o o YES WO __

-3, Ir _sn-, plea-se descri‘be:

IXI.. Ymplemeptation of Policies: "The Subcommitt.ee vould also like to lejrn ahc
efforts companies may be making to implement their policies. Could yOu’,lp]
. provide 1nfcrmat1on in the foJ_'l.owlng categories: ;

- A.‘ Commupication hetveen the South Afr:tcan su’ns:.d)ar'v and the home orfu

»1. How meny home office representatives have visited South Africe
to review employment practlces in the past year, dbetween June,
1975 and June, 19767 .

i 2. Has the home office sent personnel or ipdustrial relations
Tt - officers ta South Africa? ) L YES ___ WD _

. B. I:[‘ 50, vhen"

’ - 3. Dues the company s South ArrlcanSubsldlar_vr have &an a_ffn-mativ«
action or snn:n.la:r employment progra.m’ YES NO

“ h.  When was it startea?

5. Who was responsibl'e for ‘its design?

a ‘8. home office’ | - . ] B o
. b. local ma.nagement . - - IR

¢. both" IR

5. Does the cornpany requ1re regular reporting on 1abor pra--tir:es
YES NG

a. If-s'o, hmr frequently?

B. monthly
b. guarterly
e. Sesi-annually

- d. ennually,-
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T. Is performance of the manager of the company's South Asrican
subsidiary eveluated in tt;ms of the specific objectives for
. employment practices? YES ___ RO ___

1. Does the South African’ subsidiary have a progrem of recruiting
- bYerseas Tor employees at certain skill 1eve15’ YES XD

2. Does the su‘b51dlar_\' have a progra.m :l'or racru:t:ng 'blacl's" .
. YES © NO

a. Ir so, vhen vas :Lt ste.rted" : o -

3. -How many of the su‘bs:d:.ary s employees are not
South African? -

P T,

4. "What 15 'I:.‘he natlonallty of the ma.uaglng d:u-ector’ .. _:‘ IR

‘a: American . - e
b. . South African o . .
* s €. Other : ' S C

5. What is the mationality of the personnel director?

.7 'd. Ameriean .
: B. ~South African
- e. Other i

6. Does the-éubsiﬂiary have a formalized selection process?
: ' . : - YES b ([¢]

T. ‘_ What process does the subsidiary use for selection?

a. Aipterviews
B. writteno tests k e .
c. manual dexterity tests ST

s a. trlal perlod . .7
8. What is the minimwp education level reguired by the subaidiary
for employment? = oL ’ - -

wgges-" :
1. Does the subsidiary use &8 hatlonal st.a.'nda.'rd to establ:lsh its
winimum ’Ha.ge level? .o YES. RO

#2. If so, vhen did it first set & minimum level
according to B standard survey?
: ‘ e L

2. What standard does the subsidiary use for its minimum lével?

. Buresu of Market Research: Minimum living level
N Higher living level

. University of Port Elizabeth:.
Household effective level

Household Subsistence level
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e¢. Johannesburg Chamber of-Commerce: Poverty Datum Line
Minimum effective level

3. Does the subs:uhary have a single wage curve l"or all .
© employees? . Y,ES - NO

£ Does the- subsidlar_vf pEy equal pay rcr equal vork? IES .l

5. ¥hat d:.fflcultles does a su‘bs:n.d:n.ary have in pay'.Lna eq\lﬂ- pay?’’
'a.' ‘high vages for -u-hit.es ' . . R
. b. inexperience of bleck workers-
“e.. high demand for vhites.

d. strength or wh:.t.e u.nlons

6.7'_‘Hcru often are vages revleued" C
a. "quart.erly A
. b.. sem_i—annually L
-~ ¢. annually ° ;
Td ' bi-annually

7. Is there a wvritten evaluaticm o:r' wori;ers? O

‘a, -only- uh:Lte co]_‘lar uorkers
© b ‘bot.h white and blue collar workers

8. Hov ﬁany heurly workers ’ .M‘rican White. Colored - - Asian -
does the subsidiary have? ’

9. How xl;any salaried wvorkers !
©,  does the su‘bsidJ.ary ‘have'? . ) 7' -

10, Does the su‘bsidlsry engage in collectlve 'bargaining 'w:lth its:

white workers" . .. .- TES___ HO

' a, vit.h its black vorkers? .. ,.“ Co . . YES .

D. Prometion ° S S -
1. Ho’u‘ma.ny 'blalr.-.ks have'mcr\re'd :Lnto pos:ti—ons Tormex1y beld by vhites
_in the last year (Ju.ne 1975 ~ June 1976)’

2. }Iw many ‘b]_acks 'have mmrer.l 1nto supemsory pos1t1t:ns in tl:le
past year (June 1975 — June 1976)" - :

3. Does the company have a.n)r blacks in supemsnry posir_ions above
whites? If so, how many? .

4. Into vhat new ‘positions have blacks been promoted in the past year?

a. mapnager g- sz2les
b. supervisor - h. customer service
‘e. gquality control i. warehouse manzqement
d. accounting s 7 J. secretarial
* e. Iaboratory k. foremsm

f. persopnpel : T+ 1. team leader
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the subsidiary have & man-pouer plan? YES

- a. tuo-yesr plan .
* b. five-year plen ~
c. - ten-year plan "

NO

6. Daes the su‘bs:.dxary have targeted certa:u'l positlons :Lnto uhlch

it expecis to be able to promot.e hlacks in the next t'-ro Years
(b)r June 19?8)" . . . E .

7. What

b_
C. .

thCaL.

'f_f._

8. What

B .. .

£. Training
1. Does

'manager R 2 B soles
supervisor -.> L
" quality ccntrol -

are the ma_jor o‘bstacles t.o 'black promot10n9

go'ber::l.ment restrlctlons .' T . .

i. Physicel Planning Act

. 2. Bantu labor Act - = W

. 3. Beparate facilities regulatlons under the
o Factories or Shops end Offices Acts
. k. Group Areas Act - S -

"5 Industrial Conc111at10n Act (v1t.‘h jo‘b reservat.ion

L clause)

6: Ap]:orent:lcesh1p Act
opposit:mn from white union
opposition Ifrom vhite artisans o
opposition from white workers = B
.opposition from wbite customers | -

' h. costomer service
©..°7 4. warehouse ma.nagement

" pecounting | 3. secretarial - ..
' laborstory .- k. - foreman - .- )
; p’eraonnel o 1.. team lesder_ e

oppositiun from local mr-magement or vhite collar workers

have been the J.ncent;.ves to the 51.1:51d1ary to adopt more,
prog:resmve practmes" . .

- .need to raise productlv:Lty

absenteelsmltm—ﬁover ‘pro'blems T
exceptional wage demands N
shortages of trained manpower
prassure froz the home office
“publie pressures

’0' P

the subsidiary bave a rormallzeﬂ training program?
).'ES

KO
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2. -How many woTkers by race were tralned in the followmg t.ralnmg
programs in the past year? -

a. on the Job training
. b, artisan level training -: L
© ¢ . ktraining for artisan' s ass:.sta.uts T
d. .literacy, training’ Lo
e. - specialized educational tra).nlng
f. supervisory training - T

3. How many vorkers have moved African - White _Cr:nlqréli _ Asian
into nev positions as a result - ) . .
“of their training" . - )

Is. the s..lbszldzary ta.k:.ng aﬂvantage of the goverment s t.ax: _ )
. :anentlves Tor - tralrung" Co L. YES R -

Is 't.he sn‘b51dlary pa‘rt:lclpatlng in any oi‘ tbe 1ndnst.r1a1 tra:mmg
centers recently est.a‘bl:shed 1n urban areas? - - YES - RO

F. Fringe Benerit Programs oo IS .

1 P_‘lease 115t the nimbers’ of e'-nployees part1c1pa..1ng in the i‘o]_lovlng
fringe benefit progra.ms a.nd the costs to the subsidiary. ol' their
"‘pa]'tlc:l.patlon" . Cost
AfTiean Wh:.te Colored Asna.n($1000)

., a. '-_ educa.tion for emplnyees - - -
b. education for the chlldren , e - .

: ‘of employees T -
c¢.. health facilities :I!‘or

P .employees :
" 4. medical aid for dependents B T
.. -+ of employees . o o :

e, legal aid -~ . -7 ' T -

f. . loans i‘orhomepurchase or S s e LT Dol

.- for bome improvement’ o R .

& DPension plan - | -

" h. sick leave ‘
i, Adisability insurance '
S 3. dire. Ansurance .’ -
k. wvacation leave .
1. ‘c'ha.rita'ble contr:;'but;ons

* I

G. ‘Horker representatlon. _Does the su‘bsldia'.ry have:
- 1. ¥White Unions L.
© 2. Colored unions ] .
3. African unions °
k. VWorks committees
5. Liaison committees ) )
6. Works and liaison combination committees
7. Whet is the job designation of Lthe person cbalring meellings
of the works or liaison committee?
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8. What is the job designation of the person serving as
. + . secretary of the vorks or limison committee?
. _9- Whet is the job des:Lgnatlon of .the.person who prepares
-, -'the mgenda for the works or limison committee? R .
-10. When. vas the works or liaison committee est.a.‘blished’ - _' .v_.' -
*11. Bas the subsidiary been a.;p;prnached 'b:,r African union, @ 7 . .

. . organizers? - - YES - - ND
12, *Does the su‘bs:LdJ.ary recogn:lze and negotaate \nt‘b AD . T R . -
. African union? : : L - XES T NO--
-13.- Would 1t be willing to do so? : ‘ ; T.-XES __ ' KD
T . 1k, Will the subsidiary issue stop orders for aunion dues R -
. TYES WD

. . oD vage paymu:nts"
‘15. Bow many workers must a unicm represent in orﬂer to ga.in
: subs:.dlanr recog:n).tlon"‘ e . o

L 100 percent - )

.- 'b.  T5 percent . Ll
T .e. .50 percent PR
: _c_':l. . 30 percent

’ 1§. Has 't.he su‘bsidlary :Lssued a publlc statement sa,ying t'bﬁt
it vill not penalize workers i‘or Jo:nzng a unlon" YES _ CNO

] S Y A Woum it he v:lll:mg to do so? YES NO
H. He_presentat.lon t6 the South-AT rlcan_ﬁmrernment ' -
7 1." Pas the subsidiary ever contacted 't.he South African ’
L . Government to request an exemption upder such laws el
¢ - &5 the Physicel Planning. Act. or the Industr:tal . : -
. Coneiliation _ﬁct" . ST, ) YES RO
. 2. Has the su‘bsxr.uary ever been contact.eﬂ Wy gov&rnment .
officinls for violatiens of laws relating to lebor B L
. ,practices'ﬂ T B - . - YES NO -
- X '-. . _\‘."__ N T B . ) _"
- - " 3. Has t‘be subsidiary ever been fined by the govermment - L
.~ fTor v:i.olations of laws relating to la'bor pract:ices" YES RO

‘h. Bas 't.he Buhsldlﬂ.]’j" fo-the* past two yea:rs ms.de representat1ons to t.hc

- gcrvernmen-t, on 1ts pollcles gcwernlng. R . - .ot ...

: e, 1sbor mo‘lnllty A "a. training. .

) ©* b. housing T ¢ ] e. " specific jobs S
i ¢. education . . .

'_5. Has the suhsidiary.ln the past tve years encouraged the Federated
Chamber »f Industries or the, Associated Cha.m'bers of Comserce to

meke vepreseptations on any issue? YES no
I. presmﬂ.at).ons to the U.5. GOVe'rn:nent
1. Does U.S.- pollcy alfect _vour subsidiary's ability to -
YES RO .

do business in South Africa? . —
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The U.S. Chamber of Commerce provided a different list of the top
15 firms, based on employee populations of 1,000 persons or more:

Carnation, Ford Motor Co., Firestone, General Motors, Good-
year, International Harvester, IBM, 3M, Masonite, Mobil, NCR,
Newmount Mining, Otis Elevator, General Electric, and Union
Carbide.

Based on information provided by U.S. companies which partici-
pated in the subcommittee’s survey appearing in this report, the U.S,
Chamber of Commerce list excluges altex (which reported having
1,932 employees) and ITT (which reported having 3,900 workers).

The U.S. Department of Commerce offered yet another list of the
top 12 U.S. corporations, based on unspecified criteria:

Coca Cola, General Electric, Esso, Gillette, IBM, International
Harvester, Joy Manufacturing, NCR, Otis Elevator, South Afri-
can Cyanamid, Union Carbide, and John Deere.

Finally, a fourth source, Investors Responsibility Research Corpo-
ration (IRRC),? on the basis of sales and assets, identified two oil
companies—Mobil and Caltex—as the two largest U.S. corporations
in South Africa. According to IRRC, their combined sales are equal
to more than $1 billion. Caltex’s assets are worth $200 million and
Mobil’s are worth $333 million. IRRC additionally estimates that at
least 72 U.S. firms employ more than 250 workers each and 21 firms
have more than 1,000 workers each (10 more than the number of firms
with employees of 1,000 or more provided by the U.S. Chamber of
Commerce)}. In all, IRRC estimates U.S. firms employ some 100,000
workers in South Africa, about 70 percent of whom are black Africans.
American firms are concentrated m oil, motor vehicle and computer
technology, representing 43 percent of the petrolenm market, 23 per-
cent of the auto sales, and 70 percent of the computer business in
South Africa. On the basis of their dominance in these sectors, then,
the largest U.S. firms should include:

obil, Caltex, Exxon, Standard Qil of California, General
Motors, Ford Motor Co., Chrysler, IBM, Control Data Corp.,
and NCR.

While it is impossible to establish with certainty the exact number
of top U.S. firms in South Africa, it is clear that many of the companies
which may be said to rank among the largest operating in South Africa
participated in the survey conducted by the subcommittee.

FINDINGS

The aggregate data in the survey is based on the replies of 75 com-
anies, or 30 percent of the 260 firms which were sent questionnaires
v Senator Dick Clark in 1976. These companies were asked to supply

information concerning 10 major issue areas, ranging from employment
policies to investment plans. _
" EEQ.~—More than half of the responding firms stated they have an
g;}ua.l employment opportunity (EEQ) policy specific to South Africa.
ost of these policies were instituted in t{e_ early 1970’s, a period
when U.S. public criticism of multinational practices increased and
our own. EEO regulations were amended. 1t was also a period when

34,5, Business in South Africa: The Withdrawal Issue” (Washington, D.C., 1977).
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" Do you think it would be 'benef:l.cla]_ to your compan}' ir,
" thc U 5. were to: -

c. 75 percent

132

Have you met with U.S. government officiasls to discuss

aspects arl U.S. policy that might be changed? : YES |

L _a."_ relax restrictions on Export-—Import Benk fac:l.lJ.t:es YES
- b. provide :Insu.rance t‘hro-ug‘h Overseas Private Invcst-- e

" ment Corp. - . - TYES

‘e, institute-trade fa:l.rs and expand commercial servicesYES

_-d. - adopt a diplomat:m posture more fa'vnrable to South

Arrlcs . L - ¥ES-

Would your operatlons in Snuth .Af:r:l.ca 'be se:r:l.ously arfe..ted

. remove commercial attaches = - “YES
- end commerciel publications relat:u.ng to South Afr:l.caYES
! end tex credits to companies which :mvest :I.n Sout.h

._Africa after January, 977 . - . v YES ]

Investment Plans .

Does- your company expect to ma]se a SIg-nif:Lcant nev :.nvestment

{equdl to 25 pe€rcent of current assets inm South M‘r:u:a) in

the next two years? ) I ) YES

What proportion of new 1nvestment d.o you expect tn come

. n-cm retained earn:r.ngs"’

B. 25 percent
“Bb. 50 percent

.. end 11 Export- Tnport Bark i'a.c111t1es B .' DRI ¢ - T

"NO

__To

s ND

_'by changes which tlghten U. S. pol:Lcy towvards South Africa:. =

What proporticm Df fut.ure :anb_stment may come :I!'rc\m overseas

. borroving"

a. 25 percent S S S T
b. 50 percent T ' s - -

N . TS percent

'.Elave you.r operatlons been afrected 'by :recent u.urest" !.ES_

Do you anticipate any alterat;lon in your plans for fu;r‘Lher
YES
. " 15 .
What major changes do you a.nt)c:tpat.a in South Africa over
the next 5 to 10 years and how do you see these cha.nge*'

_affecting your business operations'-‘

Jdevelopment of your _operstions as a result of recent unrest?

I

¥O__

¥
NO'
T wo__

I._l

NO__

NO__

biio)

NO
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AMERICAN COKNSULATE GENERAL

Johanmesburg, Bouth Africa

This list has been compited by the Commercial Section based upon information provided by the
companits involved. Whils evary effort has been made to intiude only firms of good repute, no
rasponsibility can ba astumed in connection with any of the persons or firms listed herein, nor for
any transactions had with such persons or firms

MAY 1876 FRICE $1.00

AMERICAN FIRMS, SUBSIDIARIES AND
AFFILIATES - SOUTH AFRICA

The following information is given with the understanding that 1t repressnts conditions which
axisted on the date this list was prepared. These conditions may be subject to change without
notice. Persoms or firms engaging in international trade are urged to obtain corrent and complels
market and trade information from the Office of international Marketing. US. Department of
Commerce, Washington, D.C, 20230, or any of its district offices.

The list includes only those tirms In which American companies or individuals have a substantial
divect capital investment in the form of stock, 25 the sole owner, or as a partner in the enterprise
Mo attempt has bean made to inctude foreign firms operating under a contract, license or commis-
sion basis, where no actuat American capita! is involvad, and in which American firms participate
solely on a ravalty or profit-sharing basis Small or anemmous investments are not encompassad

and the list r.lnnot be ruglrdnd 25 alkinclusive. The non-commercial enterprizes and institutions such
as chureh chools, and hospitals. finenced or operated by American charitable or religious
urglmzzhnns, have aisn be-n omitted.

Persons seshing amployment m Sauth Africa are advised that, in almost all instances, American
firms recrult American personnel through their head offices in the United States.
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DID YOU KNOW THAT

sarvices otferad businessmen by the Commarcial Section include the foliowing:

'I"RADE OFPOR'I'UNITY PROGRAM: Established businsssman who, as agenis or as snd-upers,
are ppliars of equl 1t, products or sarvices mury contact the Commercial Section
regarding th-lr needs. The Commercial Section cables this information to the U.5. Departmant of
Commarce which contacts qualified and reputable U.S. suppliers who write to the inquirer directiy.
Your inquiry is heid In confidence.

AGENCY/DISTRIBUTOR SERVICE: American firms weking South African repressmtation contract
for this sarvice through one of the 43 District Offices of the U.S. Department of Commerca.
The Commmercial Section contacts reputable South African firms which have shown an interest
in handling new LL.5. product and squipment lines. We cable the US. Department of Commearce
sbout the South African firms interested in hearing more from the American firma.

U.S. TRADE FAIR PROGRAM: Thers are many large American trace shows and exhibilions.
The LLS, Dopartment of Commerce selacts shows which offer the best opportunities for business-
men who wish to visit the U.S. to conclude business arrangemertts, agancy sgreements or to buy
American products or equipment. You may call or visit the Commercial Library for details.

COMMERCIAL INVITATION SERVICE: Established businessmen who plan to vistt the United
States may be mmusd invitations to visit any of the 43 District Offices of the Department of
Commerca. Dfficers in the District Offices will halp thess businassman establish contact with
{J.5. businessmen and provide other business assistance as appropriste,

WORLD TRADERS DATA REPORT/FOREIGN TRADERS INDEX REGISTER: Thewa reports.
prepared by the Commarcial Saction and cabled to Washinglon, contain all pertinent data of
interest to U.S. businessmen about South African firms. Firms in the WTDR/FTI Register are
identitied undar the Standard Indusirial Classification [SIC} systemn and will find their contacts
with American companies thus much facilitated. American firms use the indax to locate South
African businessmen with whom they are interestsd in doing business. Please call or write the
Cammercial Section it you are not rogistered.
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{5) Aumecican parent controls 50 percent or more of capital
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- Not applicable
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renewed attention was focused on southern Africa. A substantial pro-
portion of the firms indicated, however, that their EEQ policies were
communicated primarily through verbal means, leaving some question
about the consistency and thoroughness of implementation. Other
firms provided contradictory responses, suggesting that they actually
did not have a policy specific to South Africa, but rather general
guidelines of worldwide applicability. Still others indicated that South
African law inhibited implementation of EEQ policies. Generally,
therefore, American firms indicated a lax and highly selective applica-
tion of EEQ policies in their operations.

Product restrictions.—Participating firms were asked about restric-
tions on the sale of their products, the purpose of which was to
determine if they directly su%plied the Government or Government-
supported agencies which uphold apartheid. Only 11 firms said they
restricted the sale of their products and this included restrictions on
sales to the South African and Rhodesian Governments, restrictions
for military purposes, restrictions to specified industries, or limitations
as defined by U.S. law. With very few exceptions, there was little
evidence that U.S. firms deliberately adopted a socially conscious
policy of avoiding support of the South African Government or its
apartheid policies. In fact, only one company—Control Data Corp.——
specifically stated that it had a self-imposed restriction on business
transactions which might support the continuation of apartheid. (Cit-
ing recent repressive mesasures in South Africa, Control Data Corp.
elso announced in October 1977, that it has decided not to enlarge its
investments in South Africa. Ford and General Motors previously
indicated & similar halt in new investments.)

Personnel.—A total of 36,742 employees work for 69 firms which
supplied the subcommittee with employee population data. Eight com-

anies accounted for 60 percent of tﬁe total, the largest employers
Eeing Ford and General Motors with roughly 4,800 workers each.

In some cases, there was a direct correlation between race and mode
of employment. Rockwell International, M & T Chemicals and Don-
aldson Co., for example, have all their white workers as salaried
employees and all their non-white workers paid on an hourly basis.
Only 18 firms pay all their workers on a salaried basis.

Less than 1 percent of the total number of persons employed by
responding firms are not South African. The key position of managin
director, however, is filled by non-South African (i.e., American an
European) personniel by more than a third of the responding firms.

Egqual pay.—Seven companies admitted they do not pay equal pay
for equal work, nearly all citing inexperience of black workers as the
major obstacle. Sixty-three firms indicated they do pay equal pay for
equal work, more than half of whom reported that they had no diffi-
cl(}lty in doing so. Among the reasons given for failing to pay equal pay
for equal work were high demand for whites, high wages for whites,
resistance by white unions, and inexperience of black workers—the
explanation most often given for not paying equal wages. It should be
noted that there is no legal restriction in South Africa on paying equal
wages for equal work just as there are no legal prohibitions against
training black workers or placing blacks in executive or supervisory
positions. These are matters of internal company policy.
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Wage levels.—Wage levels was probably the most misinterpreted
area of inquiry in B&ne survey. A llz.rge proportion of the responding
firms used different standards of minimum pay, making comparisons
difficult. What is noteworthy, however, is the uneven performance of
compantes in this respect as compared to other labor policies. Sixteen
firms which do not have particularly progressive labor records in other
areas compensated their employees at relatively high levels, among
them NCR, which, ironically, stated it does not pay equal pay for
equal work. On the other hand, some firms such as ¥ord Motor Co.,
which had fairly progressive policies in EEO, black training, or other
fields, were among the 25 firms paying the lowest level of wages.

Black promotion.—Questions concerning black promotion elicited
the most forthcoming replies. The major obstacle American firms
identified as inhibiting black promotion was South African law. As
Bristol Myers noted, & company could theoretically hire an educated
black, but he might not find suitable housing or receive Government
permission to work in a white area. White workers and customer
resistance were other major hindrances to black promotion.

Responses to inquiries about black promotion revealed that U.S.
firms tend to operate without reference to head office guidelines or to
public pressure at home., The major incentive for promoting black
advancement was enlightened self-interest—the need to raise pro-
ductivity and to obtain trained manpower which is in short supply.

Training.—Training of black employees is one aspect of multi-
national labor practices which the South African Government activel
supports. Indeed, the South African Government encourages blac
training through the provision of tax incentives which U.S. firms may
be expected to draw upon for improved labor programs. Yet only one-
third of the responding firms in this survey had formalized training
programs which are needed to qualify for the government’s tax
credits. Approximately one-fourth of the firms reported ad hoe, on-
the-job tralning, but this is insufficient for the government benefits.

Unions.—Worker representation constitutes the most contentious
subject of U.S. corporate activity. Although not legally prohibited,
black unions are not officially recognized by the South African Govern-
ment which fears the political consequences of a black labor move-
ment in a society in which 70 percent of the labor force is black. But
while officialdom frowns on labor organization, it tolerates the exist-
ence of scores of black unions that are of little effectiveness to date.
Foreign firms are reluctant to encourage their development because
they may ultimately diminish corporate profitability. Hence, not a
single U.S. firm recognizes or negotiates with an African trade union.
(Ford Motor Co. has recently announced its intention to recognize
a black union, following a similar announcement by a Germen firm,
Volkswagon.)

Sixteen firms indicated they had no worker representation at all
and 45 firms said they had partial representation consistent with the
government-supported worker/liaison committees. Only seven firms
reported having been approached by African union organizers for
recognition. Three firms seid they would be willing to recognize black
unions and negotiate with them without specific conditions. Thirty
said they would be willing to do so provided the unions had up to

87T-179—TT———2
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FIRMS NOT SEPARATELY

159

INCORPORATED

IN SOUTH AFRICA

BUT HAVING DPIRECT FACTORY OR COMPANY REPRESENTATIVE

Mame and Address
U.S. Compsny

Product Comegery o
Rapressntative’s Funcrion

Neme and Addr of
Represemative

BOEING Company
Saartle, Washington

CUMMINS Diessl
Irrternastional Limited

ESSEX Minerals Co.
Sutnidisry of

LE Swel Corp, Pitsburgh,
fa.

INTERNATIONAL Harvester
Export Company, lllinois

UNTTED St Stesd
International,
Frrosturgh, Pao

UNHITED Technologiss
internationsl inc.
Hortford, Comn.

M.R.E5. Manutscruring Ca.
Fiora, Mississippl

Putinger jot sueratt

Disel enginm

Faw materials investigation
{Atriea)

Esrthmoving machimery, tirm
machinary & menor Trucks

General Manager- Africa
Minerais and Mining

Aireraft engines and
helizoptens

Fiuir-wheel tractors

(9752421}

MO Heman 1/

Bowing 741 Rypresenisive
Jan Seums Almpen, Tel
19757421}

AW. Henderon 3/
P.0. Box 7B180
Sanction 2146
406891}

Pauk S Bagralt 2/
PO Box 78556
Sandton 2146
{rBa.05711)

LV.C. Reid 3
Torritotisl Marumer

IR Beh VT
Turritovial Manager

61 Pretoris Road,
Kempton Purk, T, 1620
{575-B950)

NA Moberg 1S
P.C. Bax 51078
Marchatitown 2107
(L3557

W.B. Scomt
Crairman

Coln Sruthens,
Managing Direttor
P.0. Box 528
Kempron Fark 1520
1915-7an)

1A Johnson 1f
Q. Box B2132
Saxorwold 2132
42-6245)
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FIRMS OWNED BY AMERICAN CITIZENS
LIVING IN SOUTH AFRICA

Mama of Firm Adcren avd - Pyoduct Narme of Dwrer
TFelephone No. Category
AGCESS Bouthern Afvica P.0. Box 7982 irwresyrmmmt Charim F, Hagen
{Pry} Limitad. Johannesburg F000 comulunt
(21-1751 & 424 103)
AMRHO P.0. Box 6107 Raliroad & Feidman
Internatipnst 5.A. Marshainown 2107 Tefriparstion,
121-1975 & 21-2052} highweary & warth
eirvitg gLt prnent
BALKIND'S Apentivs P.D. Bex 10575 Enclusive gifreare . M, Balkind
{Pry) Limited Johanneshurg 2000 - G. Balkind
22arm1)
DAIRY Dun {Pry) Lic. Main Prateria Roac, Sno-Krem V.. Dorewn
Johannesburg 2001
Ho-265
FORSYTH Udwin P.0. Box 40155 Windcw hardware, Williarn A, Miller
{Py] Lact Clevsland 2022 Folding door snd
(26-7851) penarai enginsering
Tadd MKUNE 32 Mecturn Roa Inwermen company “Robert [Tedd} MeKune
hveestmant Co. {Pryl Ltd Camps Bay o -
Cape Town 8O0
B8 D)
C1. PETROW & Co. P.0. Box 11000 Rew stberes L. Perow
{Pryl Lad Johsnnesiurg 2000
{836-7072)
PICKIN Chickin Main Pretoria Noad Drive—in resurent T.A Dennen
Py} Led Wynberg ’
Johennesbory 2001
H0-Z2851
PREMIX Asphait Compary PO Bex 3 FRevdy-mixed roed H.R. Oglesby
Poprden, Edlgnd 7420 asphaiyy
{51-7388)
Chucis St THOMAS P.O. Bax 5831 Management conustt- Chartes By Therras
Group Pyl Led Johennesburg 2000 wrts fincluding
res- 14801 axetutive placemonts)
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The rumbers brlow refse 10 the movence in which the Firrns sopasr in Ui diphabetic listing on pages T o 21
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ADcrewograph Multe I
wiph Covp. #7165
Alld Cremics! Coin, Lo [T}
Allsig Kalrte Craemacsls Inc
Amchem Procusa ind L]
A taan A line, b
Amaricam Busssu ol m
Bnitwing e
Asmatican Can Co. waz
Ao B pram Co. 153
Amarican Momas Produsts
. "2
Asmarican insernatione 1608
Groum Whg. bl
Amarican Motors Corp w07
Ammen ety 108
o R
Andarion Cierton & G, L]
Apapienel Forwrdt tac. - e =
Arthur &soersen b Cb. m
Ay Whoad B Or BTk
AuTomarss Gullding Com- AL
o e
Ay internanionst Inc. .o m
Sarwn, Bartin, Dt & ns
Cura, IRz,
Wax1e Latoterori bne
Beettel Covparaticrn 18
Machman Instrumen Ing, "ne
B biire TATRF RS st COvp. =mp
Tre Riack Clawson 120
The Butn & Detner Mnigls.
Wive Ball, bnc. wn
Bosing brarnations! Corp. 1SN
Borgan dinc.
Bory¥uamar Corp. ire
lr-m-uy—- drtarhatimal e
l\mln man Laboratirmh I ”e
17
e
Bustroegns Carperation :;?
CIF iniprnational lhe, 137
¢ GE Ecentiic Cavp o =

America

CFC InarARLional ing,
Cahen Frivsium Corn
The Cornorundem Cb.

Carmnatian Ivisrnationel ::i.,
Gttt Gt otk toprrs 128
L, Carnd 1ASr PATaONR(

Catwrpilder Oversass SA. ™
Cartn oty P atiton. ak
Cramaion Snark Py

Comoery - Towdo 140
Tra Crass Mannstan by
Bom, KA 14z
Eudriaptr G ir-Ponom ina 148
Cwicagn Bridge & Tros Co. P
Chmagn Prevmatic Too? Go. 149
Ry iar Con BB Tren

Coubwny W.A rap
Tha Gt Cowm Gxpsr Covp
Colgor-Fuimolive Co. ThoLIE
Cadiinr Mathaifiph 1ig), 1
Catling. hado Group 73,344
Pommalt thtl, Clrg. 1T
Cotumbus Mk mmon Corp. (7"
Camputi Srmhoes Corp,” 230
Comurol Dwts Cerp.

Gt Coeu & Sapt Co, IRG, 83
Cumming Divss inwrn- 159
Antinsl L2s. 154
Carlrinammen inc. 2188
Cynamia Lmernatia rel 158
T toguetring Ins. oy
Dars A Waore LISA 180
Dart Vnsurr s bt ey

Desre nd Compeny B

Dol Monts Earp 188
Do WAL InMrnations Cone o4
Grinary Ciwb Inc.

The Dnsteay Corp

Do bbe L Ne Bavers kel 70
Dunsissan Co. ing, m
The Dww Cremical Ca. [

Do Larning Intt,

Draswer Indusries Inc. 39 MAE Mnty Ca.
Dy H01s INTensT bl 200 W& T Cuemcen ing
Ciun & Rraonssat bac, &7 MacMilan Inc
38 Imcorporrrey 1M RA, Meuory & Co.inc
Esmiman Kodes Co. 16 Weremon Corp.
Trna Eemiin Maip Ca. 175 mssenrs Cong,
B4 Litly & Comasny 1M Wax Factor & Co. Inc
Erarciopesgu Bri- 17} maaQerw-Hill 101, Bowk Co.
anmice inc 178 Mesnarss Corpe
Engrinarg Mhingran & 17D Mg Sharis e Dwbine (.
Chemicals Covp MO Werro-Gowgwry o-Mayds
Eaviroucn Cotpormins nil. the.
Ewven blinersty Ci 1N G, J. by iy,
Rexo Adrica inc. 1 iy Wit Bervien Corp.
& g & MeaDpnaky TRAT?  Wthes Lonovaterss InL
e ABE it Setity ApolencesCo
F & M Semems o, 172 Mmnesots Miving § Mnly.
#MC Carpormion X
Farrpli Lot g 198 Woble Oil Corp,
Raviera Mot Corp. RS MsoAmno Co
Famro Carpeistion TR MoorelicCormack Lines Ing.
tnal Diwsion T MAorTeesdm e
s iy c,,..m.m.,.. 25181 Muber & Priom ino. Co.
by Hg, - e T MR Con e M1
Kismone Tier & 2@ Mebuco Inc
Piysier Company 18 Natap Chmmisy|
The Pirm Kanlomal 195 Mamhus Corparatian
Bonk ol Bomrn 105 pateptis! Chwenasurch Corp.
Fora Mater Ca. 187  Marionsl Semanrg Co.
#ram Ceorp. Anoclaad 274 Matwinel Smrch & Cramical
Cn. in U.BA Garmnt Con.
Tirs mrl. Co. 198,203, Mamwont blining Cotp.
Gardror-Dwnver Co. Hram
Tre Gaves Pubber Ca 190 AC isisss dml, Corm,
Gamars| Einctric Ca 2 Morton Company
Qs e} T R T2 Qwk Iradea e s,
Accaparnes Carp. 188 DHa Corpovstion
Genaral Motors Corp o Oukkorh Truck Carp
Banarsl Tort e Nubler 208 Orw Exvator Compeny
Co. 208 Omwomi Swhongser Lin
4. Gioroer & Co. Inc R 110  OwwtLoming u:-gun
Gitpary & Puniar Caep
Co. . 11 - Owsosllinoks ne.
Trws Gillares Ca, A FacHic Ol ine
T Goodyaar Tirs b 200 Pen American World
Putiew Co, Auparrs Inc.
W.R. Grece & Ca 230 Pevie, Devn & Co.
Orpdogt WALl ing, 1Y Paraer MewaMIn Corp.
Hemmond Corn. X Tre Farkes Man o,
Peirermman Ll Co Fi4  Papallo, Inc.
et Ruoinmain Inc IS Peir o Coarp
vepliar £, Hathar 246 Pamesx incorporamd
Owerswr Lorn. TEILY, FRaw Inwrvatkeel
iy bALE b4l
Hwwirtt Pacherd §ml 218 Piwind Dodgs Corp.
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100-percent worker representation or a clear majority representation
of workers in a particular field or industry. Others were more vague
about the conditions they attached to their theoretical willingness to
endorse unionism. On balance, American business support of African
trade unions appears to be little more than lip service.

Representations to the South African Government—This area of
inquiry probed the extent to which U.S. firms attempted to gain
legal exemptions from the South African Government’s restrictive
1a§or policies or to press for a relaxation of these regulations. Twenty-
eight firms requested exemptions from a labor-related law but only
four were granted their requests. Eleven firms were contacted by the
South African Government for violations. Rockwell International
described its fine as “minor’” and W. R. Grace was penalized with a
$35 fine for a technical violation. The leniency with which the Govern-
ment has treated U.S. firms suggests that they operate well within the
law and customs of the society.

U.S. representations and new investment.—A¢t the time of this survey,
most firms reported that U.S. policy does not affect their ability to
do business in South Africa. Only seven of the responding firms said
their executives had met with U.S. officials to discuss aspects of U.S.
policy that might change. U.S. firms generally opposed policies aimed
at withdrawal or at international pressure on South Africa. ‘

Three firms reported new investments being planned—South
African Cyanamid, Esso Mineral Africa Inc. (a subsidiary of Exxon),
and Preformed Line Products. Regarding potentiala%.s. actions
which might affect business operations, 31 firms said they would be
affected if Export-Import Bank facilities were ended, 50 stated
their operations would be seriously affected if tax credits were ended
to firms investing in South Africa, and 27 firms indicated that both of
these changes would affect their South African business activities.

CoNcLUusIONS

Today, South Africa is more dependent on international credit and
capital than ever before. It has a heavy debt burden, direct foreign
investment has dropped substantially, and medium-term lending has
reportedly reached its limit. Defense and securit{' related expendi-
tures continue to soar and black demands are accelerating at an ever
increasing pace. A measure of South Africa’s economic squeeze is the
government’s recent decision to increase house rents in Soweto, the
most politically explosive township in South Africa, in some cases by
as much as 80 percent of the current rate. The demand for revenue
apparently outweighted the obvious political risk entailed by the
decision, made at a time of heightene£ racial tensions following the
death of Steve Biko, one of South Africa’s most prominent black
leaders, and the massive bannings and detentions of opponents of
apartheid.

U.S. economic interests in South Africa may not be decisive in bail-
ing South Africa out of its economic woes. But there is no question
that it has been pivotal in directly assisting the South African Govern-
ment during its worst economic difficulties in the past, and, if per-
mitted, could do so in the future. International credit provided the
margin of funds needed by South Africa in the 1974-76 period to
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PRINCIPAL TRADE AND INDUSTRY ASSOCIATIONS
IN SOUTH AFRICA

Agsocistion of Chambers of Commerce of South Africa {Assocom)
P.O. Box 694
Johannesburg
2000 Tel.: 3].5481

Johaonesburg Chambar of Commerce
P.0. Box 687
Jorumnesburg
2000 Tet: 31-5489

Bloemiontein Chamber of Commerce
P.O. Box 87
Bloamfontein
Orange Free State
9300 Tel: 7-7537

Capa Town Chamber of Commercs
P.O. Box 206
Caps Town
8000 - Tat: 2:2374 -

Durban Chamber of Commerce
P.O. Box 1506
Duyrban A .
4000 . Tet: 63692

Eatt London Chamber of Commerce
P.0. Box 696
Enst London
5200

Mational African Federated Chambar of Commerce
P.O. Box 189
Ge-ran Kuwa
C208 .

Pistermaritrburg Chamber of Commerce
P.O. Box 757
Pistermaritzburg
3200 Tet: 2-8854

Pisterstairg Chamber of Commerce
P.Q. Box 126
Pwtersburg
om0 Tel: 5361

Port Elizabeth Chamber of Commerca
: P.O. Box 48
Port Elizabeth
6000 Tel: 41-4156

Afrikaamse Handelsinstituut (Afrikaans chamber of commercs organization)
- 613 .Constantia Building
Pretoria
0002 Tel: 48-5748
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S.A, Fedarsted Chamber of Industries
0. Box 4516
Pretoria
[+.0.0}] Tal.: 25351

South Africa Foreign Trade Organization {SAFTO)
P.O. Box 9039
Johannesburg
2000 Tel B34-8011

US GOVERNMENT COMMERCIAL DFFICES
I SOUTH AFRICA

American Embassy — Economic Seclion
2th Floor, Thibaull House
Pretorius Strast
Pratoria .
‘0002 Tel.: Q12-484266

American Corsutate General — Commercial Section
11th Floor, Kine Center
Commissicner & Smal Strests.

Johannesburg
2001 Tel: 21.1684/7
Amaerican Consulate G P~ C cial Section

4th Floor, Broadway Ingustries Caemter
Hearengracht v .

Ceaps Town

8001 Tel.: 47-1280/87

American Cordulaie General — Commarcial Section
1400 Notwich Union House
& Durban Club Place
Durban
4001 Tol.: 2-8289
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AMERICAN CONSULATE GENERAL
Johannesburg, Scuth Africa

COMMERCIAL  RECTHON

Note; While an intersive efiort was mede to have this st as compiete as possible, it your firm is

not included, pieass compiste and return the following form to the Commercial Section, American
Consulate General, P.O. Box 2155, Johannesbury 2000. Your company wili then be included in the
next revision of the fist,

1. Mamw, address and telephone number of subsidiary or affilate:

2 Spacify relationship to US company: subsidiary or affitiate:

3. Mame and address of LS. principsl company:

4, Plint iocation{s) in South Africa, if sny:

5. Total number of empioyess in South Africar

6 Principal officer(s) in South Africa:

7. UK, producls, goods or services provided by your firm:
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Too Little, Too Late - The U.S. Corporation Employment
Manifesto For South Africa

Twenty six millinn pecple live in South Africa teday. Only four million,
all of them white, are citizens. The three million men and women classified as
"Coloured” {mixed Tace) and "Indian” {(Asfan) fall into a nebulous non-citizen
category, while the nineteen million Africans are considered outright foreignera.
The Africans were born in South Africg, grew up in South Africa, work in South
Africa and will die in South Africa - but they are black, and thus "foreigners®.
Only whites have the rights of citizens in Scuth Africa. Only whites can exercise
political power and organize economic power. Africans cammot vote, buy or gell
land, own factories, or mobilize their strength as workers in recognized trade
unions. They have been stripped of all power. They have no contrel over their
lives or their Euture. : .

Thug, the issue of power 1a at the core of the black demand for change, in
South Africa. Africans are pot sktuggling and dying to reform or improve apartheid.
They want nothing less than the total sbolition of the syatem and the establishment
of a new state based on full popular participation. To propose change in any lesser
terms is trivisl and irrelevant.

U.S. Companies Propose "Principles™

Unfortunately the "Six Principles” rvecently signed by twelve major U.3. cor-
porations, all active investors in South Africa, is just such an exercise in tri-
viality, The declaration was signed by:

American Cyanamid Company International Harvester Company
Caltex Petroleum Corporation Minnesota Mining & Manufacturing Co.
Citicorp Mobil 0il Corporation

Ford Motor Cowmpany Otls Elevator Company

General Motors Corporatiom ' Union Carbide Corporation

Internatfonal Busiress Machines Corporation

The corporationa agreed to support the following operating principlqs:
}. Non-sepgregation of the races im all eating, comforxt and work facilities.’
2. Equal gnd fair employment practiess for ail employees.

3. Equal pay for all employees doing equal or comparable work for the same period
of time, :

&. Initiation of and development of training programs that will prepare, in substan=-
tial numbers, Blacka and other non-whites for supervisory, administrative, eleri=
cal and technical jobs.

5. Increasing the number of Elacks and other non-vhites im management and supervisory
positions,

6. Improving the quality of employees' lives outside the work environment in such
areas as housing, transportation, schooling, recrestion and health facilities.

In the abstract, the principles make unobjectionsble reading. The catch lies
in what they exclude, rather than what they include. There is no demand for any
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change in the fundamental structure of apartheid, no demand for black political
rights, and, closer to home, no commitment to negotiating with black trade uniond,
or demands for their vecopgnition by the government.

The fact that the "principles" were endorsed by the South African gevernment
gives a clear indication of how far they fall chort of presenting any challenge
to apartheid. Referring to the declaration, Minister of Information Comnie Mulder
stated, "In expressing a desire to contribute to the well-being of the Black worker
in South Africa, these American companies are to be commended, In fact, the author-
itiea welcome thelr declared Intent to give further impetus to existing extensive
development programs in South Africa."

Consulting South Africa

Chief architect of the negotiations leading to corporate acceptance of these
principles was the Rev., Lesm Sullivan, a black minister, Pirector of Opportunities
Induatrislization Centers, (a nation-wide job training progrem that has also been
given government contracts to develop programs In Africe) and a member of the Gen-
eral Motors board of directors. Sullivan himselE has conpeded in the past that
U,5. corporations probably ought to withdraw from South Africa. Yet it took him
18 months to pursuade 12 corporations to accept the set of principles, surely a mon-
ument to the fundamental reluctance of U.S. corporations to oppose apartheid stabil-
ity at any level.

Indeed, the corporaticns have been so cautious, so unwilling to antagonize South
African authority that adoption of the principles was not announced until after the
declaration had been checked out with Ambassador Roelof Botha, South Africa's repre-
sentative in Washington. Key wording was changed at his request. The original
draft had stated that “wheve implementatiom requires a modification of existing South
African laws and customs we will seek auch modification through appropriate channels”.
The final draft eliminated all referemce to changing lsws and custems, and talked
enly about wmodifying "working conditions'.

Bo Confrontation with Apartheid

The corporations have deliberately avoided confronting apzrtheid, by treating
it primarily as a preblem of work-place racial discrimination. JIn reality, the
white government refuses to consider Africans as anything other thsn transient, mi-
grant lzbor units, vhose only recognized homes are the fragmented ‘rribal® hantustans.
Without political power hlacks will always be subordinate to vhites,who control the
economy to their own advantage. Thus the {ssue of job reform, in isolstion, is
11lusory.

BEven with:. . their oun narrow limits the principles are suhject to a wide xange
of interpretation within the South African context. The whele body .pE South African
law reinforces the inferior status of black workars. Under the XIndustrial Concili-
ation Act, Africans are not even defined as employees, and under that act certain
jobs can be resexved fox Whites enly. Further, the law in Scuth Africa prevents
Africans from being members of any txade union which is recognized by the government
85 a legal bargaining agent - and many industrial agreements provide that skilled
jobs can be made available only to members of a registexred (i.e. white) trade uniom.

Corporations are being forced by economic necessity - primarily the shortage of
skilled wiite labor - to use blacks in more skilled jobs today: thus the move for



167

training programe. But in order to maintain the relative cheapness of black labor
they have used @ varlety of techniques. These include work re-definition and job-
fragmentation, or breaking up a skilled process into unskilled parts in order to
create”new” lowez-paying job categories for black workers., In this situation equal
pay for equal work becomes a meaningless slogan - because blacks dohot have access
to gqual work.

Moreaver, the principles themselves provide a bullt~in escape clause sgainst
having to pay the majority of black workers wages equal to white workers, by refer-
ring to “eomparable work for the seme time”. Last hired, first fired {5 a constant
principle In relation to black workers. In addition, skilled jobs have been open
to blacks only for a short time. The record to date of V.5, corporations operating
in South Africa shows that they have followed the general pattemrn of payfng blacks
much less than whites, and using them primarily at least skilled work levels,

Black and white workers already work alomgside one another on the shop floor,
and the law does not explicitly bar a black worker from supervising whites; but
white trade union prejudice, sustom and power have barred this practice as effective=~ .
ly ae any law, and the companies bave nobt specifically pledged themselves to challenge
this tradition. A few companies have integrated zanteens and recreacion areas, but
no blacks sit at the table when the board of directors meets. ’

A slogan of equal and fair employment must fnevitably ring hallow in the ears of
a black worker In South Africa.

Because black workers have no political power and no unlon recognitien they are
forced to accept white definitions of fairness, There can be no equality of oppor-
tunity in a country where one group cf wcrkers on the basis of skin color is excluded
from education; fa forced to live under exhausting conditions, often in crowded hos-
tels, eway from family or friends: is constantly subject to the threat of being arres-
ted wnder a battery of speclal laws which control movement, the right to be in a
particular place, the right teo go ‘out at night; where making any complaint aboul a
Job may lead not only to instant dismissal, but also to "endorsement out” of a towm,
back to the bantuatan where there are o jobs, Above all, there can be no equality of
opportunity where one group of workers is denied the right to effective trade union
crganization.

Yet, significantly, the employment principles make no mention of collective
bargaining or recognirion of Black trade unjons - measures which would move in the
direction of placing real power in the hands of black workers. The wage gap, dis~
criminatory pay rates, and inferior cauteen and working facilities are linked to
the fact that Africans have no right to effective organization. Any program to
"improve the quality of 1ife’ can only be seen as tolkenism until blacks can exercise-
the workers' right to change their conditions o7 work. Not surprisingly, corpora-
tions which have a long history of resisting militant unionization among their work-
ers in the U,S. are not apostles for trade union recognition in South Africa.

Corporate Aid to Apartheid

There is another profound gap in the 1ssues addressed by this manifesto - and
that is the xole played by U.S. investors in bolstering and butressing the apartheid
system. All the corporate rignatories have played an active xole in providing cap-
ital, technology, skills and knovhow to South Africa. Many of them are government
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contractors. Tim Smitn of the Iaterfaith Center on Corporate Responsibility (asso-
clated with the Mational Council of Churches) recently pointed out: "Citibank is a
signatery, yet Cltibdnk has made loans of over $300 million to the South African
government; IBM is g signer yet YBM places no restrictions on computer sales In
South Africa which could be used for repressive purposes; Mobil is a signer yet
Mobil apparently still provides oil for Rhodesia and sells petroleum to the South
African wilitary; Union Carbide has invested in one bantustan and on the border
srea of another, and is invelved in a §50 million expansion; Ford still sells
trucks when asked to by the South African police and military; Caltex is fn the
widst of a $134 million expansion in South Africa.”

"All of those companies are sizeable U.5. investors providing capital and tech-
nology, skills and knowhow to South Afiica. In short, moat of the major issues
chuxch stockholders have rajsed during the last decade are totally ignored by the
mznifesto.’

A Re-write of the 'Polaroid Experiment!

The corporations have tried to invest their plan with an aura of originality,
precenting it as a significant step forward for the role of U.5. companies in South
Africa. In fact the plan is at l=ast eeven years old. Similar propanla were made
by the Polaroid Corporation, in 1970, when it announced its gramd “experiment”, om
the heels of a nationwide boycott of Polarofd products, initiated by black workers
in the company's Boston plant.

Polaroid's widely publicized positionm at that polnt ran as follows: we abhor
apartheid, but if we cut ourselves off from South Africa we end our chances of exer~
ting influence to change this policy. Thus we earry on business and use our Influence
to ralse the salaries of mon-white employees, initiate programs to "train mon-white
employees for important jobs" and commit a portion of our profite to encourage educaw
tien., “We hope other American companies will join us in this program. Even a amall
beginning...can have a large effect in South Africa.”

Chapge in Government Policy

Enough time hac gone by to show the futility of such an approsch. The profound
gap between white wealth and black povetty has actually widened. In 1569, the gap
between the average monChly pay for South Africa's white and black industrial workers
was $259. By Septemoer 1975, the gap had risen to %463, despite wage Increases; in
1975 the average black industrial worker was earning §125 a month, his white countere
part earned $585 a wonth., The poverty datum line, that ia the absolute minimum in~-
come on which a family can barely survive, was calculsted at $149 a month for a black
family living in Soweto in 1975. In other words, by 1975 the average black worker
was still being pald less than survival wages, despite Polaroid's "reforms™ and the
wide -scale activitiea of 0.5, corporaticns. :

The view on other fronts is equally grim. Political repression has grown still
more intemse. Prime Minister Vorster #wd his colleagues have made it abundantly
clear that they do not intend to change theiv policies in the future, "There can be
no black politics in a white area" said Minister of Justice Jimmy Kruger, after the
Sowato uprising. In October 1576, Mew York Times correspondent John Burns ssked Vor-
ster whether blacks would ever exercise political power im South Africa. The Frime
Minister answered bluntly "I cannot forsee such a day at all". As laste as February
1977, Vorster made a speach before Pzrliament rzfusing to consider any change in the
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pass law system, although more sophisticated South African wvhites had urged him to
do 80 to avold the explosive situation now wisible on the horizon.

It has become clear thzt change in South Africa will not come from some super-
ficial tiokering with employment practices. - -

Indeed the “six principles™ have earned harsh criticism from the moxe far-sighted
among the white business community, vho recognize: that the mood of the people is
growing inereasingly angry. They believe that large concessions will have to be made,
particularly to create a black middle class, if ultimate white contrel is to be main-
tained over the tremendous wealth of South Africa. The prestigfous Financial Mail
titled its article on the corporate move "A damp squib..V(a firecracker that fizzles).
Faulting the statement for its omission of any mention of trade union rights, the Mail
sald "The American business manifesto needs to go a lot further...and he followed up
with determination.” Quoting an interview with Charles McCabe of Genaral Motors “If
you mean do we envision our plant managers going to jail or us breaking the laws of
South Africa, no we do not," The Mail went on to comment, “As a head-on confrontation
with the broader policies of South African apartheid, it fs just not on."

Calling for economic withdrawal is potential "terrorism" in South Africa. Sev-
eral black students were charged with such an offense in 1975 after having sent a
letter to several foreign corporations asking them to stop investing in South Africa,
In any case, most militant black leaders are either in Jail, in exile, or underground,
But even "moderates" in black South Africa have erpressed nothing but frustration
with the plan. :

It looks good on paper, but in practice it mesns only minor, token changes" a
prominent black employee at one of the 12 U,S, companies explained. "It'll still be
years before the steps bring significant results. That would have heen fine a decade
ago. Wow it's not enough. If that's the only kind of pressure American busineases
are willing to make, then I can see wo can't rely on them as a major force for chenge,”

A Call for U.S, Corporations to Withdraw

Last symmer, in Soweto, a new stage in the struggle For South African liberation
was begun. Ro one can know when it will end. But one thing is certain: Cthere is
no way that s continued U.S. corporate presence in South Africa can sexve any pur-
pose except to re-inforce white rule. If the Carter administration is at all serious
in ite commitment to justice for southern Africa, it will vse its energles to cut off
the flow of U.8. dollara to apartheid, It is time For all Amexicans te tell the
corporations, loudly and clearly - "Out of South Africa - NOW".

Jennifer Davis
April, 1977

The American Committee on Africa
305 East 46th Street

New York, N.Y. 10017

{212) 838-5030
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finance its military buildup, its stockpiling of oil, and its major
infrastructure projects in strategic economic sectors such as trans-
portation, communications, energy, and steel production, all of which
are related to security needs. Col%ectively, U.S. corporations operating
in South Africa have made no significant impact on either relaxing
apartheid or in establishing company policies which would offer a
limited but nevertheless important model of multinational respon-
sibility. Rather, the net effect of American investment has been to
strengthen the economic and military self-sufficiency of South Africa’s
apartheid regime, undermining the fundamental goals and objectives
of U.S. foreign policy.

What could I,U.S. corporations realistically do in light of South
African legal restrictions and the desire for profitability? There is
much that could be done. The code of conduct for multinational
corporations drawn up by Rev. Leon Sullivan, a member of the board
ofrgirectors of General Motors, suggests some of the more modest
steps such as integrated facilities, training, etc., that can be taken. An
even stronger set of corporate principles endorsed by the European
Economic Community Council of Foreign Ministers suggests more
concerted areas of action. It calls for equal endorsement of African
trade unions and the reporting by South African subsidiaries to their
parent companies’ head offices in Europe which would monitor the
fair employment practices laid down in the EEC code. All of these
actions are well within the limits of South African law.

Individual companies have also tried to establish new directions,
some announcing their intention to recognize black unions, curb new
investment, or curtail their business transactions to activities which
would not directly deal with apartheid-related projects. Chase Man-
hattan Bank, for example, has established a policy of not providing
loans to the South African Government, its statutory corporations,
the homelands, border industries, or to Namibia.

It may be argued that none of these measures will bring about the
downfall of apartheid. But by comparison with the abysmal perform-
ance of U.S. coriora,tions in the past, these efforts to express condem-
nation of apartheid, and exert a measure of influence toward its
erosion, represent some degree of progress in the direction of a socially
responsible multinational role in a society that hag shown little capac-
ity for significant change on its own. More importantly, these measures
expose the complacency of U.S. corporations which have tended to
rationalize their inactivity by blaming South African laws salone.
With dedication and imagination, muél could be done to promote
social and economic change without violating South African law or
significatnly reducing profits.

RECOMMENDATIONS

The current policy of the U.S. Government is neither to encourage
nor discourage foreign investment in South Africa. Given the evidence
of U.S. corporate interests having acted contrary to U.S. foreign

olicy objectives, that policy is no longer tenable. U.S. policy should
e changed to actively discourage American foreign investment in
South Africa. This should be implemented in three primary ways:



SOUTH AFRICA: U.S. POLICY AND THE ROLE OF U.S.
CORPORATIONS

(Susan M. Mowle, Analyst in International Relations, Foreign Affairs and
National Defense Division, Congressional Research Service, the Library of

Congress)
INTRODUCTION

The hearings “South Africa: U.S. Policy and the Role of U.S.
Corporations” were conducted over a period of eight days during
September 1976, by the Senate Foreign Relations Subcommittee on
African Affairs. As stated by Subcommittee Chairman Dick Clark, the
objectives of the hearings were to review the nature of South African
society, the extent and impact of American investment, and the history
and current status of U.S. policy toward South Africa. While the
hearings were not held in conjunction with any pending legislation,
they were aimed at exploring the role, if any, that U.S. economic
investments have had in influencing the conduct of U.S. policy toward
South Africa, and whether the United States could or should be making

eater efforts to influence U.S. business operations in South Africa
in order to change the policy of apartheid.

As the Chairman noted, there is a wide variety of options available
to policymakers on this issue. The United States Government could
remove tax credits for companies making new investments in South
Africa, thereby imposing a virtual moratorium on new investments
there. It could remove all tax credits, forcing at least some companies
to withdraw. It might, on the other hand, encourage companies to
remain in South Africa, but to adopt more progressive labor policies
and practices, or it could encourage an expansion of investment by
removing current restrictions on commercial promotion and Export-
Import Bank facilities.

The Chairman emphasized at the outset of the hearings that the
Subcommittee had formed no opinion as to whether the United States
Government should be taking any of these suggested actions. Rather,
he stated that the hearings were designed to provide a balanced
representation of views on the entire question of U.S. economic
involvement in South Africa and its implications for U.S. policy to
assist the Subcommittee to decide whether investment ought to be
increased or discouraged. At the conclusion of the hearings, the Sub-
committee sent letters to more than 300 American companies with
subsidiary operations in South Africa for the purpose of determining
from the responses how likely it is that home gfﬁpces will provide an
incentive for subsidiaries to improve their labor practices.

The hearings were conducted at a time when U.S. policy toward
Africa was undergoing significant change. In April 1976, then Secretary
of State Henry Kissinger, had announced a2 new U.S. commitment to
racial justice in the remaining white controlled states of southern
Africa—Rhodesia, Namibia, and the Republic of South Africa. In
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September 1976, he embarked by means of ‘‘shuttle dipolmacy™ on a
major diplomatic effort aimed at bringing about peaceful, negotiated
transitions to majority rule in Rhodesia and Namibia. A major
policy concern has been that tension and escalating guerrilla warfare
in southern Africa, if allowed to continue, will lead to direct great
power intervention.

In the Republic of South Africa, the summer of 1976 was marked by
racial unrest and demonstrations against that nation’s political system
based on the policy of apartheid or “separate development.” The
United States has stated on many occasions its opposition to the policy
of apartheid, and Secretary of State Kissinger stated that U.S. policy
toward South Africa would be based on the premise that, within a
reasonable time, there must be a clear evolution toward equality of
opportunity and basic human rights for all South Africans,

Thus, while the hearings focused primarily on the issue of U.S.
policy toward South Africa, aspects of U.S. policy toward Rhodesia
and gamibia were also discussed as a result of the interrelation of U.S.
southern Africa policy and because of the key impact South Africa has
on the entire southern African region. The following overview of these
hearings is intended to provide a summary of the major issues and
policy recommendations which emerged during the course of the
testimony and a digest of the views of the twenty-eight witnesses who
testified before the Subcommittee. These summaries in no way endorse
any of the specific suggestions or recommendations offered by the
witnesses, but they have been prepared in order to stimulate further
discussion about U.S. policy toward South Africa.



I.SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS

A, CONTEMPORARY SouTH AFRIcA: CONTENDING VIEWS ON APARTHEID
OR SEPARATE DEVELOPMENT

The controversy surrounding the issue of U.S. corporate involvement
in the Republic of South Africa is rooted in Congressional concern over
the South African racial policy of apartheid, or separate development,
The South African political system of racial separation is based on the
contention of the ruling Nationalist Party (NP) that the country’s
population is composed of diverse peoples, including separate African
tribal nations; that integration of these peoples is not possible; and that
South Africa should develop as a commonwealth of separate states—
nine African and one white. Government policy, including plans for
industrial development, education, social welfare, housing, and agri-
culture has been focused on obtaining the separation of the races.
Thirteen percent of South Africa’s land area has been set aside for
“Bantustans’” or tribal “homelands” in which will reside the 17
million black Africans who compromise approximately 80 percent of
the country’s population. The Government’s objective is that black
Africans will exercise their political rights and pursue economic
development within these homelands. One of the homelands, the
Transkei, already has been granted independence by South Africa in
October 1976, although its sovereignty has not been recognized by the
United Nations. The remaining 87 percent of the land areas has been
reserved for the white population. The rights and opportunities of
black Africans who choose to live and work outside the homelands
{about two-thirds of the Africans in South Africa live in areas desig-
nated for whites) are severely restricted by law and custom. The
rights of two other groups wgo are classified by the South African
Government as ‘““colored” (mixed-race) or of Asian descert are also
restricted, although they do not have designated “homelands.”

The social, legal, and institutional restrictions imposed in South
Africa on the basis of racial classification, which were described in the
testimony of Dr. Leonard Thompson, have led & number of Americans
to question the ethics of U.S. investment in South Africa. The policy
of apartheid has been condemned by U.N. resolutions and by many
international church and civil rights organizations on the grounds
that it is a political system which denies fundamental human rights
on the basis of race. The United States has also condemned the system
of apartheid; former Secretary of State Henry Kissinger described it
as a system of institutionalized racial discrimination. Kissinger stated
in April 1976 that U.S. policy toward South Africa would be based on
the assumption that, within a reasonable time, there would be progress
toward equality of opportunity and basic human rights for all South
Africans.

None of the witnesses who testified at”the hearings before the
Subcommittee on Africa expressed support for the racial policies of
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apartheid. The majority called the system incompatible with American

olitical and moral values or as preventing the full development of
gouth Africa. There were major differences among the witnesses,
however, as to whether apartheid could be susceptible to peaceful
transition to a non-racial society. There was also disagreement on the
degree of change which might be necessary to satisfy black African
demands for an adequate sharing of political power.

Several witnesses expressed the view that South African whites,
particularly the Afrikaners, were changing and modifying their racial
views (Munger, Chettle). In their view, the Government already had
made modifications in the system of apartheid, had eliminated some
forms of “petty’ apartheid or segregation of public facilities, and the
direction of change had been established, although not as yet far
enough. They contended that the West can and should encourage this
progress, and could contribute to this evolutionary change. Those
witnesses who held this view argued that the United States should
support the full development of the African homelands (Munger),
while others speculated that some form of confederal system, perhaps
with some provision for urban blacks, could provide a solution to Scuth
Africa’s problem (Chettle, De St. Jorre}. Those who believed that
evolutionary dProgress was possible tended to argue that economic
expansion and prosperity was a precondition for additional political
concessions, an£ they stated that the example set by American firms
which had adopted progressive labor practices served as a model for
South Africans and acted as a catalyst for additional progressive
policies. These witneses also tended to feel that disinvestment or an;
economic ostracism of South Africa would impose the greatest hard-
ship on the black workers, who probably would lose their jobs, and
such actions probably would strengthen those forces in South Africa
opposing concessions on racial policies.

A number of witnesses argued that white Afrikaner society was
totally committed to the maintenance of white supremacy (Baker),
that 1t would never willingly yield political power to Africans, and
that all recent modifications of apartheid practices were superficial or
cosmetic and had not altered the basic structure of apartheid (Dawvis,
Kleinschmidt). Several were pessimistic about the willingness of South
Africa to make concessions, and there was a lack of agreement amo
them as to which policies would best exert pressure on the Sout
African Government toward modifications of its racial policies. Some
urged a complete cut off of future investment and loans to South
Africa on the grounds that any economic investment contributed to
the strengthening of the overall apartheid structure (Davis, Smith).
Other expressed the belief that if it were properly channeled, foreign
investment could be used as a lever to change apartheid, and they urged
the adoption of legislation to ensure that U.S. firms implement
progressive labor policies (Solarz).

B. Backegrounp onN U.S. Poricy Towarp Soure AFRIcA
1. GENERAL ISSUES

One purpose of the hearings was to review the policies of the U.S.
Government toward Africa over the past six years in order to deter-
mine to what extent, if any, such policies had contributed to the
current situation in southern Africa, and to what extent they may
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have influenced current policy. The highly visible U.S. diplomatic
role undertaken during 1976 in attempting to mediate solutions to
the problems of Rhodesia and Namibia by means of ‘‘shuttle diplo-
macy’’ was in sharp contrast to the low-key role that had character-
ized previous U.S. policy, U.S. policy prior to the decolonization of
Angoﬁ)a and Mozambique had Eeen officially characterized by the
previous administration as one of dialogue and communication
between blacks and whites for the purpose of fostering a peaceful
evolution toward majority rule.

Much controversy has surrounded the policy of ‘‘communication”
and this was intensified by the publication of a still-classified National
Security Study Memorandum (NSSM-39)} of 1969. According to press
reports, President Nixon adopted option 2 of NSSM-39 which became
the framework for U.S. Africa policy between 1970-1976. Critics of
the Nixon Administration argued that such policy had the effect of
“tilting”’ U.S. policy in favor of the white regimes of southern Africa,
and they dubbed ﬁSSM—.‘iQ “tar baby” on the grounds that, once
adopted, the policy was so “sticky” that it would be very difficult to
discard if it proved unsuccessful.

The Subcommittee on Africa hearings focused on the policy process
surrounding consideration of NSSM-39 and testimony was heard from
two former members of the Nixon Administration who had partic-
ipated in policy formulation at that time. Roger Morris, who was on
the National Security Council, and Donald McHenry, who then was
at the Department of State, offered differing analyses of the policy.
In their testimony, they and other witnesses offered recommendations
for revisions in U.S. policy toward Africa based on the lessons of the
past few years.

It was Mr, Morris’s view that the concept of communication and
dialogue (“tar baby”) was a serious strategy designed to ease the
isolation of the white governments of southern Africa and to encourage
moderation of the racial policies through a subtle policy of communi-
cation. This concept was based on the premises that peaceful change
in southern Africa required the cooperation of the white populations.
Mr. Morris stated, however, that the policy of NSSM-39 was never
implemented in a relevant way during the Nixon Administration and
it instead became a basis of rationalization for a number of actions,
such as the importation of Rhodesian chrome, on the part of various
bureaucratic and special iterest groups for pursuing business as
usual in southern Africa.

Mr. McHenry provided a somewhat different critique of NSSM-39.
In his view, U.S. policy was based on a lack of concern for Africa in
general and for the cause of African liberation, and it tended to
subordinate the rights of Africans to global considerations. He con-
tended that policy had been formulated in secret by policy makers
who possessed no expertise on Africa and who disastrously misread
the African commitment to liberation in southern Africa and the
strength of the white governments. He considered the concept of
NSSM-39 to be flawed from the start, and felt it would not have
worked even if there had been a conscientious effort to carry it out.
Its attempted implementation resulted in aligning the United States,
in the eyes of some African states, on the side of the white govern-
ments of southern Africa and against the forces of liberation. Several
witnesses contended that the Administration’s adoption of NSSM-39
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has generated a number of repercussions which have implications
affecting current U.S. policy in Africa. They felt it had damaged U.S.
credibility in its role as a mediator because black Africans perceived
the United States as having aligned itself with the white governments
of southern Africa, and was more concerned with global rather than
African issues (Marcum, McHenry). Another witness stated that
Administration policy had led American firms to believe the United
States favored investment in South Africa (Schulz).

John Marcum devoted much of his testimony to a critique of U.S.
policy in the aftermath of the Angolan civil war, and 1t was his basic
thesis that the effectiveness of U.S. policy, and its role as a mediator
on southern Africa issues, was directly related to the credibility and
integrity of the United States and that these qualities were still
wantin%in the current handling of U.S. policy toward Africa. In his
view, the Administration’s expression of concern about ‘“radicals” in
Africa, its concern with global as distinct from regional issues, and
its interest in seeing that “moderates’” come to power in Rhodesia
and Namibia indicated that the United States was still choosing
sides. He questioned whether the United States should continue to
seek to shape events in that region, and whether the United States
should decide that some liberation groups were its friends and others
its enemies.

Congressman Andrew Young argued that the United States had
permitted its options in southern Africa to deteriorate in the past
ten years and tlim,t in order to correct this, the United States must
recognize and support the movement toward self-determination
because U.S. moral and economic interests lay with black Africa.

Assistant Secretary of State Rogers, in his testimony, denied that
current Administration policy was designed to establish a U.S. sphere
of influence in southern Africa or to put American nominees in power
in Rhodesia and Namibia. Current policy aimed at providing an
alternative to violence or racial wars in southern Africa which could
lead to an open invitation for foreign intervention.

Several witnesses made recommendations for current U.S. policy
in southern Africa based on the lessons derived from what they
contended were the failures of previous U.S. policy.

(@) Recommendations made in the hearings

1. The United States should more clearly align itself with the forces
of liberation in southern Africa. (Solarz, Young, McHenry)

2. Experts on Africa in the Department of State, particularly
experts on South Africa, should be consulted in the development of
current U.S. policy, since a lack of expertise on Africa had been a
major contributor to past errors in policy. (Morris, McHenry)

3. The problem of South Africa cannot be separately detached and
dealt with after a resolution of the problems of Rhodesia and Namibia
because South Africa plays a key role in the entire southern African
crisis, and it must be part of any regional settlement. (Young)

4. Tt is important that the White House be committed to the imple-
mentation of any future Africa policy. (McHenry)

5. The United Nations should be included in the development of
any future U.S. Africa policy. (McHenry)

6. Effective Congressional oversight of U.S. policy is vital if the
errors of NSSM-39 are not to be repeated. (Morris).
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7. African policy must not be formulated in secret, and it must in-
clude inputs from a variety of sources, including those sensitive to
the national interest. (Morris, McHenry)

8. Within the Executive Branch, an effort must be made to ensure
that the Departments of Defense, State, Treasury, Commerce, and
others operate in conformity with overall U.S. policy objectives.
(Morris)

2, RHODESIA (ZIMBAEWE)

Although Rhodesia was not a major topic of the hearings, the fact
that developments in Rhodesia will have an impact on the southern
African subregion caused several witnesses to make policy recom-
mendations.

The escalation of guerrilla warfare in Rhodesia in the aftermath of
Angolan independence has threatened to spread racial war throughout
southern Africa and to attract foreign intervention. As a result of
this threat, and in order to reach a negotiated transition to majority
rule in Rhodesia, Secretary of State Kissinger during September 1976,
undertook & series of consultations with Great gBrita.in, and the
African “front-line” states of Zambia, Mozambique, Botswana, and
Tanzania, as well as with South Africa which, since the closure of the
Mozambique border in 1976, has been the principal economic lifeline
for Rhodesia. On September 24, 1976, R%odesia.n Prime Minister
Ian Smith snnounced that he had accepted an Anglo-American
proposal which would lead to majority rule within two years. How-
ever, o Geneva conference convened to work out the details of such
a transition was unsuccessful, and guerrilla warfare escalated.

Controversy has surrounded several aspects of current U.S. Rhode-
sin policy, particularly over such questions as whether the United
States and other Western powers should use their influence in pressur-
ing South Africa to end its support for Rhodesia, or whether in
return for South African assistance in resolving the Rhodesian and
Namibian problems, concessions should be made to South Africa.
Another source of controversy has resolved around the Administra-
tion’s proposal, described by Secretary Rogers, that the United States
contribute to an international fund designed to assist the Rbodesian
economy during a transition to majority rule.

The hearings did focus on the allegation made by one witness
(Schulz) that Mobil Oil’s South African subsidiary had provided oil
to Rhodesia in contravention of U.N. sanctions and the intent of
U.S. policy with respect to sanctions. The representative from Mobil
Qil (Birrell) denied the charges and testified that although U.5, law
does not apply to foreign subsidiaries, Mobil Oil had enforced a
company policy of prohibiting sales to Rhodesia and that no such
sales had taken place, although he also testified that Mobil’s attempt
to carry out a thorough investigation had been thwarted by South
African legal restrictions. The Subcommittee Chairman noted that
the allegations against Mobil raised the question of whether U.S.
firms had control of company policies of their subsidiaries and whether
it was possible to ensure that the policies and intentions of U.S. foreign
policy are followed by U.S. firms.

(a) Recommendations made at the hearings:

1. The Congress should repeal the Byrd Amendment which per-
mitted the importation of Rhodesian chrome and other strategic
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materials in contravention of U.N. sanctions against Rhodesia.?
(Most witnesses)

2, The United States should not support any one faction of the Rho-
desian nationalist groups, or negotiate directly with any of the groups.
Rather, the United States should negotiate with the ‘‘front-line”
African states. (Marcum, Solarz)

3. The United States should supply humanitarian assistance to
Rhodesian refugees in Mozambique and Tanzania. (Solarz)

4. The United States should contribute to an Institute for Zim-
babwe, modeled along the lines of the U.N.-sponsored Institute for
Namibia, to train Rhodesians on administration, economics and gov-
ernment. (Solarz)

5. The U.S. Government should investigate Mobil Oil and other oil
companies to determine whether they supply oil to Rhodesia in con-
travention of U.N. sanctions and the intent of U.S. Executive Orders
against such trade. (Schulz)

6. Congress should pass a law to prohibit the overseas subsidiaries
of U.S. firms from traging with Rhodesia. (Schulz)

7. The United States should contribute to a fund to assist the transi-
tion toward majority rule in Rhodesia only if it has the support of all
parties to the Rhodesian settlement. (Marcum, Morris)

8. The United States should pressure South Africa to cut the eco-
nomic lifeline to Rhodesia to force the Rhodesian Government to
concede to majority rule. (Baker)

8. NAMIBIA (SOUTH WEST AFRICA)

The dispute over Namibia stems from the refusal of the South
African Government to turn overits League of Nations Mandate over
South West Africa to the United Nations in contravention of U.N.
resolutions. The United Nations claims that Namibia is subject to
international supervision in preparing the territory for independence,
but it has not been able to implement its control. In 1966, the U.N.
General Assembly had voted to terminate South Africa’s League of
Nations mandate and, in 1971, the International Court of Justice at
the Hague had handed down an advisory opinion that South Africa’s
continued occupation of Namibia was illegal. The U.N. Security
Councilin December 1974 gave South Africa until May of the followin.
year to withdraw its administration from the territory. The Sout
Africa Government failed to comply with the Security Council resolu-
tion and, instead, convened a constitutional conference in Windhoek,
Namibia’s capital (popularly known as the Turnehalle Conference) in
September 1975 to arrange for the territory’s eventual independence.
Eleven Namibian ethnic groups were invited to the conference, but
the South West African Peoples Organization (SWAFPQ), the political
organization, recognized by the United Nations as the sole representa-
tive of the Namibian people, was excluded. South Africa agreed to a
unitary state and a multi-racial government to lead the territory to
independence by December 31, 1978.

The United g;ates supports U.N. supervised elections in Namibia
and, in September 1976, Secretary of State Kissinger unsuccessfully
attempted to arrange an international conference which would include
all political parties, including SWAPOQO, to negotiate a new constitution.

1 Logislation which had the effect of repealing the Byrd Amendment was passed in March 1977 and
signed into law on March 18, 1977 as Public Law 95-12.
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A failure of negotiations is likely to lead to an intensification of
iuerrilla warfare in Namibia by SWAPO elements using bases in
ngola.

ne witness (Baker) presented the thesis that a resolution of the
Namibian problem would likely prove more difficult than the problem
of Rhodesta because, in her view, South Africa has greater interests
in Namibia and therefore would be willing to withdraw under cir-
cumstances which might threaten the lives of the white population
or jeopardize South African economic interests. Other witnesses
(Munger) observed that a peaceful transition in Namibia could pro-
vide a positive example for change in South Africa itself, whereas
a war could encourage South Africa to take a more intransigent
position on its own internal racial policies.

(@) Recommendations made at the hearings

1. The United States should not recognize the results of the Turne-
halle Conference. (Baker)

2. The United States should deny tax credits to firms operating in
Namibia. {Baker)

3. The United States should support economic sanctions against
South Africa for its refusal to grant lglamibia independence under U.N.
supervision. (Baker)

4. The United States should support the territorial integrity of
Namibia and oppose any effort to partition it. (Marcum)

5. The Uniteg States should make it illegal for the subsidiaries of
U.S. firms to operate in Namibia. (Schulz)

C, U.S. Poricy TowarRp SouTH AFRICA

1, THE IMPACT OF AMERICAN INVESTMENT AND LOANB: CONTENDING
YIEWS

The major purpose of the hearings was to focus on the tangible
U.S. economic and commercial interests in South Africa, the role these
interests have played in South Africa, the degree to which they affect
or are affected by the systemm of apartheid, and the relationship
between the conduct of U.S. companies in South Africa and U.S,
policy objectives. The Subcommittee Chairman noted that U.S..
Investment in South Africa is estimated at about $1.6 billion, repre-
sentin% about 15 percent of total foreign investment in the Republic;
that about 300 American firms have subsidiaries in South Africa and
about 6,000 businesses operate in South Africa on an agency basis;
and that U.S. firms employ about 90,000 people, which represents
1% percent of the South African work force. In addition, the United
States exported $1.3 billion worth of goods to South Africa in 1975
and imported about $850 million. Currently U.S, Government policy
has been to meither encourage nor discourage U.S. investment in
South Africa, and to urge Ug.S. firms operating in the country to
adopt progressive labor policies.

Because of South Africa’s racial system, many witnesses questioned
the wisdom and morality of American companies conducting business
in South Africa, and they expressed concern that these companies may
be taking advantage of repressive customs and laws to make exces-
sive profits by paying inadequate wages to black employees. In general,
debate focuse£ on the issue of whether U.S. investment should be
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terminated and/or withdrawn, or whether U.S. firms should be
encouraged to adopt progressive labor policies. Debate revolved around
the question of whether American investments and technology were
establishing more security for and thereby strengthening the apartheid
system in its policy of repression of blacks, or whether American
investment could be used to bring about increased job opportunities
for blacks and to lay the groundwork for change in the basic system
of apartheid. There was considerable division among the witnesses
on this question.

Some witnesses argued that legal and customary restrictions make
it difficult, if not impossible, for American firms to give blacks equal
opportunity, even if that were their intention. (Thompson, Funk)
TEl)ley contended that the policy of separate development, with its
unequal expenditures of funds for black education, prevented Africans
from receiving the education and training necessary to qualify them
for skilled jobs, and that the objective of this policy had been to
maintain a pool of cheap black labor. The witnesses pointed to the
labor laws in South Africa, such as the Industrial Coneciliation Act,
Physical Planning Act, and Apprenticeship Act, as having prohibited
companies from hiring or promoting blacks to certain positions. In
addition to the legal restrictions, some witnesses contended that
customary patterns of discrimination prevented company managers
from hiring blacks at higher levels or for certain skilled positions for
fear of a backlash opposition from white customers or WorEers (Funk).

Other critics of U.S, investments in South Africa contended that
foreign businesses have supplied capital and technological expertise
which has strengthened the system and helped to perpetuate apartheid
(Davis). They questioned the argument presented by American corpo-
rations that economic growth benefited all South Africans and they
maintained that benefits to blacks resulting from economic growth
were minimal, that the wage gap between blacks and whites was
steadily widening, and that the relative standard of living for blacks
was declining (Kleinschmidt). These witnesses accused American
firms of having exploited cheap black labor in order to earn excessive

rofits.

3 Some of the critics demanded that the corporations indeed prove
that blacks were benefiting from foreign investment, and that Ameri-
can corporations were any more progressive in their labor practices
than other companies in South Africa. They insisted that if U.S.
companies are to remain in South Africa, they must demonstrate
they are offering real opportunities for their black workers (Marcum,
Solarz, Neuhauser). Others argued that mere pursuit of afirmative
action programs was not sufficient, and that American companies
should withdraw completely from South Africa (Davis).

All the witnesses representing U.S. firms operating in South Africa
(Jones, McCreary, Durka, McGoff, etc.}, however, contended that
they were making a definite contribution to the welfare of all South
Africans, including black South Africans. Most company witnesses
testified that they shared their critics’ concern over the system of
apartheid, but argued that progress was being made in South Africa
toward modification of the racial system through expanded economic
crowth and evolutionary changes in social patterns. They believed
that U.S. firms could contribute to these changes by providing jobs,
training, and greater opportunities for their black employees. A
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1. Withdraw facilities of the U.S. Government which promote the
flow of capital or credit to South Africa. This includes ending Export-
Import Bank insurance and loan guarantees; permanently withdraw-
ing the commercial attache to the U.S. Emgassy in South Africa;
ending visits by officials of the Department of Commerce to South
Africa; reviewing and, where appropriate, limiting activities of U.S.
agencies which may indirectly promote foreign investment; and ending
the supply of economic data and counseling to potential American
investors.

2. Deny tax credits to those U.S. corporations paying taxes to the
South African Government which fail to act in ways consistent with
American foreign policy. Specifically, this would involve cancellation
of the tax bene%ts allowed to U.S. corporations which extend loans to
or have investments in projects of the South African Government,
its agencies, or any other institutions which further the implementation
of separate development policies, including the border industries and
the homelands. This policy would disallow tax credits for any U.S.
corporations investing in_strategic projects involving South Africa’s
military, security or defense needs, Finally, it would capcel tax
benefits for U.S. corporations which fail to enforce fair labor practices.

Effective implementation would require the U.S. Government
developing a set of investment guidelines and fair employment prin-
ciples, preferably in consultation with the head offices of U.S. sub-
sidiaries. It would also require the periodic and systemmatic
monitoring of U.8. corporations in South Africa, possibly by labor
attaches attached to the embassy to ensure compliance. 'i:his policy
would have the advantage of providing incentives for change rather
than simply applying punative measures for past corporate aetivities.

3. Withhold official endorsement of private groups which organize in
defense of U.S. corporate investment in South Africa unless they
satisfactorily support the corporate guidelines and fair employment
principles laid down by the %.S. Government. Such organizations
would include the U.S. Chamber of Commerce which opened its office
in South Africa last year, the first branch of the Chamber to be inau-
gurated in the continent of Africa. While such an organization could
conceivably be instrumental! in implementing the kinds of changes
discussed above, in practice it has served in other areas to protect and
promote U.S. foreign investment. South Africa could be a testing
ground for the Chamber, one of the most influential organs of Amer-
ican private enterprise,

These recommendations contrast with more extreme measures
advocated by some, such as the disengagement of U.S. corporate in-
vestment, a blanket denial of tax credits, or the adoption of wider
trade and investment sanctions. Instead, they aim at fostering specific
and meaningful changes in the role which U.S. corporate interests
have traditionally played in South Africa. Some will say the recom-
mendations go too far; others will say they do not go far enough.
Under present circumstances, it is felt that these policies, properly
implemented, can deal firmly and pragmatically wath the economic
realities that constitute the heart of the U.S. relationship with South
Africa. Nevertheless, at some time in the future, the situation may
merit stronger measures should these recommendations prove ineffec-
tive or impractical. Much depends upon events within South Africa
and the willingness of all participants there to accept constructive
transformation,
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number of witnesses stated that their black workers were being
peaid at the same rates as whites for equal work, that they were being
trained by the companies for better jobs, and that the benefit pro-
grams for blacks were as good or better than those for whites. Several
firms stated that not only have they been doing the best they can
under South African law and in accordance with South African
custom, but that they were also serving as a progressive force through
programs to assist in their employees advancement. They maintained
that U.S. investment in South Africa, by providing money and jobs,
increased the opportunity and well-being of all peoples there. More-
over, they rejected the suggestion that they withdraw from South
Africa on the grounds that if one company moves out it is very likely
that a less progressive company will fill the void. Hinally, the corporate
spokesmen vigorously argued that U.S. firms should not meddle in
or attempt to directly interfere in political developments within the
countries in which they operate, whether that country was South
Africa, Uganda, Chile, or the Soviet Union. They strongly opposed
the adoption of any legislation which would attempt to control
corporate behavior overseas on the grounds that when abroad, U.S.
firms must operate in conformity with the laws of the host country,
just as the United States requires foreign subsidiaries in the United
States to operate in conformity with U.S. laws. ‘

It should be noted that there was disagreement among witnesses
over whether South African blacks, who probably would suffer the
most from any program of disinvestment, favored or opposed the
continuation of U.S. investment in South Africa.

An issue related to and, in the view of several witnesses even more
important than the question of U.S. investment, was that of loans
to gouth Africa by U.S. banks and their overseas branches. According
to some witnesses (Smith), these loans had increased in the past
several years with total short- and long-term claims by banks estimated
at about $2 billion. Given its balance of payments problems, South
Africa was likely to be seeking additional sources of foreign loans
and the Subcommittee Chairman stated that loans to the Republic
by American banking institutions has implications for U.S. policy.

Critics of the South Africa Government contended that U.S. loans
to South Africa helped to maintain its political system of apartheid
and that it created an American interest in maintaining sta.%ility in
South Africe which in effect meant support of the white minority
government against African demands for majority rule. Some wit-
nesses therefore suggested that U.S. opposition to apartheid be
expressed by terminating all loans to South Africa by U.S. banks
and lending agencies (Smith, Davis).

There is currently no prohibition against bank loans to South Africa
although, since 1964, the United States has prohibited loans to South
Africa from the Export-Import Bank. However, the Export-Import
Bank does have an exposure in South Africa of about $287.8 million
through its guarantee insurance and discount loan programs. Assistant,
Secretary of State Rogers stated that this exposure does not contradict
prevailing U.S. policy of neither encouraging nor discouraging invest-
ment to South Africa because these guarantees support U.S. exports
to South Africa. U.S. policy does encourage American exports to
South Africa, except for those items covered by the arms embargo.
The hearings did raise the question of whether PEFCO loans to South
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Africa, which have amounted to $94 million, violated U.S. policy
since the Export-Import bank must approve and guarantee all
PEFCO loans. Both Department of State and Export-Import Bank
representatives denied that loans to South Africa influenced U.S.
policy in favor of the white government in South Africa.

(@) Recommendations made at the hearings

1. U.S. firms in South Africa should take steps in setting a minimum
wage rate above minimum subsistence standards and in maintaining
equal pay scales without regard to race. (Funk)

2. American corporations in South Africa should make efforts to
recruit and promote blacks for higher paying jobs. (Neuhauser)

3. American corporations should make compensatory efforts in
training and educating blacks for promotion to skilled jobs. (Chettle)

4. American corporations shmﬁd provide, as far as possible, equal
fringe benefit programs by all employees regardless of race—medical,
education, housing, legal aid, charitable contributions, and pensions.
{(Funk)

5. American corporations should take steps to give black workers
representation through workers committees and liaison committees,
or by collective bargaining with unregistered black trade unions.
(Funk)

6. American corporations should take steps beyond equal oppor-
tunity programs and compensatory actions to make efforts to alter
South Africa’s traditional restrictions affecting the living and working
conditions of blacks.

7. U.S. firms should discuss with the South African Government its
social and political policies which affect their businesses.

8. American companies should resist demands by white trade
unions for discriminatory wages and benefits.

9. American companies should break down customary discrimina-
tion which has prevented blacks from obtaining supervisory positions
over whites.

10. The home offices of American firms should exert effective pres-
sures to ensure that their South African subsidiaries implement
progressive labor policies.

11. The sale of sophisticated technology to South Africa that
enhances the economy but makes little contribution to black employ-
ment should be terminated. (Davis)

12. U.S. firms should refuse to do business with South African
Government agencies and refuse to sell goods, such as computers,
which could be used to enforce apartheid. (Davis) :

13. Legislation should be adopted to deny tax credits for invest-
ments in South Africa.

14. The State Department should take steps to vigorously encourage
U.S. firms to adopt progressive labor policies, perhaps by detailing a
labor attache in Soutﬁ Africa for that exclusive purpose.

15. A White House conference should be organized to encourage
American firms to adopt progressive labor policies to conformity with
U.S. policy toward Africa.

16. An American Chamber of Commerce should be organized in
Sauth Sﬁrica to encourage U.S. firms to coordinate their labor policies.
(Green
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17. A Congressional Committee should be organized to study the
labor practices of U.S. firms in South Africa with a view to formulating
legislation for enforcing progressive labor policies. (Solarz)

18. The President should appoint a member of the executive branch
to coordinate U.S. policy toward South Africa for the purpose of
ensuring that all branches of the executive—Treasury, State, Defense,
Commerce, etc., conform to U.S. policy goals. (Morris}

19. Manipulation of tax laws probably is not the best means of
influencing corporate behavior overseas. The problem focuses upon
articulating a standard which does not produce an irreconcilable
conflict for a corporation hetween requirements under U.S. law and
those under South African law. (Rogers)

20. Changes in U.S. policy aimed at forcing U.S. companies to leave
South Africa are not in the interests of black South Africans since the
vacated facilities would likely be operated by less enlightened suc-
cessors. (Wait)

2. The United States should recognize the Transkei and encourage
investment in the new state in order to reduce its dependence upon
South Africa. (Munger)

22, U.S. firms should take steps to improve the working conditions
of their African employees, but these should not be achieved by
legislation governing excess profits or tax credits. (Munger)

23. An economic boycott of South Africa would come close to being
the equivalent of a blockade and therefore could be interpreted as
aggression. (McGoff)

24, Crippling the South African economy through means such as an
economic boycott would not assist the position of blacks in South
Africa. (McGoff)

D. AvterNaTivE Poricies TowaRp SoUTH AFRICA

The hearings clearly brought out the fact that U.S. policy toward
South Africa was influenced by a variety of forces, including the White
House, the State Department, the Export-Import Bank, Congress,
and private American banks and corporations. Witnesses testifying
before the Subcommittee therefore directed their policy recommenda-
tions toward a variety of factors.

(@) Recommendations for Congress made at the hearings

1. Congress should repeal the Byrd Amendment which has per-
mitted importations of chrome and other strategic materials from
Rhodesia m contravention of U.N. sanctions. (Almost all witnesses
except McGoff)

2. Congress should change tax laws to prohibit tax credits for firms
operating in South Afriea and Namibia. (Schulz)

3. A Congressional Commission should be established to investigate
the operation of U.S. firms in South Africa with a view toward drawing
up legislation for enforcing progressive labor policies. (Solarz)

4. Congress should appropriate funds to aid refugees in Tanzania
and Mozambique and to support the establishment of a Zimbabwe
Institute to train Rhodesians in government and administrative
{Solarz)

5. Congressional Committees should exercize effective oversight of
the development of U.S. Africa policy. (Morris)
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6. The Congress should pass legislation to make it illegal for U.S.
subsidiaries to trade with Rhodesia. (Schulz)

(b) Recommendations for the executive branch made at the hearings

1. The White House should consider convening a conference for the
purpose of discussing the issue of U.S. investment in South Africa
and to encourage firms to adopt labor practies in conformity with
U.S. policy.

2. The State Department should make a more vigorous effort to
convey to American firms in South Africa that it is U.S. policy and in
U.S. interests that they adopt progressive labor policies.

3. The United States should adopt the position of actively discour-
ia,fing new investment in South Africa, as it does in Namibia. (Me-

enry
4. The United States should make no concessions to South Africa in
return for its cooperation in assisting peaceful transition in Namibia
or Rhedesia. (Marcum)

5. The United States should not take sides among contending
Liberation groups but should work through the front-line presidents
and the Organization of African Unity. (Marcum)

6. The Export-lmport Bank should end all remaining exposure in
South Africa and should cease guaranteeing PEFCO loans to South
Africa. (Smith)

7. The United States should not recognize the Transkei or eny other
African homeland. (Solarz)

8. Experts on Africa and South Africa should be involved in the
formulation of U.S. African policy. (Morris)

9. The United States should include the United Nations in the
formulation of its southern African policy (McHenry)

10. The authority of the White House must be involved in the im-
plementation of any new southern Africa policy initiatives. (Morris)

(¢) Recommendations for private corporations made af the hearings

1. US. firms in South Africa should take immediate steps to end
discriminatory policies with respect to wages, promotion, training, and
fringe benefits. (Jones, Funk)

2. U.S. firms should initiate tramning and educational programs to
assist black employees in obtaining skilled jobs. (Chetitle, I*l:mk)

3. U.S. firms should provide benefits for improving the working and
living conditions of its black employees, including housing assistance,
recreation faeilities, and transportation. (Munger, Jones)

4. U.S. corporations should negotiate on a good-faith basis with
black trade unions despite the fact they have no legal status in South
Africa. (Funk)

5. The home offices of U.S. firms i South Africa should take effec-
tive actton to ensure that their subsidiaries adopt progressive labor
policies. (Funk, Neuhauer)

6. The overseas subsidiaries of U.S. firms should be required to
conform to U.S. restrictions on trade with Rhodesia that are in con-
formity with U.N. sanctions. (Schulz) :

7. U.S. firms should take steps to overcome customary restrictions
which block the advancement of black workers, such as the custom
whereby blacks do not supervise whites. (Funk)
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8. U.S. corporations should discuss with South African officials their
views on apartheid and emphasize how its restrictions affect their
business operations. (Funk)

9. U.S. firms should voluntarily refrain from sales to South Africa of
r(%y g(;()ds which could be used to enforce apartheid regulations.

AVis

10. The export of sophisticated technology to South Africa should
be terminated. (Davis)

11. The United States should end all nuclear cooperation with
South Africa. (Marcurn)

12. U.S. banks should eease giving loans to South African firms
and/or the South African Government. (Smith)

13. US. firms should not invest in the African homelands because
it would indicate support for apartheid policies. (Solarz)

14. The United States should recognize the Transkei and encourage
development of the homelands to reduee their dependence on South
Africa. (Munger)

15. The United States should withdraw all investment from South
Africa and prohibit any future investment. (Davis)

16. The leted States should encourage mvestment in South Africa
and encourage communication with all South Africans. (Chettle)

17. American firms in South Africa should hold consultations about
their labor policies and possibly form an American Chamber of Com-
merce in South Africa to coordinate approaches to equal employment
opportunities for all their workers. (Green)

9T-T719—77—13



II. BRIEF SUMMARY OF THE TESTIMONY OF THE
PARTICIPANTS

A. CONTEMPORARY SOUTH AFRICA: APARTHEID AND SEPARATE
DEVELOPMENT

1. POLITICAL CONDITIONS

(@) Horst Kleinschmidt, Former Assistant Director of the Christian
Institute, Johannesburg, South Africa, September 8, 1976

Mr. Kleinschmidt’s analysis of South Africa began with the central
thesis that the outbreaks of racial unrest in South Africa during the
suromer of 1976 were widespread, sustained, and supported by large
sections of the South African cornmunity, and that, as a consequence,
power relationships within South Africa will change. Ile stated thait,
in his view, the South African Government appeared to have totally
misunderstood the nature of the recent civil disturbances. According
to Mr. Kleinschmidt, the basic factors which caused the outbreaks
were much more fundamental than the issue of requiring the use of the
Afrikaans language in African schools, which the Government stated
was the central grievance, and that the Government, press, and white
liberal community in South Africa were out of touch with the true
situation. In addition, Mr. Kleinschmidt stated that the South African
Government has an interest in creating the impression of tension be-
tween blacks within the urban townships like Soweto and the African
homelands, and to emphasize the division between the workers and
students, in order to present the demonstrators as ‘“tsosti’”’ hooligans.
While he acknowledged that tension existed within the black com-
munity, he contended that it is encouraged and exploited by the South
African authorities and that it exists, in part, as a result of government
design which enforces separation of the races and ethnic groups even
within the black townships such as Soweto. Mr. Kleinschmidt testified
that, despite press reports of conflict, there is evidence of very wide-
spread support for strike efforts and cooperation between workers and
students.

Mr. Kleinschmidt noted that the independence of Angola and
Mozambique have had a strong effect on South Africa, since blacks
have come to see the possibility of independence, while the whites
see Communism as the likely cutcome of majority rule. He also noted
that unlike the Sharpeville events of 1960, the protests of 1976 were
duplicated in many communities throughout South Africa over a
period of several months, and that they were marked by a solidarity
between blacks and those of mixed racial background who are classi-
fied as “colored” by the South African Government.

Mr. Kleinschmidt stated that the South African (Government has
publicly charged that outside agitators and foreign sources had
mstigated the disorders. According to Mr. Kleinschmidt, given the
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difficulty of political organization for Africans, ideas generated by
black consciousness played a vital role. What took place arose out of
a common philosophy and there was minimal organization on the
part of the banned African National Council (ANC) or other political

oups.
ng']thh respect to the demonstrations themselves, Mr. Kleinschmidt
made the following additional points:

He contended that figures published by the South African Govern-
ment concerning the number of deaths were false, and that probably
at least four times that many had died during the demonstrations.

Attention should be directed to the problem of relief and assistance
for those South Africans who fled to Botswana.

He charged that more than 700 people were being held by the South
African Government under the Preventive Detention Act, including
Christian leaders, journalists, and academics.

He charged that the South African Government practices torture on
political prisoners, including fake strangulation and electric shock
treatments, and he expressed hope that pressure would be brought to
bear to obtain an accounting of the deaths of those held in detention.

Turning to foreign policy issues, Mr. Kleinschmidt noted that the
economic and diplomatic pressures against South Africa have not
been as great as following the events of Sharpeville, and he attributed
this to the fact that North America and Europe now have greater
economic ties with South Africa, and that change is not in the interest
of those with vested interests because change equals insecurity and
unpredictability. He also contended that NATO interests in the South
Atlantic and Cape Route were a factor in Western policy. He testified
that since 1960, sales of military equipment amf investment have
strengthened the power of the government, and that resistence to
change is enhanced by foreign investment in South Africa. He stated
that the West may have to choose between trade with South Africa
or trade with Africa as a whole, and he noted that the image of western
powers in South Africa among blacks is poor. In his view, the Kis-
singer diplomatic efforts are viewed witg mistrust by blacks, and
dialogue with Prime Minister Vorster is seen as a delaying tactic to
diffuse the situation and not aimed at a real transfer of power.

In response to questions, Mr. Kleinschmidt made the following

oints:
P The homeland leaders cannot be considered the real black leaders
in South Africa.

Without pressure from the outside, South Africa will not move to
share power with the blacks.

Continued U.S. investment will lengthen the time span for majority
rule which is, however, inevitable. '

The Turnehalle conference on Namibia organized by South Africa
has little African support and it is unrepresentative of Namibians.

South Africa has become more repressive now than it was in 1948
when the Nationalist Party came to power.

Blacks in South Africa do agree that there is a future for whites in
a majority ruled South Africa.

Investment in South Africa strengthens the system of apartheid
and should be withdrawn, and the withdrawal of investment is now
supported by black organizations such as the Black Peoples Conven-
tion, the African National Council (ANC), and South African Students
Organization (SASO).
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"There should be an embargo on the sale of all nuclear technology
to South Africa.

(b)Y John M. Chettle, Director, South Africa Foundation, Washington,
D.C., September 8, 1976

Mr. Chettle characterized the South Africa Foundation as both a
research organization and a catalyst for change in South Africa and
stated that the Director of the Foundation had called for complete
abolition of racial discrimination. In his testimony, Mr. Chettle
cited a de Tocqueville statement to the effect that the greatest un-
rest in society usually occurs when the most improvement is being
made. Drawing from the American experience, he contended that
racial unrest in the United States had occurred not during the periods
of greatest oppression of blacks, but rather after the passage of major
legislation aimed at reversing historical discrimination. Mr. Chettle
argued that the situation was similar to that occurring in South
Africa today: significant changes have recently taken place, even if
such changes were too slow, too timid, and too late. Among the
most important cbanges, he cited—

The statement by the South African Government at the
United Nations that it does not condone discrimination purely
on the basis of race or color, and that everything would be done
to eliminate it;

The encouragement by the Government to hotels and restau-
rants to apply for multi-racial status; this status has already been
granted to 16 of them;

The desegregation of some libraries, parks, and theaters;

The granting to Africans in so-called white areas of 30-year
leaseholds on their homes;

ArThe coramissioning of colored officers in the South African
my;

Tge pledge by the Government to eliminate racial inequities
and its commitment to open more skilled jobs to black workers;

’.(Ehe progress accomplished in the area of multiracial sports;
an

Greater consultation between blacks and whites at all levels.

Turning to South Africa’s foreign policy, Mr. Chettle noted the
following changes:

South Africa has undertaken a political dialogue with leaders
of black African states.

South Africa has provided economic assistance amounting to
about $100 million to eight African nations.

It has a customs agreement with the former British Protec-
torates of Botswana, Lesotho, and Swaziland.

It has taken steps toward independence for South West Africa
(Namibia).

It has made clear to Rhodesia that it should move expeditiously
toward black majority rule.

It plans to grant independence to the first African homeland,
the Transkei, in October 1976.

According to Mr. Chettle, it is vital that the United States give sup-
port to those in South Africa who aim at step-by-step progress toward
equality. While he acknowledged that these changes have not been
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sufficient, he contended that a revolution in racial attitudes is under-
way in South Africa, with growing consciousness of the rights and
dignity of all races. While he pointed out that blacks in South Africa
have greater economic prosperity than blacks on the rest of the con-
tinent, he conceded that South African blacks must have an effective
say in their own destiny.

Mr. Chettle contended that South African businesses and U.S.
firms in South Africa have done a great deal to assist the process of
change in South Africa, and that South Africa is one of the few places
where business is to the left of government in urging certain multiracial
policies, training for blacks, and major economic and political con-
cessions. He stated that the real standard of living of bll;,cks is rising
and that, although the black-white income gap is large, it is closing.
He observed that South Africans are skeptical of the lack of recogni-
tion accorded these changes by critics in the United States, especially
since all but three African states are one-party states or military
dictatorships. By contrast, he contended that South Africa has a
functioning three-party system for whites, with a restricted ballot
for blacks 1n their homelands, a free and independent judicial system,
and a free press. Mr. Chettle argued that it does not enhance U.S.
credibility to condemn South Africa while saying little about condi-
tions in nations like Uganda. According to Lff’r. %hettle, the issue in
Africa is not black and white rule, but rather between those who
respect free institutions and the process of democracy and those who
do not. He stated that the Uniteg States should recognize the process
of change that is going on in South Africa and, as far as possible and
bearing in mind that South Africa is an independent country, assist
that process.

With respect to the issue of foreign investments in South Africa,
Mr. Chettle argued that the United States should encourage American
firms to expand their contacts and investment in the country, increase
the opportunities for blacks, coloreds and Indians to improve their
education and raise their standard and of living, and help widen the
horizons of all South Africans. He criticized what he called the liberal
contradiction of urging “open windows” to Communist countries as
the best way to promote change while urging the isolation of South
Africa when isolation and lack of Western contact is a fundamental
part of South Africa’s problem.

In response to questions, Mr. Chettle made the following points:

No significant black leaders have called for an end to American
mvestment in South Africa, and any such withdrawal would hurt
the very African population 1t was designed to assist.

The United States has less leverage in South Africa than is com-
monly believed, and the effect on the South African economy of
withdrawal would be limited. This is because the United States has
a favorable balance of trade with South Africa: because it needs
access to certain raw materials; because disinvestment would cause
firms to sell out at low prices; and because they would be required to
purchase South African securities which would, in effect, support
the finances of South Africa.

U.S. firms in South Africa should, however, take steps to advance
the position of their black employees.

The Soweto riots were organized by students but not supported by
black workers.
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Prime Minister Vorster is a pragmatic conservative who will respond
to pressures if vital South African interests are not jeopordized.

Mr. Chettle saw continued progress toward ending racial discrimina-
tion in South Africa, althougE he heheves that separate development
will continue with the evolution of the homelands, but perhaps with
some provision for voting rights for the colored population and
urban blacks.

(¢} John De St. Jorre, Carnegie Endowment for International Peace;
New York, N.Y., September 8, 1977

Mr. De St. Jorre’s testimony presented an anslysis of white power
in South Africa. He stated that, unlike the situation in Rhodesia and
Namibia, the whites in South Africa have a legitimacy and a right to
be there that is recognized by Africans. He contended that white power
in South Africa is Afrikaner power, and that the Afrikaner forms a
white ‘“tribe’’ which has a cohesiveness and ethnic unity created by
three centuries of settlement, as well as a common language and a
common religion. He stated that in his research on South Africa he did
not give great significance to the English-speaking white community,
who, he stated, had influence in industry, commerce and in the founda-
tions, but not political power. Mr. De St. Jorre stated that this is
because the English-speaking community is numerically inferior to the
Afrikaners, it is politically conservative, and that the pragmatism of
Prime Minister &)orster has gained a strong Enghsh foﬁowing for the
Nationalist Party. He concluded therefore, that the Enghsh speaking
whites are not likely to take power or change the system.

Mr. De St. Jorre noted that within the ruling Afrikaner Nationlist
party, there are two basic divisions, the werligte (enlightened) and
verkrampte (narrow). He emphasized, however, that the verligle are
not to be equated with unadorned liberalism, nor should the verkrampte
be equated with reaction. Rather, in his view, verligfe equals openness
within careful limits, whereas verkrample includes right wing radical-
ism; he contended that both factions are directed at Afrikaner
self-interest.

According to Mr. De St. Jorre, the verligte faction is not really
an organized movement but a collection of individuals strong on
ideas and intellect but weak in power terms. However, when they
refer to change in South Africa, they do not mean change of the basic
structure of apartheid but rather change of pace, or change of di-
rection within the apartheid framework. Thus some members of this
group would support the development of a long-term federal or
confederal system which would make the homelands viable in economic
and social terms.

For the verkrampte, change has either gone too far, or it should not
be so rapid. For them, change is seen as the thin edge of the wedge,
and social and economic concessions today could become political
concessions tomorrow, It is the verkrampte faction which is strong in
politics and government.

Historically, the Afrikaner has stood against the sharing of political
power with any race, and for the greatest social and other separation as
possible, including from the English, whose economic and cultural

ower, rather than political strength, they fear. According to Mr.
%e St. Jorre, Prime Minister Vorster is a pragamatic conservative who
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bridges both groups, and he stated that, ironically, democracy within
the white community makes it difficult for Vorster to move faster
politically because he must take into account the Parliament and
right-wing factions of his party.

Mr. De St. Jorre also noted that white South Africans do not yet
really feel threatened, that there is no great movement for change
among whites, and that they trust Prime Minister Vorster. He stated
that the logic of separate development is federalism, but on what
terms, and he contended that the possible future political system in
South Africa could include a federation, a dictatorship, or a one-party
state. He concluded that the white community is not ready to deal
with the black community because it does not feel threatened and is
likely to continue to pursue the policy of separate development with
perhaps some modifications.

In response to questions, Mr. De St. Jorre made the following points:

The business community in South Africa is conservative, with the
top echelon being status quo-oriented.

Recent modifications of South Africa’s racial policies are seen as
major concessions by the whites; but not by the blacks.

While it is difficult to predict how South Africa would respond to a
withdrawal of foreign investment-—whether such action would cause
it to take a harder or softer line on racial issues—South Africa has
been orienting its economy toward self-sufficiency. However, although
withdrawal might not have serious economic consequences, it could
have important psychological or diplomatic effects.

Unexpected political events and pressures from outside might create
the most effective pressures for concessions on separate development.

The Kissinger contacts with South Africa could give credibility to
South Africa, and the United States should not make a deal with
South Africa for cooperation on Rhodesia because peaceful transi-
tions in Rhodesia and Namibia are in South Africa’s own self-interest.

A peaceful settlement in Rhodesia is unlikely because the white
commuuity is intransigent and the blacks are divided.

2. THE ECONOMY

(@) Joel Stern, President, Chase Financial Policy, Chase Manhattan
Bank, New York, September 9, 1977

Mr. Stern stated at the outset that the views he expressed were his
own and did not represent the views of Chase Manhattan Bank. His
testimony was a discussion of current economic conditions in South
Africa, its problems and the outlooks for the future.

According to Mr. Stern, the South African economy experienced
exceptional growth during the 1960’s, and that it is the most developed
and industrialized nation in Africa. Its raw materials include platinum,
gold, chromium, and diamonds. He attributed certain economiec diffi-
culties of the 1970’s to the failure of the Government to permit the
upward float of the South African currency, the Rand, and that,
because of this, a large a balance-of-payments surplus triggered in-
flation. As the price of gold rose, the inflation rate reached 12 percent
in 1976. Mr. Stern attnibuted the deficit in the balance of payments.
that occurred in 1976 to a combination of inflation and the fixed ex-
change rate, In 1975, the Rand was devalued, and the decline in the
price of gold exacerbated the balance-of-payments deficit.
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With respect to the outlook for South Africa for the next two to
four years, Mr, Stern testified that there were certain economic un-
certainties. He stated that the Government must implement policies
likely to permit competition of labor and production, and the foreign
exchange and capital markets must function freely. He contended
that the rate of growth of the money supply must be reduced, the rate
of growth in government spending on non-defense products must be
curtailed, and the Rand must be devalued, especially if the price of
gold does notincrease in the near future.

According to Mr. Stern, South Africa’s economic problems were
caused primarily by the failure to appreciate the Rand in 1971 as the
huge balance-of-payments surplus materialized, and this in tumn
produced high inflation rates as the money supply rose by more than
60 percent in three years. He stated that South Africa needed tight
tf"lscal and monetary policies without stifling fundamental economic

orces.

In response to questions, Mr. Stern made the following additional
polnts:

Trade is more important to South Africa than to the United States.

South Africa is reﬁlcta.nt tofollow deflationary policies because of the
effect it could have on black employment.

The American presence in South Africa is less important than com-
monly thought, because U.S. investment equals only 14 percent of
total foreign investment in South Africa, and in evaluating the effect of
withdrawal on the economy, one must focus on only that small sector.

The American participation in loans to South Africa is small, as
British banks provide the major loans. Most funds that are being used
to make loans internally are from deposits generated internally, not
from outside sources. :

U.S. banks have not substantially increased their lending to South
Africa as the primary source of loans has been through foreign govern-
ments which lend funds to the South Africa Government to support
the balance-of-payments problem.

U.S. firms in South Africa have been affected by recent demonstra-
tions only in the difficulty on the part of large industrial companies in
South Africa to obtain long-term credit on the open market.

There is not much U.S. investment capital flowing into South Africa
due to political uncertainty, the rate of inflation, and the likely
devaluation of the Rand.

The greatest U.S. impact on the South African economy could be
mede not through restrictions on investment, but in influencing the
price of gold, which is its major export.

U.S. mvestment in South Africa has been good for blacks, par-
ticularly in terms of the training and education they have gained as
it has given South African blacks a relatively high income compared
to the rest of Africa.

Blacks in South Africa do share the benefits of economic growth,
although not equelly, and Mr. Stern contended that the wage gap
hetween blacks and whites is narrowing.

He rejected the contention that there was widespread hostility
between the races in South Africa.
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3. BOUTH AFRICA’S FOREIGN POLICY

(@) Pauline Baker, Fellow, Rockefeller Foundation, New York,
September 9, 1976

Stating that she was pessimistic about peaceful solutions to the
problems of southern Africa, Ms. Baker testified she believed that the
southern Africa region was drifting toward major international war.
In her opinion, South Africa is the key to southern Africa and its
transformation. However, for the Afrikaner community in South
Africa, survival of the Afrikaner culture is the major goal, and to
achieve this, they have adopted a system of aparthied or separate
development. According to Ms. Baker, the aim of the Afrikaners’
domestic and foreign policies is their survival as a people in an area
threatened by black populations within and without. éjhe contended
that for the Afrikaner, change must be directed at this goal, and that
white survival is equated with white supremacy, which is the basic
political premise of the Nationalist Party ideology.

According to Ms. Baker, South Africa’s foreign policy reflects its
domestic insecurity. During the 1950’s and 1960’s, the Portuguese
colonies had acted as buffer states while South Africa maintained its
links with the West and developed economic relations with selected
black African states. However, the changes set off by the Portuguese
decolonization are still unfolding. Soutﬁ Africa now faces guerrilla
war along its borders and domestic disruptions, and, since 1974, it
has followed a dual policy of detente with black African nations in an
effort to gain time and acceptance by the West, while at the same time
it increased defense spending.

Ms. Baker contends that South Africa favors the recent U.S. in-
volvement in southern African affairs because it has given South
Africa a certain respectability and international status. She felt
that blacks, however, had a mixed view of U.S. involvement. While
they hope 1t could resolve the problems, they remain skeptical and
fear that U.S. policies may subvert liberation. They object to U.S.
opposition to foreign intervention in Africa which they see as a sov-
ereign prerogative that the United States has no right to oppose;
and they view the stress on transition to ‘“moderate’” states as an
arrogant attempt to introduce Cold War competition into Africa.

Ms. Baker contended that U.S. policy toward Africa miscelculates
African opposition to apartheid. She stated that black Africa sees the
United States as against foreign intervention, against Merxist regimes,
and against violence, rather than for majority rule, for economic
development, or for African nationalism,

According to Ms. Baker, the United States must show its identifica-
tion with African nationalism, and view South Africa as an instrument
to achieve certain objectives. She argued that the United States could
extract concessions from South Africe because that country now needs
the United States. It also should get a commitment from South Africa
to bring down the Smith regime in Rhodesia, and to include the South
West African People’s Organization (SWAPQ) in the discussions over
the future independence in Namibia.
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With respect to the issue of Namibia, Ms. Baker sees this problem
as one which could prove more difficult to resolve than that of Rho-
desia. This is because South Africa has greater interests in Namibia
and will not withdraw if it would produce a hostile enemy on its
borders, would require an abandonment of the white community, or
would jeapordize 1ts economic interests in uranium and diamonds.
According to Ms. Baker, South Africa seeks a transition in Namibia
that will institutionalize parity between blacks and whites rather
than majority rule. Basically, it seeks a moderate government with
substantial white influence. Ms. Baker contends that war will con-
tinue in Namibia until SWAPO is recognized. She characterized
SWAPO as a political rather than an ethnic party, and stated that
it is a generally flexible organization which i1s not Communist, al-
though 1t does have some Communist members.

With respect to Rhodesia, Ms. Baker testified that South Africa
would like a Rhodesian settlement, and that international pressures
are needed to move it in that direction because of internal right-wing
Oﬁ)position to any South African ““sell out” of Rhodesia. She said that
the only way to get South Africa to cut the lifeline to Rhodesia 1s to
point out that a prolonged war could bring outside intervention and
that an end to the war was in South Africa’s own self-interest. If
South Africa does not cooperate on the Rhodesian problem, Ms.
Baker contended that the United States will have to move closer to
sug;d)ort for liberation groups.

s. Baker supported the shuttle diplomacy of Secretary of State
Kissinger, although she was not overly optimistic over its outcome,
She pointed out the political importance of the United States to
Prime Minister Vorster and noted that this could be an inducement
to concessions. It was also significant that the front-line African states
have accepted the possibility of an American role. She stated that the

uerrilla movements are not in favor of foreign intervention in southern

frica, but that they would not reject it if it would be helpful to their
cause, They see the Cubans as less a threat to Africa than does South
Africa, because their intervention was for a limited operation. The
Soviet Union is seen by some Africans as more of a threat.

Ms. Baker concluded her statement by stating that South Africa’s
goal is to make South Africa safe for Afrkanerdom, that this conflicts
with the goal of African nationalism, and that the United States will
have to make a choice between the two sides. In response to questions,
Ms. Baker made the following additional points:

It is difficult to judge precisely the support SWAPO has in Namibia,
and that while it has strong support among the Ovambo, it is not
popular among the leaders of other ethnic groups. She stated it
would be erroneous to say it is the sole representative of the Namibian
people, although it is in a strong diplomatic position.

The politicaf system of the Transkei is highly dictatorial.

The 1dea of some form of Western compensation to assist a transition
in Rhodesia is of some interest, but it does not deal with the political
situation.

Legislative acts such as repeal of the Byrd Amendment, ending
tax credits to firms in South Africa and Namibia, and using U.S.
firms for social change should be adopted, although their main con-
tribution may be symbolic.



198

4. SOCIAL CONDITIONS

(a) Leonard Thompson, Professor of Hustory, Yale University, New
aven, Conn., Seplember 9, 1976

Mr. Thompson’s testimony was primarily a description of the social
implications of the South African system of apartheid which he
stated was based almost entirely on official South African data. It
was his contention that South Africa’s political system, based on a
system of racial divisions, permits the greatest co-existence of freedom
and nonfreedom in one country. He stated that in South Africa, o
person’s life prospects are inexorably determined by ancestry and
that the African, colored, or Asian has no prospects of moving into
the free community. He testified that social services, employment
opportunities, and political rights in South Africa are separate but
not equal, and that racial inequality is prescribed by law and enforced
by the police and the government bureaucracy.

Mr. Thompson totally rejected South Africa’s claim that its polic
of separate development is leading to a humane solution to IS)out
Alfrica’s racial policies, and he stated that the South African Govern-
ment can maintain its system only by force and that, as a result of
the recent disturbances; its capacity to do so is now in doubt. It was
his belief that any recent concessions made by the Government still
conform to the broad policies of apartheid, and that change is being
limited by the conservative white eFectorate. He stated that, although
it is now rather fragmented, the real opposition in South Africa
consists of illegal organizations such as tl:?e South African Students
Organization (SASO), the African National Council (ANC), urban
black and colored leaders, as well as some white church groups.

In response to questions, Mr. Thompson made the following
points:

The system of apartheid places hardly any restrictions on firms
iioing business in South Africa, as long as they confrom to the racial
aws.

U.S. firms operating in South Africa could be made to adhere to
fair employment code if legislation were passed by Congress.

U.S. firms have been attracted to South Africa by cheap labor.

There was a sense of urgency among the white community as a
result of recent events in South Africa, and there was deep hostility
among the races.

B. Uxitep StaTEs Poricy Towarp Soutr AFRIica

1. BACEGROUND ON TU.5. POLICY 1969—70

(@) Roger Morris, The New Republic, Washington, D.C.,
September 16, 1976

Mr. Morris stated at the outset of his testimony that he had
participated in the formulation of National Security Study Memoran-
dum 39 (NSSM-39) while he was a member of the National Security
Council (NSC) in late 1969-70, but that he had left the NSC
April 1970 and therefore had had no responsibility for the way the
policy was subsequently executed. According to Mr. Morris, the
factors involved in the NSC review of U.S. southern Africa policy
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and the development of NSSM-39 were the result of profound
bipartisan flaws i the conduct and organization of diplomacy. These
included bureaucratic disarray born among parochial, fragmented and
client-obsessed bureaucracies which had not put forward a coherent
policy toward Africa for a decade. Mr. Morris contended that as a
consequence, the State Department had wanted to keep its black
African client states from becoming restless; the CTA had desired to
continue its cozy liaison relationship with the white security forces
in South Africa; NASA had wanted to maintain its “Jim Crow”
tracking station; the Commerce Department had wanted to soothe
business chients; and the Pentagon had wanted to maintain access to
South African facilities. According to Mr. Morris, the bureaucracy
ultimately prevailed, and the African policy of 1970-1976, therefore
was the logical extension of what had gone on before.

According to Mr. Morris, policy was based on an appalling ignorance
of southern African history and politics within the Foreign Service,
and NSSM-39 was a result of this ignorance. He acknowledged that
the concept of ““tar baby”, as “option 2"’ of NSSM-39 became known
in the bureaucracy, with its effort to reduce pressures on the white
states in southern Africa and encourage racial mederation by diplo-
matic means and expanding contacts, was a flawed concept. He argued
that the biggest flaw in NSSM-39, however, was the assumption that
any reasona%)ly consistent, purposeful, and occassionally even subtle

olicy could be conducted by the largely chaotic and incompetent
Eureaucracy which runs U.S. African affairs. This bureaucracy, with
its same crippling approach and interests, is still intact and stands to
mock even the most creative efforts made by the Secretary of State
and Congress in the current African crisis.

A second major problem with the conduct of U.S. policy in the execu-
tion of NSSM-39 according to Mr. Morris, was the equally damaging
role played by the Kissinger/Nixon White House. The behavior of the
bureaucracy 1n evasion and fuzziness, was, in his view, mirrored at the
top. According to Mr. Morris, the Nixon White House operated with
both an abiding contempt for open policy and a thin veneer of raeism.
Yet, Mr. Morris contended, President Nizxon and then NSC chief
Henry Kissinger could also be sophisticated, knowledgeable, and con-
cerned about southern Africa, and that this duality and paradox mocks
simple-minded accounts of the White House policy role. However, when
it came to policy implementation of NSSM-39, Mr. Morris contended
that the V’Fhit.e House surrendered policy judgement and that ‘‘tar
baby’’ was reduced to a series of expedient moves to molify or enrich
various special interests at the expense of national interests.

According to Mr. Morris, a third factor to be considered in reviewing
NSSM-39 was the parallel incompetence, distraction, and ignorance
of the Congress, press, and public. He argued that the “tar baby”
policy survived for years because of contempt for and indifference in
the Executive Branch for Congressional Committees on Africa. No one
cared about Africa policy, and those who did were either uninformed,
and therefore posed no threat, or were co-opted. While Mr. Morris
expressed the hope that this situation in changing, he stated that the
problem of the divided Executive bureaucracy still remains.

In response to questions, Mr. Morris made the following additional
points.
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He supported the Kissinger “shuttle diplomacy” in Africa because
the stakes were so high and because a race war in southern Africa
could impact on the United States. However, he stated that U.S.
qualifications to negotiate in southern Africa are low because the
United States did not possess the moral authority.

The United States might be able to act as catalyst in bringing the
parties together, but shuttle diplomacy will only work if the protag-
onists want to negotiate, and a settlement cannot be imposed.

Secretary of State Kissinger is sensitive to racial questions and South
African history.

The logic of South Africa’s policy of separate development is the
creation of independent states like the Transkei; the United States
should not make the decision on whether partition should take

lace.

P The idea of a Rhodesian compensation fund reminded Mr. Morris
of the Mekong Delta plan, and he stated that the United States must
learn it cannot buy its way out of complex problems. He stated that
it will take local forces, not external money, to resolve the problems
of southern Africa.

The best insurance of avoiding the policy errors illustrated in the
implementation of NSSM-39 is to have qualified appointees making
U.S. Africa policy.

The Bureau of African Affairs at the Department of State still
tends to ignore officers with experience and knowledge of South Africa.
Secretary Kissinger has relied on those with experience in black Africa.
According to Mr. Morris, this is the same problem that existed in 1969.

The goal of NSSM-39 was based on tllle premise that, historically,
isolation produced a laager mentality in southern Africa among the
white regimes, whereas eras of preatest progress within the white
societies were coincident with eras of less pressure. NSSM-39 put
forward the concept that if the U.S. maintained contact on both
sides, it could play a mediating role.

While NSSM-39 included a policy of communication with black
Africans, it was primarily concerned with the principal target—that
of the isolation, bigotry, and parochialism of the white community-—
because, according to Mr. Morris, if you want peaceful change in
South Africa, you have to get the cooperation of the white population.
However, it was never implemented m o relevant way, and became a
rationalization for a number of actions by various bureaucratic and
special interest groups for pursuing business as usual.

“Tar baby” has not necessarily been proved wrong by subsequent
events.

The structure of decision-making in the bureacracy must be changed
to avoid parochialism and open it to the consideration of national
interests. This includes permitting entry into the Foreign Service to
people who are sensitive to human issues, giving Congress a proper
oversight role, and having a Presidential commitment to policy
implementation.

With no senior official responsible for U.S. African policy oversight,
the policy of the United States after NSSM—39 remained the same as
before the policy review,
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There is no conclusive evidence that economic development will
bring about changes in apartheid, and such a theory now is irrelevant
since the option of economic evolution is no longer available, given
the escalation of war in the region.

The United States does not have conventional economic, strategic
or political interests in South Africa, but it does have an interest in
the sense that the United States feels more secure with nations which
share our values.

(8) Donald McHenry, Carnegie Endowment for International Peace,
New York, N.Y., September 16, 1976

Mr. McHenry testified that he participated in the policy discussions
surrounding the adoption of option 2 of NSSM-39 in 1969 while he
was a Foreign Service Officer at the Department of State, and he
offered a somewhat different analysis of the policy process which
occurred at that time than the view presented by Mr. I1)10[;,er Morris.
According to Mr. McHenry, the problem was not the chaos of the
bureaucracy, but rather the fact that all the bureaucracies which had
failed to gain White House approval for their policies during the
Johnson Administration saw a new opportunity to shape policy with
the review ordered by the incoming Nixon Administration. In his view,
“tar baby” resulted from the adoption of all previously rejected
proposals. Mr. McHenry testified that he saw in the current Kissinger
diplomatic initiatives some of the same errors of methods and goals
which were exhibited in NSSM-39, and in his view, NSSM-39 ilus-
trated four characteristics.

First, it evidenced a lack of concern for Africa for itself and for the
just cause of suppressed black majorities in southern Africa. It also
indicated 2 tendency to subordinate African rights, and even long
term U.S. national interests in Africa, to global interests.

Second, the policy formulation of NSSM-39 was accomplished in
the greatest secrecy, and subsequently was kept secret, even from
State Department officials concerned with Africa, lest they and the
public oppose the new policy.

Third, ““tar baby’ represented the overwhelming influence of those
who had no expertise on African questions. In Mr. McHenry’s view,
individuals possessing African expertise had less influence than those
interested in selling planes, buying chrome, or in renewing military
contracts. It was this latter group who questioned the depth of the
African committment to liberation in southern Africa.

And fourth, the policy which flowed from NSSM-39 showed no
concern for the role of the United Nations.

In Mr. McHenry’s view, the Administration’s “new’ Africa policy
sliows a similar approach to policy because it was formulated with a
high degree of secrecy, and with many State Department people
excluded; because Secretary of State Kissinger has ignored those with-
in the Department with expertise on Africa; because the policy appears
more concerned with stopping Communism in southern Africa than
with resolving the racial problems which provide the basis for Com-
munist intervention; and because again the United Nations has been
ignored.
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While Mr. McHenry stated that he supported Administration efforts
to resolve the Rhodesian and Namibian problems, he stated that they
were more ready {or solution than the problem of South Africa; and he
argued that South Africa must be included as part of the entire
subregional problem. In his view, future U.S. relations with South
Africa should include the following points:

First, the United States should not confuse South Africa’s interests
with its own. South Africa seeks to install “moderate’” governments in
Rhodesia and Namibia to minimize pressures on itself, to buy time,
and to enlist Western aid against Communism. Mr. McHenry con-
tends that the U.S. interest in southern Africa is for rapid progress
toward racial justice, and that such a change would also assist our
interests in stopping Communism and in preserving our economic
interests.

Second, the United States should be careful that it does not provoke
criticism by providing assistance to South Africa. In his view, the U.S.
Government should set the example and he pointed to the incon-
sistency of a policy which permits the Export-Import Bank to provide
guarantees against political risk in South Africa—a nation whose poli-
tical structure Secretary Kissinger has said ‘“cannot last.”

Third, no U.8. action should lend comfort to the system of aparthied,
and the United States should announce early that it will not recognize
the Transkei.

Fourth, the United States should credit South Africa for any as-
sistance it provides for bringing about a peaceful resolution of the
Rhodesian problem, but, at the same time make clear to the South
African Government that it has not gained acceptance or respect-
ability as a result of it.

In response to questions, Mr. McHenry made the following addi-
tional points:

The reason the Transkei should not be recognized is because it was
created by the South African Government without consulting with
the African majority. However, if Africans agreed to partition of the
country, then it could be acceptable.

The Secretary of State has not addressed the problem of South
Africa although, because they are all so intertwined, it cannot be
isolated and treated separately from the problems of Rhodesia and
Namibia.

The United States should not take sides between liberation groups
in Rhodesia or with SWAPQ in Namibia.

He supported economic and humanitarian assistance to the nations
in southern Africa affected by the recent crisis.

NSSM—39 had evidenced flaws from the start, and it would not
have worked even if there had been a conscientious effort to imple-
ment it.

In the formulation of NSSM-39, Mr. McHenry contended that
Secretary of State Kissinger was not interested in Africa. Kissinger
sought a policy which would provide some kind of overall formula for
determining how the United States should react to problems in south-
ern Africa because he did not want to be bothered with the endless
decisions required by the existing flexible policy.
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There were serious problems of a deliberate lack of coordination of
African policy between the Department of State and the White House.
In Mr. McHenry’s view, the State Department was frequently ignored
and omitted with the result that the %e artment was often undercut
by the White House in the conduct of relations with African states.

The policy resulting from NSSM-39 may have had the effect of
encouraging Portugal to retain its African territories longer than it
might have, and this factor has hurt present credibility as a negotiator
in that the United States is not perceived to be a neutral party, or as
concerned with racial justice in Africa because previous U.S. interest
has focused on global issues.

On the issue of investments in South Africa, Mr. McHenry stated
that U.S. firms already are situated there and economic disengage-
ment is unlikely. He stated however, that American firms have not
exhausted the possible ways which exist within the law to improve the
economic and social conditions of their African employees.

Mr. McHenry recommended that there be no new investment or
expansion of current firms in South Africa.

hile U.S. economic and strategic interests in South Africa are
minimal, the United States does have an interest in peace and in
justice in that country.

(e) Edunn S. Munger, Professor of Political Geography at the California
Institute for Technology, Pasadena, Calif., September 16, 1976

In his testimony, Mr. Munger declared that a constructive U.S.
policy toward South Africa must be based on a clearer perception of
the forces at work within the dominant white oligarchy of South
Africa, and he stated that he wanted to destroy four shibboleths con-
cerning Afrikaners.

First, in recent years, both Africans and Afrikaners have changed
and U.S. policy cannot be based on old stereotypes. Mr. Munger
observed for example, that laws against interra.ciﬁf IAaITiage are No
longer supported by the majority of the Afrikaners and that most
existing discriminatory legislation is likely to be repealed because most
of it flows out of the racial philosophy upon which the Mixed Mar-
riages Act was based. He noted that, in the United States, legislation
against interracial marriages in the state of Virginia was repealed only
ten vears ago.

Second, ethnic tensions in South Africa exist within the black com-
munity as well as between blacks and whites.

Third, South Africa is not a Nazi police state nor the most repressive
State in Africa. Mr. Munger argued that it is racist to act as though
black lives and black liberties in the rest of Africa are unimportant.
He argued that U.S. policy must be even-handed on this issue and that
the Ugnited States should not single out South Africa while ignoring
Uganda. He observed that the press in South African has more freedom
than in the rest of Africa, and that there exists and independent judi-
ciary which has often returned verdicts against the Government.

Fourth, Mr. Munger sought to correct the idea that the African
“homeland’” leaders are less concerned with the welfare of Africans
than those who preach violence. According to Mr. Munger, the home-
land leaders are not stooges or ‘“Uncle Toms” and that because they
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LETTER OF TRANSMITTAL

TeE LiBraARY oF CONGRESS,
CoNGRESS10NAL RESEARCH SERVICE,
Washington, D.C., October 3, 1977.
Hon. Dick CLARK,
Chairman, Subcommitice on African Affairs
Washington, D.C.

Dear Mg. CHAIRMAN: T am pleased to submit this report entitled
“International Credit and South Africa,” in response to your request
of Oct. 1, 1976. The report identifies international credit flows to
South Africea and assesses the importance of such credit to that
country.

The report finds that international credit filled the gap in foreign
exchange financing—which South Africa needed during 1974-76
to cover its increased expenditures for oil and defense imports and
new infrastructure projects—and thus directly supported the South
African Government in its desire for greater economic and strategic
self-sufficiency.

The report further suggests that continued access to international
credit has become & grave issue for South Africa. During the first
nine months of 1977 international banks have all but ceased granting
medium-term loans to South Africa as a result of (1} political demon-
strations against apartheid which have increased credit risk, (2)
banks having approached their lending limits to South Africa as a
result of the large commitments made during 1974-76, and (3)
economic factors relating to the effects of economic recession in South
Africa. It would appear that continued access to international credit
will continue to be important for the South African Government,
though not necessarily decisive, if it is to create the conditions and the
confidence needed to support viable solutions to its political and
economic difficulties.

This study was prepared by William N. Raiford, Analyst in Foreign
Affairs, Foreign Affairs and National Defense Division, of the
Congressional Research Service,

Sincerely,
GiLBERT GUDE, Director.

Enclosure.

(17)



204

work within the South African system does not mean that they have
been co-opted. According to Mr. Munger, the United States should
recognize the Transkei homeland when it is granted independence in
October 1976 and encourage investment in it to reduce its dependence
on South Africa.

Mr. Munger stated that he was optimistic that the Windhoek Con-
ference on Namibia, which was organized under the auspices of the
South African Government, could provide a positive model for South
Africa itself if it produces a peacefu]i’ transition to African rule. War in
Rhodesia, on the other hand, might have a negative impact on white
South Africans and could make them more unwilling to make con-
cessions.

In response to questions, Mr. Munger made the following additional
points:

He supported the Kissinger diplomacy in southern Africa because
the price of chaos is too high.

TII;e urgency of the South African problem is not as great as news
reports would indicate and many options exist for organizing South
Africa than the media, which tends to oversimplify, would indicate,
including a possible confederal system.

The problems of Namibia and Rhodesia must be solved before that
of South Africa because South Africa needs & positive model.

U.S. aid to Rhodesia could usefully contribute to stability and
ﬁevent a mass exodus of whites which has occurred in Angola and

ozambique.

He favors recognition of the Transkei and U.S. investment in that
state to increase jobs and education.

He rejected the idea that the U.S. political system is the only one
suitable for South Africa.

He believes that U.S. firms should take steps to improve the work-
ing conditions of their African workers in terms of training, housing,
education, and pay, but he argued that this should not be achieved by
legislation govermng excess profits or tax credits.

The United States should clearly inform Afrikaners that the U.S.
objective is not for their destruction, but rather for opening opportu-
nities and racial justice for black Africans. _

Black Africans do not want to see the withdrawal of U.S. invest-
ment from South Africa, but they do want to see U.S. firms do more
in terms of improving working conditions.

The United States has no interests in South Africa which should
cause it to betray the moral, humanitarian, and philosophical interests
that lie at the core of what the United States is all about.

(@) John Marcum, Provost, Merrill College, University of California,
Santa Crusz, Calif., September 16, 1976

According to Mr. Marcum, the Administration has not learned
lessons that should have been derived from the U.S. policy setback
which occurred in Angola.

In his view, the goals of U.S. policy which were outlined during 1976
by Secretary of State Kissinger, are disturbing. According to Mr.
Marcum, recent Administration statements suggest a theme that
indicates the United States is still choosing sides, and, in his view,
the integrity of U.S. policy in undertaking peace efforts in Southern
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Africa would be enhanced if the United States were seen as even-
handed. In his view, continued expressions of concern about “radicals”
taking power; concern with global as distinct fromn regional issues; the
congruence of U.S. and South African interests in seeing ‘‘moderates”
taking power in Rhodesia and Namibia; and the overall impression
generated by the Administration that we are mainly concerned with
whites—all these factors have undercut U.S. cradibility as a mediator.
Mr. Marcum’s basic thesis was that the effectiveness of U.8. policy is
related to its integrity and credibility and that it is still wanting on
those matters. For example, he pointed out that the Byrd Amend-
ment permitted the importation of $43 million in chrome and ferro-
chrome from Rhodesia—which is the equivalent of about one-half of
the Rhodesian defense budget—and yet the Ford Administration had
not effectively lobbied for repeal of the Byrd Amendment.

According to Mr. Marcum, it is proper for the United States to have
a preference for peaceful change or moderate governments in southern
Africa, but he questions whether the United States should seek to
“shape events” in that region or whether it should decide that certain
groups are our enemies and others are our friends. He stated that
while there was a time when the United States might have made
constructive initiatives in Rhodesia and Namibia, the time now may
have passed; at present, there is a danger that the United States
might get embroiled to the point where it commits itself to one agree-
ment in Rhodesia that could draw opposition from the guerrilla
leaders. Mr. Marcum expressed the fear that the United States
could be entrapped by a policy in which Washington might feel it
has to protect its investment in a “moderate’ solution, and he warned
that the United States must make no commitments that would cause
it to support “our’” moderates against “themr” radicals.

With respect to South Africa, Mr. Marcum argued that that coun-
try is in the process of accelerating its partition policy of the “home-
lands”, in order to divest itself of its racial probYem, and that South
Africa has rejected the goal of a single common society. In his view,
U.S. policy will either help reinforce the pressures for change within
South Africa or reinforce South African resistance to change. In
his view, current U.S. economic relations reinforce the South African
system of apartheid, and therefore should be modified, taking to
account the following three points:

First, the United States should accept the limits of its own ability
to shape change within South Africa and accept the possibility that
even t]ie wisest U.S, policy cannot help save white South Africans
from themselves if they refuse to abandon white supremacy.

Second, the United States should eschew self-righteous morality in
relations with South Africa and concentrate on restoring integrity to
U.S. policy.

And third, the United States should give high priority to the elabora-
tion of overall policy goals and guidelines designed to bring coherence,
credibility and maximum effectiveness to American policy.

Within this framework, Mr. Marcum argued that the United States
Government should take the lead in implementing a policy designed to
convert the $1.5 billion in American enterprise already in South
Africa into a positive force for social change, and to limit or guide any
future financial, scientific, or technological inputs into South Africa
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in a way which insures they conform te the principles of respect for
human rights.

In his view, this could be done through the following:

1. The President could convoke the heads of the 20-25 major
American companies which control 90 percent of U.S, investment in
South Africa and mandate them to come forth with progressive
policies with respect to wages, training, and unions, etc.

2, The United States could use taxation, licensing, contracts, lend-
ing, and other public power means to oblige American corporations
with investments in South Africa to conform to principles of racial and
social justice in South Africa. For example, excess profits produced
by cheap labor could be returned to black employees through wages,
and training and benefits.

3. The Administration could use the Office of the President to
inform and educate Americans about the need to dissociate from
South Africa and to establish a “watch dog” committee to coordinate
U.S. African policy between the Departments of State, Treasury,
Commerce, Defense, etc.

4. Above all, the United States must not try to impose any “made
in America” solutions upon African problems. Rather, it should
avoid any action which would encourage or legitimize the fragmenta-
tion of South Africa. It should follow the guidance of the Organization
of African Unity on such questions as recognition of the Transkei.

In response to questions, Mr. Marcum made the following addi-
tional points: o

It is better for the United States to negotiate through the leaders
of the “front-lme"” states rather than to negotiate with individual
liberation leaders. In his view, the meeting between Secretary of
State Kissinger and Rhbhodesian nationalist leader Joshua Nkomo
gave the impression that the U.S. prefers Nkomo, at a time when it
1s imperative that the United States must not decide that one group
is “radical” or an enemy of the United States.

With respect to the idea of a compensation fund for Rhodesia, he
believed that if it were supported by all factions, it would be a good
idea; but that if it were opposed by any faction, the United States
should not commit its prestige.in supporting it against those who may
not like it. . ‘ o

U.S. economic and technological ties with South Africa reinforce
the system of apartheid and the U.S. must now use whatever leverage
it has in attempting to bring about changes in South Africa and to
convert our involvement toward altering its consequences.

The United States does not have important economic or strategic
interests in South Africa, but it does have an interest in preventing
South Africa from becoming a cold war zone and in acting responsibly
according to our principles.
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2. U.8. POLICY: TWO CONGRESSIONAL VIEWS

(@) Steven J. Solarz, Representative in Congress, State of New York,
IR - September 30, 1976 Lo :

Congressman Solarz testified that Africa was one of the areas of
the world where the United States had interests at stake, but about
which both the Congress and the American people are not well in-
formed. He stated that if negotiations with respect to Rhodesia are
successful, it would be an American diplomatic triumph. He stated,
however, that there remained many obstacles to be overcome and
that there were still widely differing interpretations of majority rule
among blacks and whites, as well as different views concerning the
orgarnization of a mejority-rule government. He stated that Rhodesian
Prime Minister Ian Smith had agreed to “responsible majority rule”
and thet this probably differed from the view-of the black nationalists.
He stated that if negotiations on Rhodesia fail, the United States
should adopt the following courses of action:

First, the United States ought to identify more actively with the
liberation groups than it has in the past, although, in view of the
factionalism within the nationalist movement, it would be a mistake
to chose sides. Nevertheless, if the United States does decide to
provide them with any assistance, it should be funneled through the
Organization of African Unity.

Second, it would be a mistake to become involved militarily if war
escalates, but short of military involvement, there is more the United
States could do to translate its rhetorical commitment. to majority
rule into specific support for the liberation movements. Mr. Solarz
stated that the United States should supply substantial humanitarian
and economic assistance directly to the liberation movements rather
than through the front-line states, and he cited that there were 20,000
Rhodesian refugees in Tanzania and Mozambique. In addition, he
suggested. that the United States should provide funds {or a Zimbabwe
Institute to train Rhodesian nationalists for economic, administrative
and governmental responsibilities along the lines of the U.N.-sponsored
Namibia Institute. In addition, the United States should repeal the
Byrd Amendment which in his view, is a test of the American com-
mitment to majority rule.

Turning to the question of South Africa, Congressman Solarz
warned that in the course of inducing Prime Minister Vorster to
pressure Jan Smith into accepting majority rule, the United States
should do nothing to sell out the interests of the 18 million South
African blacks. He stated that South Africa should be induced to
cooperate on the basis of its own interests, not because of any American
diplometic concessions. In his view, South Africa is like a volcano on
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the verge of eruption and based on a recent visit, he contended that
it was the most repressive regime he had ever encountered. He rejected
the view held by some analysts that South African society is more
durable than that of Rhodesia, and suggested that the situation was
likely to degenerate sooner in South Africa because of the psychological
impact Angolan and Mozambican independence has made on the
South African black community, and because of the intransigence of
the white population. In his view, it is important that the United
States assure African nations that it will support South African libera-
tion as well as that of Rhodesia and Namibia. He observed that while
it is possible to conceive how the ‘‘homelands” policy of South Africa
could be a theoretically acceptable solution to racial tensions had it
been accepted by the black population, the indications instead are
that most blacks, particularly urban blacks, have rejected the home-
lands system.

In response to the current situation in South Africa, Congressman
Solarz recommended the following policies:

First, the United States should not extend any dipolmatic or other
type of recognition to the Transkei that would be interpreted as an
implicit endorsement of the homelands policy. He noted that a sub-
stantial majority in the House of Representatives had voted in favor
of a resolution against recognition of the Transkei.

Second, the United States should vigorously enforce the arms em-
bargo against South Africa. He noted that, although he had not been
shown any evidence, many blacks in South Africa were convinced that
American arms were getting into South Africa with the covert, if not
overt, cooperation of the United States Government.

Third, the United States ought to view American investment as a
Eot-ential lever for change in South Africa. From discussions with

lack leaders he observed that there was an almost universal con-
viction among them that it would be a mistake for the United States
to withdraw, but they thought U.S. investment ought to be used
constructively to create opportunities for blacks. In his view, the only
way the United States can politically and morally justify the continu-
ation of American investment in South Africa 1s to use it to create
opportunities for blacks that they otherwise would not obtamn. He
suggested that legislation be considered to establish a commission to
study conditions of employment in U.8. firms in South Africa with a
view toward returning to Congress with recommendations for legisla-
tion or administrative regulations designed to make American invest-
ment in South Africa contingent upon the adoption of progressive pay
and personnel policies.

Congressman Solarz testified that he felt there was still time for the
South African Government to make the kind of concessions which
would ensble a truly multi-racial society to emerge in South Africa,
and that successfu]f negotiations on the Rhodesian issue could
strengthen the forces of reason and rationality within white South
Alfrica. He concluded his statement by observing there are obvious
limitations on the ability of the United States to affect the future
course of events in South Africa, it would be a mistake to become in-
volved militarily in any way. However, he did believe that the United
States could move with the tide of history rather than against it, and
that the United States do more than it has done in the past to identily
with the forces of change and freedom in southern Africa.
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(b) Hon. Andrew Young, Representative in Congress, State of New York,
September 9, 1976

Congressman Young articulated the thesis that in southern Africa,
the United States must decide whether it is to be on the side of white
supremacy or struggling independence. According to Congressman
Young, the recent ferment in southern Africa cannot be attributed
to outside Soviet influence. Rather, it emanates from indigenous
sources, and the dominant movement is self-determination. The
United States has allowed its options in southern Africa to deteriorate
over the past ten years and in order to correct this, it must recognize
and support the movement toward self-determination because
American morel and economic interests lie with black Africa. He
cited, for example, that the volume of trade with Nigeria is twice
that of trade with Soviet Africa, and that the United States will be
forced to choose between either white-ruled governments or black
Africa in terms of investment and resources. In his view, the United
States should be on the side of mdependence in southern Africa,
because this is also in the interests of the white community, whereas
the best way to bring about violence in that region would be to
continue to support the white governments.

Congressman Young stated that the United States should begin
revising 1ts southern Africa policy by recognizing the Popular Move-
ment for the Liberation of Angola (MPLEI)1 Government in Angola.
He stated that when relations with Mozambique, Zambia, and
Tanzania, become stable and positive, the United States will have the
bargaining chips it needs to see Rhodesia and Namibia undergo
some rational transition. With orderly transitions in these two coun-
tries, he stated he believed that the survival of freedom and democracy
in southern Africa would remain a possibility.

With respect to South Africa, Congressman Young stated that he
believed past U.S. policy had contributed to a positive climate for
investment in that nation, and that now distinct steps should be
taken to say to the American business community that the interests
of the United States are such that the U.S. Government can no longer
give any support, either by tax incentives or tax credits, to the
investment of funds, resources, or technology in the white regime of
South Africe. Without the support of British and American benks,
the South African Government would be unable to continue its
polictes. In Mr. Young’s view, the beginning of that kind of respect-
ful relationship with the forces of freedom would encourage the
forces of freedom within the black and white communities. The
hardliners are in control in South Africa because good people are
doing nothing and feel no support for policies of accommodation.

In response to questions, Congressman Young made the following
additional points:

He supported the ‘‘shuttle diplomacy” of Secretary of State
Kissinger although he thought it was too late, too little, and was not
very optimistic about its outcome.

In his view, South Africa should be seen as a disruptive {orce in
southern Africa and he {elt that the Rhodesian and Namibian problems
could probably best be resolved without South African assistance.
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South Africa is still basically non-violent, and the recent demonstra-
tions were not riots, but peaceful protests in which unarmed partici-
pants were fired upon by the police.

The front-line states see the United States as a force for economic
development and recognize that the U.S. record on humanitarian aid
is good, and they would reject Soviet assistance if they had other
options. :

pHe recommended that Secretary Kissinger meet with the real
black leaders in South Africa, including those in detention.

The issues of freedom in southern Africa cannot be negotiated
piecemeal; 1.e., the problem of South Africa cannot be ignored while
negotiations continue on Rhodesia. : '

8. U.8. POLICY: TWO EXECUTIVE BRANCH VIEWS

(a) Stephan M. Minikes, Senior Vice President, Export-Import Bank
of the United States, Washington, D.C., September 28, 1976

Mr. Minikes testified about the policies of the Export-Import Bank
with respect to the facilities available for assisting private capital in
supporting U.S. exports to South Africa.

e stated that the Export-Import Bank operates under legislative
mandate to facilitate U.S. exports by supplementing the private
capital markets, filling in where the private market leaves off, as long
as there is a reasonable assurance OF repayment. The Bank operates
on a self-sustaining basis and carries out its functions as part of the
United States Government and within the context of existing foreign
economic policy. The Bank sees its role as using its resources to assurne
commercial and political risks that exporters or private financial insti-
tutions are unwilling or unable to take, and that it does this through
two categories of programs: guarantees or credit insurance for trans-
actions financed by the private sector; and those in which the Bank
provides direct loans in eonjunction with the private sector.

Mr. Minikes testified that since 1964, Administration policy has
precluded the Export-Import Bank from extending direct loans to
South African buyers of U.S. goods and services. In addition, the
Export-Import Bank does not support U.S. export sales to Namibia
under any of its programs. The Bank does provide however, guarantees
and insurance for privately financed U.S. export sales to South Africa,
and it will agree to diseount for U.S. commercial banks, obligations
of U.S. exporters relating to sales to South Africa of up to $2 million
per transaction,

Mr. Minikes stated that under the Financial Guarantee Program,
the Bank guarantees repayment by the borrower of loans made by
private lenders to facilitate U.S. exports. Mr. Minikes stated that,
since February 1975, the Bank had authorized financial guarantees
totaling $95.5 million in support of approximately $170 million in ex-
port sales to South Africa, and that these were principally in favor of
the Private Export Corporation. (PEFCO0).!

1 Mr, Minikes described the operation of PEFCO in this way: A commercisl bank or exporter would
submit an applieation to the Export-Import Bank for » guarantes, and if the Bank approves, a finaneial
guarantee would be authorized whieh the commercial bank or exporter would take to PEFCO. They
would request PEFCO to provide a loan in the amount of the guarantees, and if PEFCO accepted, the
commercial bank or exporter then requests Export-Import Bank’s financial approval of PEFCO’s partici-
pation. Only if the Export-Import Bank approved all aspects of the transaction, including the terms and
interest rate, would PEFCO actually provide the credit, which in effeet gives the Export-Import Bank
an absolute veto over PEFCO loans. The borrower would then pay the PEFCO loan at the normal mtes,
as well as the Expert-ITmport Bank’s customary fee for finaneial puarantees.
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Mr. Minikes said that PEFCO had been founded in 1970 by & group
of commercial banks and industrial corporations with Export-Import
Bank cooperation for the purpose of mobilizing additional private cap-
ital toward financing U.S. exports, principally those requiring long
terms. The corporation is owned by 55 banks, seven industrial cor-
porations and one investment banking firm. Mr. Minikes testified that
there is no limit on PEFCO loans, and that, for South Africa, they
have ranged from $2.7 million to $49 million per transaction. In addi-
tion, PEFCO has made about $108 million worth of loans in support
of U.8. exports to South Africa, which represented about 10 percent
of PEFCOQ’s worldwide operations.

By means of the discount loan program, and through the issuance of
an advance committment providing standby assurance to a commercial
bank which has purchased an export obligation and received an ad-
vance commitment, at any time during the life of obligation, the Bank
would discount up to 100 percent of the outstanding balance at a fixed
rate of interest. Mr. Minikes stated that under this program the
Bank’s aggregate committments to South Africa from 1971 to August
1976 totaled $117 million. Under the Bank guarantee program, which
guarantees repayment of medium-term export obligations acquired by
U.S. banks from U.S. exporters, only $4 million went for loans to
South Africa out of a totalf of $579 million worth of authorizations in
recent years. Under the Credit Insurance Program, in which the
Export-Import Bank reinsures part of the commercial risks for the
Foreign Credit Insurance Association ? and provides all of the political
risk coverage, $26.1 million was authorized for medium-term insurance
and $115.7 million in short-term shipments were covered on U.S.
export sales to South Africa out of a program of $3.5 billion.

r. Minikes testified that for national policy reason, 100 percent
financing, not direct lending; that U.S. Government policy with
respect to Export-Import Bank support of exports to South Africa is
reviewed regularly at the highest level of government; and that after
every recent review, it has been determined that the direct loan pro-
hibition should remain intact because the United States strongly dis-
approves apartheid policies. He stated that the United States will con-
tinue to use its influence to bring about peaceful change, equality of
opportunity, and basic rights to South AfIr)ica. At the same time, U.5
policy is based on the premise that commercial channels to South
Africa should be kept open and that a U.S. competitive position be
maintained.

In response to questions, Mr. Minikes made the following additional
points:

The Bank has been very cautious in guaranteeing or insuring other
than short- and medium-term credits to South Africa;

The total Export-Import Bank exposure in South Africa, in terms of
its guaranteed insurance and discount loan program, has increased
from 1971 to 1976. He stated that this change had occurred because
South African policy now forced purchasers of foreign goods to source
as much of the necessary financing from overseas and because of the
perception of increased risk.

1 The FCIA is nn association of abont 54 of the leading U.8. casualty insurance companies which insures
export credit provided by the private asctor against normal, commereial risks.
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Recent demonstrations in South Africa have affected Export-Import
judgement on credits coming into the Bank. However, any political
gecision on loans to South Africa would be made by the Department of

tate.

PEFCO has a memorandum of guarantee from the Export-Import
Bank which states that if the cost of money rate is greater than the
rate quoted in the transaction, Export-Import Bank will, at its own
option, provide the funds for PEFC()’s participation in a loan. Mr.
l\ginikes acknowledged that this could mean that the Export-Import
Bank would provide {unds to PEFCO for its loans, although he stated
that this had never happened.

Mr. Minikes stated that he believed the Export-Import Bank
restrictions on its exposure in South Africa had had an impact on U.S.
economic relations with South Africa, although he could not quantify
it, and he was unfamiliar with an NSC estimate that such restrictions
had cost about $50 million-worth of American business.

(b) William D. Rogers, Under Secretary of State for FEconomic Affairs,
September 30, 1976

Under Secretary Rogers testified on U.S. interests in South Africa,
the policy implications of recent developments in southern Africa,
and the purpose of Secretary of State Kissinger’s efforts at ‘‘shuttle”
diplomacy in Africa. He stated that during his trip, the Secretary of
State had sought to explore whether the United States could play a
constructive role in the search for peaceful solutions to the crsis in
Rhodesia and Namibia. When the trip began, the prospects were less
than favorable, but some progress had been made on the problem of
Namibia and there was now a possible breakthrough on Rhodesia
toward majority rule in two years. He asserted that these two develop-
ments were directly related to South Africa, and that South Africa had
assisted in the negotiations.

Under Secretary Rogers stated that the American effort in southern
Africa was not designed to estahlish a sphere of influence for the United
States, nor was it designed to place our own nominees in power in
Rhodesia and Namibia. Rather, it aimed at providing a peaceful
alternative to violence or racial wars in southern Africa that could be
an open invitation for foreign intervention and the radicalization of
all of Africa. Mr. Rogers stated that a race war in that region could
polarize international relations throughout the world, poison the
atmosphere, and inflame passions in the United States. He stated that
the United States could not impose a final solution, but could assist in
finding African solutions to these problems at the negotiating table.

Mr. Rogers stated that the problems of Rhodesia are highly complex
and incluged many parties—the British, the United States, South
Africa, the nationalist leaders and the front-line states, but that the
path was open for a peaceful resolution by the various parties through
negotiations. The international community could cooperate by means
of an international fund to ease the shock of transition to majority rule,
but he emphasized that the program would not be a plan to buy out the
holdings of anyone in Rhodesia.

According to Under Secretary Rogers, U.S. efforts to resolve the
Rhodesian and Namibian problems would not dilute American efforts
to influence developments in South Africa, and he observed that a
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peaceful resolution of either of these problems could have a positive
effect on South Africa.

On the question of South Africa, Under Secretary Rogers noted that
South Africa plays an important role in the world economy, that it
was located on the crossroads of the Cape of Good Hope, one of the
major trade routes used daily by Western nations, and that 1t is a source
of valuable raw materials. IYIe stated that U.S. economic investments
in South Africa amount to a little more than 1 percent of total U.S.
overseas investrnents, and that the United States exported about $1.3
billion worth of goods in 1975 to South Africa and imported about
$850 million. Soyth Africa was an important, but not vital, source of
variety of essential materials such as antimony, manganese, vanadium,
chromite, and platinum. Mr. Rogers stated that U.S. strategic interests
in South Africa are modest, and that, despite its location between the
Atlantic and Indian Oceans, the United States has determined that use
of South African port facilities was not now vital to U.S. defense needs.
A tracking station near Johannesburg is maintained on a standby
basis, and the U.S. Air Force South Atlantic Test Range is used only
infrequently.

Under Secretary Rogers stated the United States has made it clear
to the South African Government that it views apartheid as both
an unjust and unwise policy. No system that leads to periodic up-
heavals and violence can possibly be just or acceptable, nor can it
last. Without pretending to have solutions to South Africa’s complex
problems, the United States intended to use its influence to bring
about justice and equality.

Under Secretary Rogers said he agreed with other witnesses wlo
testified about the positive effects that American firms committed to
enlightened business practices could have on developments in South
Africa. He stated that it is important for American business to con-
tinue to reflect the principles of the United States in their operations,
and he believed that this could be done despite the existence of insti-
tutionalized racial discrimination; it presently was U.S. policy to
encourage American businessmen to take positive steps to enhance
the well-being of their black employees. He also stated that exchange
programs with a broad cross-section of the South African population
and communication with South Africans were important if change is
to occur. The Administration opposed the isolation of South Africa
and felt that the exclusion of South Africa from the United Nations
would harm both South Africa and the international organization.
Mr. Rogers stated that Africans had urged the United States to use
its mnfluence with South Africa to assist progress in Rhodesia and
Namibia, and South African cooperation on these issues had not been
secured by any trade or other concessions.

In response to questions, Secretary Rogers made the following
additional points:

The five points announced by Rhodesian Premier Ian Smith on
September 24, 1976, in which he agreed to majority rule within two
years, should not be characterized as Secretary Kissinger’s proposals.
Rather, they were proposals that arose out of a considerable process
of consultation with Great Britain, South Africa, and the African
front-line states before the Secretary of State met with Tan Smith.
While he did not want to add any additional explanation on the
proposals, Mr. Rogers stated that the points announced by Ian
oSmith correctly represented the views of the United States.



PREFACE

The purpose of this paper is to identify the flow of international
credit to the Republic oPSouth Africa (hereinafter called South Africa)
and assess its importance to that country.

The first section identifies the institutions which are suppliers of
international credit to South Africa and specific agreements between
these institutions and borrowing entities.

The second section relates the flow of international credits to South
Africa’s economic program and performance, focusing on the 1974-76
period. Although time and data constraints permit only partial
identification of specific credits and their utilization by known entities,
there are sufficient data available to make estimates within orders of
magnitude which indicate the relationship between these credit flows
and the economy of South Africa.

The third section assesses South Africa’s strategy for adjusting to a
sharp cutback in its access to international credit m 1977 in conjunc-
tion with its more normal international credit requirements and as the
economy moves into its fourth year of economic decline.

Of the numerous people who contributed in various ways to this
study particular thanks are extended to Mr, Vilay Soulatha, former
Chief of National Accounts in Laos, who gathered much of the trade
and national accounts data, prepared some of the Tables and offered
helpful suggestions; to Miss Win Armstrong, International Economist
from New York City, who offered encouragement, insights, and
materials otherwise difficult to come by; to CRS colleagues Mr. Jim
Robinson and Mr. Vladimir Pregelj for scrupulous review; and to the
dozen senior officials in charge o% South African matters for public and
private financial institutions, whose interviews were most helpful in
providing perspective on the data. The presentation and conclusions
are, of course, those of the author.

(19)
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He would not provide an unequivocal answer in response to the
question of whether the five specific points had been cleared with the
front-line states or whether they had been discussed only in general
terms. Rather than try to construct the detailed history of the con-
versations leading up to the Smith announcement, it was best to
maintain a tactful ambiguity in order to allow the negotiating process
to proceed.

He believed that Britain would subsequently assume the major
initiative on Rhodesia and that the United States role would be to
su[ﬁlort British efforts at negotiations.

The front-line states were in basic agreement with the proposals
outlined by Smith, and on that basis a conference was being organized.

The idea behind the economic guarantee plan is to organize the
international community toward providing support to ensure that the
process of transition to majority rule would not have a devastatingly
destructive economic effect on Rhodesia. The international community
should be prepared with real resources to take advantage of the
opportunities t]i‘)nat peace and the end of the sanctions program would
create. According to Under Secretary Rogers, this would involve con-
ventional aid projects, and technical assistance. The international
community could also underwrite committments which the new
Rhodesian government will make, such as those with respect to what
an emigrant can take out of Rhodesia by way of liquid holdings. Such
a plan should be structured so the Europeans do not believe they
have no future and that they must leave the country as soon as
possible—an occurrence which could produce massive decapitaliza-
tion. At the same time, a plan should not create an incentive to leave
by creating windfall profits.

He stated that the Administration would not move out in front of
Congress on the Rhodesian aid proposal and that there would be
consultation.

The Rhodesian aid program would not be solely a venture for the
public sector and he believed that the private sector would have a
major role as the creator of needed jobs.

"The United States does not seek to affect the structure or ideological
base of “radical’”’ states such as Mozambique even if they are organized
on a basis of principles different from our own.

The Um'te(f States opposes foreign intervention or an attempt by a
foreign power to determine a solution for African problems.

The southern Africa policy initiatives depend on moral and dip-
lomatic influence, not military involvement, and no circumstances
were forseen for U.S. covert, overt, direct, or indirect military inter-
vention in Rhodesia, Namibia, or South Africa.

The United States has not discussed any commitment to defend the
transition government in Rhodesia or an independent Zimbabwe
Government, nor has there been any commitment toward military
aid to Rhodesia or any liberation group.

The United States has made it clear that it will not defend Rhodesia
from outside attack.

In Namibia, the United States supports U.N. resolution 385 which
provides for U.N. control of supervised elections in Namibia.,

U.S. opposition to apartheid was conveyed to Prime Minister
Vorster during private conversations. :
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The United States has tried to avoid characterizing the solution to
the political problem of South Africa, but any acceptable solution
must respect the rights of all people to have a voice in their political
future, and & range of possible solutions exist that might effectively
implement the fundamental right to self-determination.

Under Secretary Rogers stated that the impact of American firms
in South Africa which follow progressive policies was somewhat suc-
cessful in promoting changes in that society. However, he did not
want to suggest that American investment was an engine for change
S0 rema.rka%ﬁy successful and decisive that the United States shou%d
encourage it. He stated that for that reason U.S. policy on investment
in South Africa was neutral, and that the decision to invest in South
Africa was left with the corporations.

U.S. policy to discourage investment in Namibia was based on the
different legal status of that territory and the opinion of the World
Court.

The Department of State could perhaps do more in terms of provid-
'm%_ guidance for American firms with respect to progressive labor

olicies.

P The policy of permitting the Export-Import Bank to provide
guarantees does not conflict with the policy of remaining neutral on
the question of investient because the guarantees relate to trade, not
investment. Secretary Rogers stated that, except for the arms em-
bargo, the United States does not attempt to limit trade to South
Africa, as it is general policy to promote the sale of U.S, goods
overseas.

Secretary Rogers could not comment on whether the Export-
Import Bank relationship with PEFCO conflicted with U.S. policy to
oppose direct loans to South Africa.

The Department of States would take under advisement the sug-
gestion of a conference or a White House meeting to try to establi
some guidelines short of laws to ensure that the operation of American
firms in South Africa is consistent with U.S. policy goals.

Secretary Rogers stated that the manipulation of tax laws is
probably not the best way to influence corporate behavior overseas,
and that the problem would be to articulate a standard that would
not produce an irreconcilable conflict for the corporation between
what might be required under U.S. law, and what is required under
South Africa law. He stated that there would be a very difficult
enforcement problem with a law which would express U.S. prefer-
ences in another society, and he urged Congress to consider these
problems before it considered any Suc% legislation.

He felt that the withdrawal of U.3. investment from South Africa
would not have a serious economic impact on that nation, except that
it would probably cost black jobs and eliminate the beneficial role
model progressive American firms provide.

He denied that U.S. economic investments create a vested interests
in South Africa because they are too small, and that there is no
reason for the United States to compromise its position in order to
protect U.S. investments.

He stated that there was no evidence of violations of the U.S. arms
embargo against South Africa via sales through third parties.
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C. UnitEp StatEs EconoMic ReEvaTion WiTH SouTHm AFRICa
1. AMERICAN INVESTMENT IN SOUTH AFRICA: CONTENDING VIEWS

(@) Jerry Funk, Deputy Ezecutive Director, African-American Labor
Center, AFL-CI0O, New York, New York, September 22, 1976

According to Mr. Funk, the recent racial demonstrations in South
Africa were the consequence of a Government policy of bringing
black workers into the white economy while at the same time denying
them even the most elementary human dignities. In his view, the
political system of apartheid is designed to exploit workers and it
assumes that blacks will continue to offer labor without a just return
or political rights. Mr. Funk testified that labor dissatisfaction is the
key to understanding events in South Africa, particularly since
Africans are discriminated against in education, job opportunities,
and apprenticeships. Because labor is the key to the standard of
living, he contended that even moderate blacks in the Republic
now demand full trade union rights. He pointed out that currently,
blacks can look forward to earning only one-fifth to one-sixth of the
incomes of whites, and discriminatory legislation denies them equal
access to housing, transportation, training, and education.

Mr, Funk stated that blacks are not regarded as “employees”
under South Africa law, While it is not illegal for blacks to form
unions, such unions have no legal standing. Thus, contracts are
negotiated only by white registered trade unions, which blacks are
not permitted to join, After some labor disturbances in 1973, the
Bantu Labor Regulation Act of 1973 did permit the establishment of
“Workers Committee” for blacks, but, according to Mr. Funk,
these committees are regarded only as “company unions” since the
liaison chairman and hali the members are appointed by the employer.

According to Mr. Funk, a survey indicated that 51 percent of South
African businessmen favor integrated unions and that they believe
the liaison committees do not work. He testified that employers
frequently circumvented job reservation restrictions because of a
shortage of skilled white labor, and that a substantial number of
emﬁ)loyers see the necessity for representative trade unions for blacks
as being in their own economic self-interest. Mr, Funk noted, however,
that the South African Government still sought the continued ex-
ploitation of black labor and was willing to make only cosmetic,
superficial changes in labor legislation that would still conform to
the overall policy of separate development.

In Mr. Funk’s opinion, change in South Africa must come from
within the country, although he believed some pressures exerted from
Wi}':_h(_)ut could help bring about changes, and he suggested the following

olicies;

P First, that pressures must be exerted from the home offices of U.S.
firms which operate in South Africa to adopt more progressive em-
ployment policies. Mr. Funk said that firmns frequently claim South
African customs and laws restrict their ability to make reforms, but,
in fact, there is no law against higher wages, training programs, and
fringe benefits for black workers. In his view, American firms could
negotiate with black unions on a good-faith basis even if these unions
have no status under South African law.
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He urged the U.S. Government to continue its stated opposition to
apartheid, to take steps to make the arms embargo against South
Africa more effective, and to take a more aggressive policy of advising
U.S. firms what steps they could take to improve the working con-
ditions of their employees.

In response to questions, Mr. Funk made the following additional

oints:
P The question of whether to assist black unions in South Africa is
quite complicated for the AFL—CIO because, while it has been asked
to assist black unions, it basically opposes the ‘“‘separate but equal”
concept of apartheid and seeks instead to promote multiracial unions,

There is a division of opinion within the black community over
the question of supporting black unions because, while recognized
black unions might be able to make some improvements in working
conditions in specific industries, the concept o? separate black unions
also would conform to the philosophy of apartheid.

American firms have not as yet begun to negotiate with black trade
unions, but have stayed within the system of industrial councils
and worker committee.

(b) Thomas S. Green, Vice President of Adminastration, Norton Co;
Worcester, Mass., September 22, 1976

In his testimony, Mr. Green described the operation of the Norton
Company in South Africa. He stated that about 72 percent of its
employees were black, that the firm had operations in South Africa
as well as in some of the “homelands”, and that the firm maintained
a system of “Induma’” committees of black workers with an appointed
black chairman to discuss problems of supervision and represent the
interests of the workers.

While stating that the standard of living of blacks in South Africa
is low, Mr. Green testified that Norton pays wages which are con-
siderably above the general average, and that it had instituted a policy
by which all fringe benefits, vacations, pensions, and medical benefits
were applicable to all employees without distinction of race.

In examining the issue of U.S. investment in South Africa, Mr.
Green stated that a firm was faced with both a financial question—
whether to withdraw, expand, or merely maintain itself—and a social
question—how to improve the economic and human canditions of its
employees. In his opinion, Norton had made an effort to create
change in the areas on which it impacted, and he cited as an example,
that the company had increased non-white wages half again as much
percentage-wise as those offered to whites on each occasion of general
or individual wage increases.

It was Mr. Green’s view that foreign investment is important to
South Africa because it strengthens the economic base of the country,
provides jobs for the black population, and offers the opportunity to
demonstrate the validity otp equal treatment and integration of the
races. He stated, however, that if South Africa initiates a policy of
suppression, the business community would be hard-pressed to pursue
these objectives and that many would reconsider the advisability of
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continuing or expanding operations in South Africa. On the other
hand, as events develop, if it appears that the South Alrican Govern-
ment pursued policies that would move the country away from
separate development, he believed that the combined efforts of the
American business community could assume some importance by
promoting such changes in these policies and by formulating and
implementing business and community programs to support the
transition.

Mr. Green testified that Norton was very interested in the proposal
by Vernon Jordan of the National Urban League that a coalition of
American businessmen be organized in the United States, and that it
adopt specific recommendations relating to their business operations
in South Africa. While Mr. Green stated that Norton would continue
to take steps to narrow the wage gap and upgrade education and
training of its workers, he felt that neither B.S. Government nor
American firms should take full responsibility for promoting change
in South Africa, as it is a problem which South Africa must resolve.

In response to questions, Mr. Green made the following additional
points:

Enlightened American firms in South Africa can contribute to
change by changing the social and educational climate in South
Africa.

Ho agreed that the attitude of home offices of American firms was
a very important influence on the whether their branches in South
Africa adopted progressive labor policies.

He supporteg the idea of doing business with black trade unions.

The white trade unions in South Africa tend to support discrimina-
tion by negotiating wage differentials and other unequal benefits.

(e) A. A. Cunningham, Vice President, General Motors, General Manager,
General Motors Operation Division, September 22, 1976

Mr. Cunningham testified about the operation of General Motors
in South Africa which employs about 4,500 people. At the outset of
his testimony, he stated that General Motors is subject to all applicable
laws, regulations, customs and values of the countries in which it
operates in the same manner that foreign firms operating in the

nited States are required to comply with U.S. laws. However, he
stated that General Motors does not endorse apartheid and does
believe in a moral obligation to export fair and progressive personnel
and other business practices to its overseas operations. Consequently,
General Motors was attempting to change apartheid to the extent
feasible through presently available ehannels,

Mr. Cunningham testified that while South African laws require
separate employee {acilities for each race, General Motors had made
them equsal; that GM had obtained exempl; ions to the job reservation
laws; and that GM officials had met South African officials, including
Prime Minister Vorster, to urge changes consistent with a policy of
equal opportunity. He stated that GM believed in working within the
law to etgect changes to the extent possible in providing equal oppor-
tunity for all employees regardless of race, and equal pay for equal
work. He pointed out that General Motors pays blacks 8! percent
higher than the average wage, coloreds were paid 42 percent higher,
and whites 11 percent higher.
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Mr. Cunningham testified that General Motors subsidizes trans-
portation for its black employees, places all employees under equal
benefit programs, assists in the education costs of African children,
and has provided loans to assist blacks purchase homes. In his view,
General Motors could make this contribution only as a part of the
South African economy, and he suggested that any withdrawal of
U.S. investment would have the most severe impact on the black
workers. In his view, the void created by a withdrawal of American
firms would be filled by European and Japanese concerns which would
be unlikely to be as progressive in their labor policies as American
firms. He also contended that African and colored leaders in South
Africa do not support the withdrawal of American firms.

Mr. Cunningham stated that although General Motors sees its
presence as & positive influence for economic and social change in
South Africa, American firms ought not be used as a channel for
imposing American solutions on the complex problems in South Africa.

In response to questions, Mr. Cunningham made the following
additional points:

The example of progressive American firms in South Africa is a
good influence on that nation.

American firms appear to be more progressive in their policies than
other foreign investors.

General Motors has no objection to dealing with black unions.

Lack of black African education and iraining opportunities and
background is the greatest barrier to promotion.

General Motors will consider options to withdraw from South
Africa on a case by case basis, but it sees no reason to withdraw at the
present time.

(@) D. N. Wait, Chairman of the Board and President, Union Carbide
Africa and Middle East Inc., September 22, 1976

Mr. Wait testified that Union Carbide operated in South Africa to
exploit the country’s mineral deposits, and that throughout its history
in South Africa (which dates back to 1929), Union (Carbide had
worked to improve the quality of life of its black employees, their
families, and their communities. He stated that Union Carbide had
made contributions to housing, education, medical care, and that it
is committed to do more in accord with its six point code of conduct.
Mr. Wait testified that while not all of its goals have been realized,
Union Carbide had made progress on wages and training, and that
the lowest paid employee earns 125 percent of the minimum living
level established by the South African Bureau of Market Research.
He contended that Union Carbide had reduced the gap between black
and white wages for similar jobs, and that by 1977, their goal is to
have g single-wage rate applying equally to black and white workers.
Mr. Wait stated that, recently, more blacks had been moved into
higher positions, and that Union Carbide had increased its training
for artisans and scholarship programs. In his view, American invest-
ment in South Africa provides jobs for South African blacks and
contributes, by the example set by U.S. firms, toward equal rights in
South Africa. He argued that changes in U.S. policy aimed at forcing
U.S. companies to leave South Africa are not in the interests of the
Africans, since the abandoned facilities are likely to be operated by

97-779—T7T——15
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less enlightened successors. He viewed the South African Government
as having been receptive, rather than antagonistic, to progressive
training programs instituted by American firms, although he did
acknowledge that white trade unions have offered some resistence
to a number of the changes.

In response to questions, Mr. Wait made the following points:

White unions have resisted attempts to move non-whites into top
“A” category jobs;

While no law prohibits blacks from supervising whites, the white
unions oppose it, and it has never occurred in a Union Carbide firm
in South Africa. Mr. Wait thought this customary attitude would
break down 1n the future.

Repeal of the Byrd Amendment would have no real effect on Union
(Carbide since it does not rely on Rhodesian chrome in its operations.

Union Carbide’s decision to invest in the Lebowa African “home-
land”” was treated like any other investment and was encouraged by
the African homeland leaders because it would provide jobs for
Africans.

In his view, the greatest obstacle to black advancement is the lack
of education and training of black South Africans.

(e) Jokn P. MecGoff, President, Panex Corporation, Fast Lansing,
Mich., September 29, 1976

Mr. McGoff testified that he owned sixty American newspapers
and operated numerous contract printing plants in South Africa.
With respect to the issue of American investment in South Africa, he
stated that opinions tend to be divided into three camps: those
favoring withdrawal of U.S. investment and seeking to institute an
economic embargo against South Africa until it changes its racial
policy; those favoring continuation of present investments but op-
posing any new investment as a sign tIFl)at the United States disap-
proves of apartheid; and those who consider that adoption of either
of those positions would be erroneous on diplomatic and humanitarian
grounds.

Mr. McGoff stated that he does not defend the system of apartheid,
which he believes blocks the development of South Africa. He believed
that the use of American capital and production techniques in South
Africa should be encouraged, and that his investment provides
training, education, and good working conditions for black workers.
Under the Bantu Investment Corporation, his company is required
to hire a majority of blacks, train them in running the presses and
management, with the intention of turning the plant and its assets
over to the Bantu in 17 years.

He testified that the wages paid to black Africans in South Africa
are ten times greater than in the rest of Africa, and that about half of
the blacks in his firm are paid equal or better wages than required for
whites in a union shop in South Africa. In his view, if Africa is to
develop economically, it will need South African economic capacity,
resources, and technological skills, and he will continue to expand n
South Africa and encourage others to do likewise. From his own
experience, Mr, McGoff found that American managers tend to dilute
apartheid restrictions as much as possible within the existing apartheid
laws, and that American firms m South Africa do have a humane
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influence. If American businesses pulled out of South Africa, blacks
would suffer the most. He stated that while lack of freedom may be
the greatest social evil, unemployment comes a pretty close second.
He would oppose any economic boycott of South Africa on the grounds
that such a policy would come close to & blockade and could be
interpreted as agpression, and also because it would not assist blacks
by crippling the South African economy. In his view, such a step
might actually strengthen the hands of those whites who most resist
racial reform.

In response to questions, Mr. McGoff made the following addi-
tional points:

He opposed the imposition of economic sanctions against Rhodesia
because the United States needs to mamntain access to strategic
materials,

He approved Secretary of State Kissinger’s diplomatic initiatives
with South Africa and Rhodesia because it opened communication
with the white governments of southern Africa.

Ie feels that South Africa will share some political power with
blacks in an evolutionary process which could include a continuation
of the policy of separate development with perhaps some sharing of
power in the central government short of majority vote.

He would continue to maintain his investment in one of the African
“homelands”, even if the Department of State said such investment
conflicted with U.S. foreign policy objectives.

(f) William Dwurka, Manager and General Counsel of International
Legislative and Trade Policy Operations, General Electric, New York,
N.Y., September 29, 1576

Mr. Durka testified that General Electric has conducted operations
in South Africa since 1900. It %resently operates one firm in Johannes-
burg and one in the African homeland of Bophutatswana, and that
about 60 percent of its employees were black. He stated that it was
company policy to pay equal pay for equal work, and that there were
no separate pay schedules according to race. Wages for black em-
ployees at General Electric had increased 20 percent since 1970, while
those of whites had increased 11 percent. He contended that South
African customary and legal constraints against fair and progressive
employment policies had declined in recent years, and that General
Electric believed that this trend will continue. In his view, the shortage
of skilled white workers had created tacit, if not official, Government
acceptance of black upward movement in the economy.

Mr. Durka stated that General Electric’s experience in South
Africa has shown that fair and progressive employment policies reduces
labor turnover, and increases labor productivity and morale. Improved
economic conditions in South Africa will enable General Electric to
make further progress in terms of worker training and upgrading, and
that it is the company goal to treat all workers fairly with equal pay,
equal benefits, and equal opportunity for training and promotion. M¥
Durka stated that the progress of General Electric firms in South
Africa on these problems is reviewed both locally and at the U.S.
headquarters.
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In response to questions, Mr. Durka made the following additional
oints: ‘
P Recent uprisings in South Africa have not caused General Electric
to change its plans to stay in South Africa, although it is not likely to
expand operations.

General Electric’s current investment in the homeland of Bophutat-
swana is not inconsistent with current U.S. policy on the homelands,
and, if the U.S. Government did take a stand on this question, the
company would conform.

W%.ile job reservation has relaxed, certain jobs, by custom or union
insistence are still not held by blacks, and no blacks supervise whites.

General Electric has plans to have a program of equal pension
benefits for all workers by 1977.

(g) Peul M. Neuhauser, University of Towa College of Law, Iowa City,
Towa, September 29, 1976

In his testimony, Mr. Neuhauser stated that he represented the
views of the Committee on Social Responsibility and Investment of
the Executive Council of the Episcopal Church, and that he had
recently taken part in consultations with leaders of the Church of
Province in South Africa, in which black Church leaders were asked
their views about foreign and American investment. He stated that the
explicit response of black church leaders was that not only should
American corporations not expand in South Africa, but, in a change
from their previous position, they stated that U.S. firms should with-
draw. Mr. Neuhauser observed that only two years ago this group had
stated that it wanted to see how effective a vehicle for change non-
discriminatory employment could be, and that their current response
represented quite a radical change for a rather non-radical group.
According to Mr, Neuhauser, the reason for the change in position was
that blaci church leaders now perceive worldwide economic pressures
on the current South African Government as the only hope to avert a
bloodbath. He stated they realized that while it wouﬁl cause hardship
to the black community, it was the only effective means of pressure.
Such a policy would only require & minor, short-term sacrifice for the
United States in terms of some lost profits.

Mr. Neuhauser stated that the Episcopal Church had passed a
resolution which urged U.8. firms not to sell goods and services to the
South African Government and not to expand their investment in
South Africa. It requested that companies carefully balance the possi-
ble good their presence might serve in terms of employment and train-
ing for Africans against the support such a presence provides to the
current government and its system of apartﬁeid. The Church asked
that if the presence of the American firms did not assist the struggle
for dignity, they then should withdraw.

Mr. Neuhauser stated that U.S. firms do have a responsibility for
the way their products are used by its clients, and that companies such
as IBM should noet sell computers to South Africa because they could
be used for repressive purposes. He noted that some American firms,
such as ITT and Polaroid, have refused to sell their products for use by
the police and military, or for use in pass books, and that other U.5,
firms should follow these examples of corporate responsibility.
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(h) Gilbert Jones, Vice Chairman, IBM, Armonk, N.Y .,
September 29, 1976

Mr. Jones testified that South Africa’s system of apartheid was
incompatible with the fundamental IBM principle of respect {for indi-
vidual human rights, He declared that IBM abhors racial discrimina-
tion and is committed to extend IBM principles to every country it
operates in, including South Africa. Mr. Jones stated IBM seeks to
ensure that its policies and practices in South Africa are correct and
contribute to progress, and he pointed out that leaders in the Ivory
Coast, Ghana, and Zambia had given the impression they thought
IBM’s operation in South Africa was helpful to blacks. Mr. Jones
testified that in South Africa IBM officials had met with a broad
cross-section of society to assess the situation and had concluded that
substantial change for the better had occurred since 1972, although
considerable additional change was needed.

According to Mr. Jones, IBM has operated in South Africa for 24
years to market and service data-processing equipment. He stated
that IBM was not the only data-processing firm in South Africa, and
that independent firms sometimes buy IBM equipment and lease it.
He stated that IBM employs about 1,500 people in South Africa and
that two-thirds of its business is with the private sector and the re-
mainder with the South African Government. Mr. Jones stated that
the sale of large computers requires approval by the U.S. Defense
Department, and Commerce Department and Export Administration
licences, IBM computers sold to the South African Atomic Energy
board to control nuclear materials information had been approved by
the United States Government. e stated that IBM abides Ey United
Nations and U.S. arms embargoes against South Africa.

Mr. Jopes testified that IBM pays its employees equal pay for equal
work and provides the same benefits, holidays and pension plans. He
also stated that IBM provides additional benefits to its black em-
ployees, including 100 percent of their major medical plans, low rates
on home-improvement loans, and interest-free high school loans for
the children of its black employees. According to Mr. Jones, the rea-
son blacks are not in the top-paying positions in the firm is due to
the low educational level of the African population. Consequently, he
stated that IBM has an intensive training program to lead blacks into
professional careers, and that the firm also contributes to educational
programs not operated by IBM. IBM sees itself as a good example
in South Africa and it intends to do more to assist its black employees,
but is constrained by the growth of its business. In addition, IBM
favored the idea of an American Chamber of Commerce in South
éfrica and has discussed such an organization with other American

Irms.

In response to questions, Mr. Jones made the following additional
points:

He believes that the progressive policies of American firms in South
Africa have set an example which is being followed by other foreign
investors, and which is even putting pressure on South African firms
to do likewise.

He contended that foreign investment does not support the system
of apartheid and that economic forces are compelling South Africa
to treat its black citizens better. ‘



SUMMARY

International credit suppliers to South Africa are: (1) the private
commercial banks in the United States and Europe who are the

rimary suppliers of credit, (2) investment banking houses which
Ea,ndle the bulk of South Africa’s bond issues as both agents and
investors, (3) the government trade expansion credit agencies which
play an important role in guaranteeing and insuring trade credits,
and (4) the International Monetary Fund (IMF) which has been an
important source of credit for South Africa during the past two

ears.
7 The primary lenders are private international banks and invest-
ment banking houses in the United States, England, Germany,
Switzerland, France, and the Benelux countries. Four major private
financial institutions in the U.S. and 14 in Europe have taken the
lead role as managers and participants in this credit relationship and
hundreds of smaller institutions have subscribed to loans or bond
issues managed by the major institutions.

South Africa held a minimum of $9 billion in outstanding inter-
national credits at end-year 1976.! Of this amount $7.6 billion had
been obtained from private commercial banks, an estimated mini-
mum of $1.0 billion was in the form of outstanding bond issues, and
$459 million represented credits obtained from the IMF. Some of the
credits are guaranteed or otherwise supported by government trade
expansion agencies. While this does not increase the total volume of
credits per se, it does significantly raise the quality of such credit.?
Most of these credits appear to be medium and long-term funds ?
loaned to the South African Government and its public corporations—
$3.9 of the $4.3 billion in longer-term credits identified in this paper
going to those entities.

The extension of international credit to South Africa escalated
sharply in 1975 and 1976 and, correspondingly, became a much more
significant portion of total foreign investment in South Africa.*
In 1974 international credit represented 15 percent of total foreign
investment; in 1976 it had more than doubled to become an estimated
32 percent of total foreign investment. Between 1974 and 1976 private
international bank claims on South Africa more than doubled; at

1 An edditional $1.7 billion had been committed to Somth Afriea by private commereial banks but had
not been disbursed ss end-year 1976. (Campbell, Mary and Francis Ghiles, New dats on LDC debt. The
Fingncial Times. June 17, 1977, p. 32.)

1 17.8. Export-Tmport Bank exposure in South Africa was $205 million in April 1877.

# Medium-term credits have a maturity of one to five years and long-term credits a maturity of more than
5 years. These two loan categories, ﬁ'oquent}g referred to jointly as “term-lending,” are generally utilized
by the borrower for development purposes. Short-term lending refers to credits with a maturity of one
yoar of less. Buch credits wro typically used by the government for balance of payments purposes and by
private borrowers to finance trade. Of the $7.6 billion in internattonal bank lending to South Alirica an es-
timated $5 billdon in term-fending and an estirnated $2.6 billion is short-term eredit. (Bee Tables 1, 4, 5, and

4 Foreign investment is made up “direct investment,” which is typically multinational corporation
ownership of overseas subsidiaries, and “non-direct investment,” which is typieally international credit
(indebtedness) and ownership in a form which does not permit control, for expmple, holding & minority share
of stocks. (See Chapter 11.2)

()
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While he recognizes that IBM products could be used in ways
inimical to individuals and society, he stated that this has not been
the case in South Africa; that IBM has been scrupulous in watching
the end-use of its products, and IBM is satisfied that its products
have not been used in ways mimical to respect for the human dignity.

No IBM computers sold to the South African Government have
been used for security functions or military use, but only for account-
ing,Bphs?'roll or admimstrative purposes.

1 has sought to ensure, through discussions with the Depart-
ments of State and Commerce that its operations in South Africa are
in the best interests of the U.S. Government, and the corporation
has been praised by the Department of State for its enlightened
employment policies.

The reason IBM operates in South Africa is that it is in the best
interests of the stockholders and the corporations, because it offers
good business opportunities, and because the U.S. Government has a
policy that states it is in the interests of the United States for IBM
to operate there.

He disagreed that IBM work on the passbook or “Book of Life”
was supportive of apartheid because these documents provided sta-
tistical data which was the same for all South Africans; he denied that
such work contributed to the oppression of people who carry books.

He acknowledged that in business transactions with any govern-
ment, there is the risk of a sale where a computer may be used in
ways which IBM might not approve.

He stated that IBM does not use moral criteria in its business
transactions but does so with respect to treatment of its employees
and the way it conducts business.

He stated that the U.S. Government should decide whether it is
%ood or bad policy to have American firms investing in South Africa.

f the decision is a negative one then the government should set forth
a policy along those lines, rather than attempt to discourage invest-
ment through the manipulation of tax credits or tax laws.

(i) Pierce N. McCreary, President and Chief Executive Officer, Quebec
Iron and Titanium Corp., New York, N.Y., September 29, 1976

Mr. McCreary testified that Quebec Iron and Titanium (QI'T), a
Canadian firm, has a 39%-percent interest in a beach sand mining
and smelting complex on the Indian Ocean in South Africa, and that
Kennecott Copper Corporation, of which he is a director, has a two-
thirds interest in QIT. The sand deposits are located in the African
“homeland” of KwaZulu, and Mr. McCreary testified that the
KwaZulu nation was a partner in the enterprise. The company will
pay the homeland sbout $3,900,000 in annual royalties when it
achieves full production. He stated that the investment by QIT was
supported by Zulu leader Chief M. B. Buthelezi because it would
provide local jobs for Africans who would then be able to remain in
their homeland rather than continue as part of the migratory labor
system in South Africa.

Mr. MecCreary stated that his firm considered the South African
lebor regulations as setting minimal standards, and the goal of his
company was to be a progressive employer by implementing its
North American labor policies in South Efrica. Mr. McCreary stated
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that his firm had discussed its investment in South Africa with
representatives of the Department of State who told company officials
that it was U.S. policy to neither encourage nor discourage foreign
investments. He said that he concurred with the view expressed by
Chief Buthelezi that only good come from the QIT investment.

In response to questions, Mr. McCreary made the following addi-
tional points:

Twenty-five percent of the QIT investment has already been made
and the firm does not expect to terminate it because of recent racial
disturbances, aithough he acknowledged that a decision to invest in
South Africa now would be more difficult.

There was no particular motivation for locating the smelter to the
mines on the border outside the KwaZulu homeland except that the
land was more suitable.

His firm 1s committed to the equal treatment of all workers, regard-
less of race.

He does not feel that the QIT investent is supporting the system
of apartheid. According to Mr. McCreary, U.S. firms should not go
into foreign nations with the idea of subverting the government, and
that investors do not have to agree with all the policies of the host
government,

Currently, QIT deals with black workers committees which elect
their own representatives to work on a mixed liason committee,
although he would have no objection to negotiating with black unions',

(7) Jennifer Davis, Africa Fund, American Committee on Africa, New
York, N.Y ., September 29, 1976

Ms. Davis testified that U.S, investment in South Africa should be
ended, and she stated that the arguments advanced by Amecrican
corporations in favor of continued investment do not reflect the real
effect such investments have on the South African economy. Ac-
cording to Ms. Davis, ten years ago American firms justified their
investments in South Africa because it was profitable and because
such investments promised access to even greater markets. Now, she
contended, since corporations have been critiziced for discriminatory
racial policies and exploitation of African workers, they now justify
their involvement in “do goodism” terms. In her view, this type of
explanation tends to obscure and camouflage the impact that the
operation of major American corporations have on the social, political,
and economic structure of South African society. She argued that the
tendency of corporations to focus on issues of jobs, training, equal
pay, and other microeconomic issues obscures maroeconomic truths.
She considered that the microeconomic approach ignores the fact the
structure of South Africa’s political system of apartheid is designed
to prevent general equal opportunity for blacks. In her view, the
arguments put forth by corporations that their presence has advanced
African work and living conditions and has acte(]i as a force for positive
change, 1gnores the number of points:

First, economic growth and expansion are not inconsistent with the
development of repressive police states.

Second, corporations minimize the significant roles that U.8. cor-
porations play within the South African economic and political
structure. In her view, American firms are not the small peripheral
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companies in South Africa, but rather are the heavy-weights which
frequently dominate important sectors of the economy. She cited, for
example, that Ford, General Motors and Chrysler control 60 percent
of the South African auto industry.

Third, corporations attempt to veil the very direct cooperative
relationship that often exists between them and the South African
Government.

Fourth, American corporations refuse to deal with reality in that
their continued presence in South Africa requires, for profitable
operation, a constant level of stability, and there exist links between
the corporations and the U.S. Government which inevitably involve
the United States Government in a similar quest for the maintenance
of peace and stability at the same time that black South Africans
are seeking to destroy the apartheid system.

To illustrate her points Ms. Davis argued that the expansion of
CALTEX in South Africa, which she contended, supplies oil for
military and civilian use, had not provided any African jobs because
of the highly technological nature of the industry. As a result, Amer-
ican firms are supplying the South African Government with oil—a
particularly strategic material for South Africa which has no domestic
oil reserves. She similarly criticized IBM, another high technolog
industry, which does not provide many jobs for Africans, and whic{
does one-third of its business with the South African Government.
She rasied the question whether the South African Government
could as effectively store records used to monitor the African popula-
tion without the use of computers. In her view, IBM has helped South
African business to expand by replacing labor with machines in & way
which provides little benefit to the black African population. She
concluded that the negative impact of American investment in
South Africa outweighs any benefits.

2. U.3. LOANS TO SOUTH AFRICA

(@) George J. Vojta, Ezecutive Vice President, Citibank, New York, N.Y .,
September 23, 1976

Mr. Vojta testified on the lending policy and decision-making
process of Citibank as it related to South Africa. He stated that
Citibank regarded its corporate mission as bringing the provision of a
full range of financial services everywhere in the world where it can
legally operate at a profit. He stated that in its overseas operations,
Citibank must conform to the particular laws of a host country
legislated by the indigenous governments. Mr. Vojta stated that
Citibank operations in any country does not imply approval for the
form of government or policies of that country, and Mr. Vojta
declared he personally opposes apartheid on the grounds that it is
morally objectionable and because, in the long run, it will prove
damaging to South Africa’s viability. He believed that Citibank earns
its way as a financial intermediary by making a tangible economic
and social contribution to the community it serves and, accordingly,
the presence of Citibank in South Africa as an agent of economic
development benefits all the people of South Africa. By contributing
to the creation of & more developed economic system, Mr. Vojta
felt that Citibank contributes to the development of a more pluralistic
social system. On the other hand, he acknowledged that Citibank’s
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ability to influence the social and political setting in South Africa, or
any other country for that matter, is limited, and that, in the strictly
political sense, the one rule for American multinational corporations
around the world is “hands off”’.

Mr. Vojta stated that Citibank uses the same country risk evalua-
tion procedure in assessing loans worldwide, and that each country is
assessed at least once a year. In a country evaluation, local data on
business conditions are modified by judgments on economic, political,
social, or international factors which might affect a country’s ability
to operate on a viable basis, and to insure and service its international
debt. He stated that the total capitalization of Citibank’s South
African subsidiary was about $11.5 million, which meant that local
ligbilities are limited to 160 million Rand. Citibank also makes loans
in foreign currencies because the foreign loan portfolio tends to be
larger than the local portfolio, and that this is also true in the case of
South Africa. About 15 percent of Citibank’s total loans in South
Africa are booked to U.S. multinational corporations, about the
same proportion to non-U.S. multinationals and most of the remainder
to South African firms and government corporations engaging in
specific development projects. It also has a small commitment to the

outh African Government for general purpose financing.

Mr. Vojta stated that in the operations of Citibank in %outh Africa,
the firm pursues progressive employment policies, which he feels
provides a good example. He was not. convinced that the withdrawal
of American investment in South Africa would either advance the cause
of equality or necessarily ruin the apartheid system, and he thought
firms should remain and attempt to change apartheid by means
of their business practices. He stated that withdrawal was likely to
constrict the South African economy and would have its most ad-
verse effects on blacks. '

In response to questions, Mr. Vojta made the following additional
points: '

It has been Citibank’s experience throughout the world that the
process of social change tengs to be associated with a growing and
expanding developing economic system that provides the environ-
ment for progress. In his view, economic development and greater
economic opportunity leads to greater political participation and
freedom, In this context, there has been such progress in South
Africa over the past thirty years.

He rejected the contention that because of their economic interests,
American firms have a vested interest in stability regardless of how
oppressive a system might be, and he stated that his firm would not
go to the South African or U.S. governments in an attempt to curb
instability in order to protect its investment.

Future strikes and demonstrations in South Africa would discourage
loans to South Africa because the political situation affects the viabil-
ity of a nation, He stated that current disorders must be viewed as a
serious matter by any creditor or investor.

Citibank deals with a variety of governments and it makes no
political judgments as to the political nature of the regimes of the
countries where it does business including the USSR.

If repression accelerated in any nation, it would probably have
consequences that would be adverse to the performance of the economy
and would influence Citibank’s decisions concerning loans.
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Citibank would not adopt a policy of restricting loans to South
Africa because of apartheid because 1t believes it 1s improper for a
private business institution to make that kind of explicit political
judgment.

Most loans to South Africa are of a short-term nature and mature
in less than a year.

Citibank has made no loans to the Transkei and does not operate in
Namibia,

(b) Timothy H. Smith, Director, Interfaith Center on Corporate Respon-
sibility, New York, N.Y., September 23, 1976

Mr. Smith testified in opposition to the continuation of bank loans
to South African firms ang) the South African Government as well as
to foreign firms operating in South Africa by American, European
and Japanese banking institutions which, he stated, are organized by
the European-American Banking Corporation, His rationale against
such loans is that the provision of foreign capital to South African
government agencies and private concerns has the effect of supporting
white majority rule and the status quo in South Africa. He contended
that American banks should follow the example set by the Maryland
National Bank, which has declared it will not make or participate
in loans to the South African Government and will divest itself of
such loans it currently has, in order to convey its lack of support for
apartheid. The First Bank of Pennsylvania also announced it would
Klf&l.((} no loans to companies for investment or expansion in South
rica.

Mr. Smith contended, first, that the South African economy is
directed at political as well as economic goals and that the white
minority is designing the economy to bolster its political system and,
as a result, all foreign loans must conform to this overall design.

Second, it was a morale boost to South Africa to see Western firms
continue to conduct business as usual despite condemnations from
the United Nations. As a result, South Africa feels no need to take
U.N. condemnations seriously since it knows it will not inconvenience
any essential business relationship. '

Third, loans provide relief in any balance-of-payments crisis, and
the fact that U.S. banks will make sizable loans is an indicator of
investor confidence in South Africa’s economic and social future.

Fourth, U.S. bank loans subsidize South Africa’s military capability
and thereby constitute a direct resourcing of machinery for oppression
of the black majority.

According to Mr. Smith, the hundreds of millions of dollars worth
of U.S. loans to South Africa and $1.5 billion in investments have
created what he termed an American ‘“invested” interest in South
Africa. In his view, the United States becomes mortgaged to South
Africa, and the bank then has a stake in its loan projecis that creates
a vested interest in economic and social stability rather than change.
This trend leads to a situation whereby American firms tend to
promote a pro-white position in South Africa. For example, Mr. Smith
claimed officials of Citibank contend that things are changing for the
better in South Africa, when, m his view, just the opposite is true. In
addition, the vested interests of banks and corporations affect U.S.
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Government policy because policymakers are loathe to jeapordize
U.S. business interests in a region.

Mr. Smith contended that American firms and banks tend to argue
that their involvement is contributing to the improvement of the social
situation, and such an argument implies that since things are changin,
for the better, the United States should not adopt a hard policy towar
South Africa. In his view, American firms fail to make a distinction
between the economic effects and the political effects of investments.
He argued that the entire premise that the situation of blacks in South
Africa is improving requires reexamination, because, in his view,
blacks are not better off today than they were thirty years ago because
political oppression has increased and the wage gap between blacks
and whites 1s widening.

In response to questions, Mr. Smith made the following additional
points:

All investment ultimately winds up supporting apartheid, even if
that is not the specific or conscious goal of the individual firm.

He stated that perhaps one form of investment which could advance
desirable social objectives in South Africa might be loans to black-run,
black-controlled development projects. Most of these loans would be
small, and he was not aware of any banks which are currently making
such loans.

A projected Citibank loan to the Transkei for $14 million would in
effect endorse the system of apartheid (Citibank denied that it had
made such a loan).

American loans to South Africa could assist South African nuclear
development.

By providing information and economic data, banks becomes cata-
lysts for further investment.

The Department of State should discourage future loans in South
Africa as it has in the case of Namibia.

All banks should be required to disclose any loan made to the South
African Government or to indigenous private firms,

It is impossible for American firms in South Africa to operate in a
neutral manner because support of the status quo, in effect, supports
white minority rule.

3. SANCTIONS AGAINST RHODESIA

(a) Rev. Larrold K. Schulz, Executive Director of the Office for Church
wn Sociely of the United Church of Christ, September 17, 1976

Rev. Schulz testified that American oil companies supply oil te
Rhodesia in violation of U.S. law and he presented to the Committee
a series of documents which he said offered substantive proof of a
conspiracy to violate sanctions and these should be investigated by
the U.S. Department of the Treasury. According to Rev. Schulz, a
secret. conspiracy exists whereby Mobil South Africa provides oil
products to Mobil Rhodesia. He asserted the documents prove that
the sale of refined petroleum products to Rhodesia was continuing
despite the passage of the U.N. sanctions against Rhodesia and despite
the U.S. Executive Orders which prohibit such trade. He claimed that
the documents were authentic, that several experts agreed that they
could not have been fabricated, and that the responsibility for dis-
proving the charges lies with Mobil Oil.
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According to Rev. Schulz, since the closure of the Moza.mbic{uef
Rhodesian border in March 1976, Rhodesia must be obtaining all its
oil from South Africa. He argued that his documents show that oil
came from Mobil Oil South Africa to Rhodesia by means of a paper
corporation. He believed that Caltex, BP, and Total also operate in
the same fashion, although he only possessed evidence implicating
Mobil. In his view, the evidence indicated a conspiracy by Mobil
Oil South Africa to violate sanctions established by the United Nations
and the spirit of the Executive Orders governing U.S. compliance with
U.N. sanctions. Rev. Schulz refused to comment, however, on whether
or not such a transaction was a violation of U.S. law. He did state
that such action clearly violated American intentions with respect
to compliance with the U.N. sanctions program.

Rev. Schulz made the following policy recommendations in testi-
mony: i

1. Congress should investigate U.S. oil companies in South Africa to
determine if they directly or indirectly supply oil products to Rhodesia.

2. Cobgress should pass a law prohibiting trade with Rhodesia by
U.S. companies, including their subsidiaries. e

3. The Department of the Treasury should release all its findings
with respect to Mobil Oil. _

4. The Secretary of State should request that the Official Secrets
Act of South Africa be waived to allow for a full investigation of Mobil
il and Caltex. :

5. The Byrd Amendment should be replaced. -

6. The United States should not recognize the Transkei.

7. Sales by U.S. corporations and their subsidiaries for possible use
in Namibis should be prohibited by U.S. law. .

In response to questions, Rev. Schulz made the following additional
points: o

While he would not reveal the source of his evidence, he said the
data was compiled by OKHELA, 2 group in South Africa. which
opposes apartheid. . :

It would appear that according to current U.S. law any American
firm which sought to violate sanctions against Rhodesia would merely
have to open a South African subsidiary. -

He believed that Mobil Oil was willing to trade with Rhodesia
because it believed that the U.S, Government favored trade with
Rhodesia.

U.S. corporations operating in South Africa contribute to white
control even though they talk about creating better working
conditions.

(b) George A. Birrell, General Counsel and Vice President, Mobil
il Corp., New York, N.Y ., September 17, 1976

At the outset of his testimony, Mr. Birrell stated categorically
that Mobil Oil had not violated any law pertaining to sanctions
against Rhodesia. He stated that when the charges that Mobil Oil
was violating sanctions were raised by the United Church of Christ,
Mobil immediately began an investigation to see if its South African
affiliate had violated company policy with respect to Rhodesia.
According to Mr. Birrell, ]I)\/Iogi ‘s policy in fact goes beyond the
requirements of U.S. law, which, he stated, does not apply to its
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South-African affiliates. He stated, however, that the Official Secrets
Act of South Africa and the Rhodesia authorities prevented the
company from carrying out the investigation to a conclusion.

- According to Mr, Birrell, the problem: lies in the differing policies
of the United States and South Africa with respect to the U.N. boy-
cott of Rhodesia. Mobil Qil is caught in the middle in as much as U.S.
government regulations implementing sanctions apply to U.S, cor-
porations or U.S. citizens but not to South African compsanies. Mr.
Birrell stated that when sanctions were imposed against Rhodesia in
1966, Mobil’s South African affiliate agreed to comply with Mobil
company policy under which company affiliates do not sell to
Rhodesia. Although South African law not only permits such sales,
but actually bars certain impediments to such trade in its internal
commerce, Mobil clearly expressed to its affiliates that it expected
compliance with the sanctions, and that until charges were made by
the United Church of Christ in the summer of 1976, Mobil had no
reason to doubt that its policy was not being followed. This was because
Mobil South Africa had agreed to accept company policy and period-
ically asserted its compliance; Rhodesia had alternative Mozambican
and South African suppliers; and information received by manage-
ment revealed no inconsistencies with the periodic assertions by Mobil
Rhodesia that the Rhodesian government agency GENTA was
Rhodesia’s source of oil.

Mr. Birrell testified that when Mobil Qil requested the manager of
its South African affiliate to respond to the United Church of Christ
report, the reply indicated that because of the South African Official
Secrets Act, both South African affiliates would have to refuse com-
ment on the Church report and would decline to provide information
that has requested in an Administrative Order served on Mobil by the
U.S. Treasury. Such a response shocked Mobil officials, but after
subsequent attempts by the company to obtain the information; they
were told tg(}y would be subject to prosecution under South African
law. South African Government officials said that Mobil must comply
with its law, that it was long-standing Government policy to require
sales to willing and able buyers, and that it prohibited use of desti-
nation commitments. The South African officials stated that this policy
applied to all dealings with all customers domiciled in South Africa,
and could be discussed only on a government-to-government basis
since it was & matter of official policy. According to Mr. Birrell, South
African Government directives to Mobil may exist. He speculated that
South Africa might have told the Mobil South Africa manager that
Mobil can refuse to sell oil to Rhodesia but it must continue to suppl
ordinary customers without a condition of prior restraint if they resell
it. He stated that Mobil had always sold its products to SASOL, the
South African corporation, and that it would have no way of determin-
ing if SASOL resoi)d its products to Rhodesia. The issue H)cused on the
question of whether Mobil deliberately participated in third party
companies for the purpose of resale, and on this point Mobil categori-
cally denies the charge. He did say that SASOL and GENTA might
have used such paper companies, and that if Mobil had refused to sell

to SASOL, it would have been subject to prosecution under South
African law.
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According to Mr. Birrell, it is not a violation of U.S. sanctions regu-
lations for Mobil South Africa to supply oil to Rhodesia because it is
incorporated under the laws of South Africa, its management is South
African, and it must obey the laws of South Africa, in the same way as
any American subsidiary of a foreign corporation must obey U.S. laws.
He stated, however, that the South African affiliate did claim that it
had never received the documents which the United Church of Christ
has offered as evidence, and that the documents are not consistent with
any other information compiled by Mobil Oil. In addition, the South
African management has affirmed their compliance with Mobil Oil
Corporation policy and Mobil feels that it has done all it can do to
secure compliance with both the letter and the spirit of U.8. sanctions
regulations.

In response to questions, Mr. Birrell made the following additional

oints:
P He believed that the reason Mobil South Africa could not supply
requested information was because of the purpose for which it had
been requested. In this case, it was to make it available to the U.S.
Treasury by a government that had a different policy with respect to
supplying petroleum to Rhodesia.

It will require government-to-government cooperation to get to the
root of the problem of how oil is supplied to Rhodesia.

If it were proved that Mobil South Africa was violating sanctions,
Mobil would have few options to prevent it. It could appoint new
directors, but they also would be sult))ject to South African {)aw and, he
stated, that perhaps it would not be possible to comply with both
American and South African law.

He stated that those who made the charges against Mobil seek to
blacken the name of Mobil and to create an outery against Rhodesia,
and that the representatives of the United Church of Christ had been
hoodwinked.

O
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end-year 1974 they were $2.7 billion, at end-year 1975 $4.8 billion,

and at end-year 1976 [$7.0-$7.6] billion.® In addition, IMF credits

to South Africa increased from nil in 1974 to $94 million in 1975

to $459 million by end-year 1976. Figures on outstanding bond debt

are not publicly available. In essence, international credit became a

;najor component of total foreign investment in South Africa by 1975—
6

Economically, international credit, particularly commercial bank
credit, was of great importance to South Africa during the 1975-76
years, covering the cost of the sizable current accounts deficits in-
curred due to the governments economic and ‘“‘strategic investment”
programs.® New international bank credit disbursements during 1975-
76 were at least $4.3 billion or a sum greater than the $4.1 billion
current accounts deficits for those two years.

Net international bank loans: U.8. billions
0T D o o e e e e e e e e e e ——— $2.1
LG e e e e et e e e e e e 2.2

Total . o i ———— 4 3

Current account deficit:
10T o e e e ——— 2. 4
076 . o e e e e —— 1.7

T Obal . o e o o e e e e e e e e e e ——— 4.1

Politically, international credit provided the margin of funds
needed by South Africa in the 1974-76 years to increase its economic
and strategic self-sufficiency through infrastructure development
implemented by government public corporations and through helping
to offset the increased costs of oil and defense imports. Oil and defense
import costs quintupled between 1973 and 1976, from an estimated
near $400 million in 1973 to an estimated $2 billion in 1976. These
cost increeses alone constitute approximately one half of the current
accounts deficit for 1974-76 and can be said to have been covered by
government short-term borrowing in international money markets.
These purchases enabled South Africa to continue its oil stockpile
buildup, now estimated to cover two or more years of consumption,
and to significantly increase its military capability. In an April 1977
statement Prime Minister John Vorster stated to the South African
National Assembly that “South Africa has made the best preparations
possible not only in getting the necessary weapons, but also in stock-
piling strategic materials.”

Public corporation infrastructure development was substantially
aided by the $2.5 billion in international term-lending credit com-
mitments during 1974-76 which are identified in this paper. Of
particular significance is the use of these credits to pay for the heavy

3 Tha 1975 and 1976 are from the Bank for International Settloments (BIS) Annual Reports. The
1978 re froma the BIS Annual Report is $7.0 billion. However, The Fingneial Témes reported on June 16
that the BIS had circulated an ungub]iahad report to central banks which gave s 1976 end-year figure for
South Africa of 37.6 billion. (Campbell, Mary. op. cit., p. 82.) The r figtirs is based on a special survey
done by the BIS and included reports from some non-U.8. bank offshore operations as well as more com-
plete data which are not picked up in their regular reporting system. In this paper the $7.0 billion figure will
be uged when trends and comparisons are being discussad as this figure is based on the same reporting system
88 that from which the 1974 and 1975 were obtained. When discussing end-year 1976 or 1577 daia or
issues the $7.8 billlon figure is used. While this is less than satisfactory the use of $7.0 billion parmits a more
sccurate sense of trends while $7.6 billion more aceurately represents end-year 1978 indebtedness [It can also
be nsgumed that the 1974 and 1975 figures are understated.) .

4 “Birategic investment” i3 tha author's term and not an ¢ffclal South African designation. (See p. 6.}
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captial goods imports, and accompanying transfer of technology,
which are critical to the growth and modernization of the economy.
The government public corporations which were the beneficiaries of
these credits are responsible for, and have a virtual monoploy on, the
nation’s transportation, communications, energy and steel production
capability, all important to the national defense as well as the
national economy.

The notable success which South Africa achieved in the 1974-76
period in modernizing its infrastructure and in its oil and military
equipment import programs may be viewed as the implementation of
a policy of “strategic investment.” South Africa’s oil stockpiling may
also be viewed as encomically prudent as well as strategically
important, and the infrastructure development that has taken place
represents normal growth under conditions of more or less normal
(i.e., non-strategic} economic development.

The basic finding of the first two sections is that, regardless of
whether policy is interpreted as being tilted towards strategic invest-
ment or economic development, international credit filled the gap in
foreign exchange financing which South Arfica needed to cover its
increased oil and defense imports and new infrastructure development
costs and thus directly supported the South African Government in
its desire for greater economic and strategic self-sufficiency.

The United States Government is in the process of formulating a

olicy program to give effect to its stated opposition to the apartheid
Faw ang policy of the South African Government. Within this context
international credit is being examined as a potential instrument of
policy. An assessment of the degree to which South Africa is reliant
upon international credit is a first step in determining the potential
strength of this instrument.

It would appear that South Africa is more dependent upon inter-
national credit than ever before. The security requirements which
stimulated the strategic investment program are appreciably greater.
The economy is moving into its fourth year of decline and investor
confidence is likely to be further reduced if international credit is
withheld. Foreign direct investment—the principal force behind
economic growth—has all but ceased. Finally, in 1977 there is the
immediate need to repay $3.4 billion in maturing international bank
claims.

Despite this need, U.S. commercial banks and reportedly some
European banks as well have not extended term loans to South Africa
in 1977 although short-term credits continue to be granted. Private
bank sources state that their decision to hold term-lending in abeyance
is due almost wholly to the political risk associated with apartheid
rather than to concern about the South Africa economy which is
.considered fundamentally strong.

Partly as a result of the decision of these banks to withhold term
loans, the government of South Africa adopted a 1977/78 budget
and a 1976-81 ‘Economic Development Programme’ based upon
a sharply reduced flow of international credit. In essence, South
Africa, which sought to reduce its vulnerabilii&y to external pressures
through a strategic investment program based on massive injections
.of international credit, has now adopted economic policies which
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could reduce its vulnerability to external pressures based on infer-
national credit.

South Africa’s commitment to apartheid, its decision not to exchange
its political goals for continued access to longer-term international
cretfits, and the adjustments it is making in its economic policies do
not, however, negate its demonstrated need for international credit.
International credit is a potential instrument of U.S. Government
policy at this time because the 1974-77 economic recession and the
1976-77 political demonstrations in South Africa have reduced its
political msularity and its economic vitality. It has therefore made
access to international credit an important ingredient in creating the
conditions and the confidence which the government needs to support
viable solutions to its political and economic difficulties.
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CHAPTER I. INTERNATIONAL CREDIT FLOWS TO SOUTH
AFRICA

A, SuppLiErs: SprEaD, DEPTH, AND INTERACTING RELATIONSHIPS

The relationship between international credit suppliers and South
Afriea is characterized by its spread, depth, and interacting relation-
ships. Spread refers to the number of financial institutions with ex-
posure in South Africa; depth refers to the level of exposure of indi-
vidual institutions. Interacting relationships refers to both (1) the
dual membership of individuals who serve as board members of banks
that lend to South Africa and as board members of multinational cor-
porations with direct investments in that country, and (2) the joint
interests of private and public United States, European and interna-
tional ereditors with financial commitments to South Africa.

There are three points to be noted about the structure of commit-
ment—spread, depth, interacting relationships—of the multinational
banks and official lending institutions and their credit relationships
with South Africa.

One, a few major banks in each country—the United States, Canada,
Great Britain, Germany, Switzerl&nd,l%'mnce, Ttaly and the Benelux
countries—play a lead role as managers and investors in maoking
decisions on credit arrangements with South Africa. This gives focus,
with respect to decision-meaking, to what otherwise would be a diffuse
pattern of lending decisions.

T'wo, this structure of commitment creates a significant degree of
interdependence, or at least common interest, between the banks and
the government-led political economy of South Africa.

Three, these relationships represent a familiar practice in the world
of international finance and are in no way unusual or irregular,

1. SPREAD

Many of the largest banks of North America and Europe are South
African creditors. The common practice of having numerous under-
writers for bond issues and of seeking subscriptions from smaller
banks for multimillion dollar bank loans suggests that many more

1 Government-led has two meanings here. One, the South African economy ia becoming increasingly a
government economy in the sense that government investment, as a percentage of grogs domestic fixed
investment, has increased from 35 fercent 10 1650 and 43 percent in 1970, to 53 percent In 1979; {The first figurs
is from Houghton, D). Hobart., The South African Economy. Capetown, Oxford U. Press. 1978, p. 207. The
latter two figures are based on data from the South African Reserve Bank (SARB) Quarterly Bulleton,
March 1977. Pretoria: SARB. p. 8-75) Two, most publicized credits went to the government sector, suggest~
ing that the relationships described are primarily with the South African government and only secondarily
with the private sector.

(25)
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institutions (some hundreds) in the United States alone have some
exposurs in South Africa.

Bond issues

Tables 1, 2, and 3 identify the institutions which managed South
African Government bonds issued from 1972 through 1976, Forty-six
institutions served as managers of these issues. Otg these, seventeen,
based In seven countries, were among the 20 leading KEurobond
managers of internationally syndicated issues in 1976. (See Exhibit I,
p. 40) The prospectus of the most recent publicly placed South
African Eurobond issue (See Exhibit II, p. 47? demonstrates that, in
addition to the major institutions identified in the Tables, numerous
other institutions as well have been active in handling South African
issues. Ninety-four underwriters, based in fifteen countries, partici-
pated. Kidder Peabody International Limited, a wholly owned
affiliate of Kidder Peabody and Co. was one of the five lead managers;
seven of the ninety-four institutions were U.S. firms; and at least
eleven others were U.S. bank branches, subsidiaries of consortia with
U.S. bank membership,

Term lending

Table 4 identifies the publicized Eurocurrency credits extended to
South Africa from 1974 to 1976. Thirty-five banking groups are
listed as lead managers, eight of them U.S. banks. Tables 5 and 7
iﬁfgl_ude six additional firms which have extended term loans to South

rica.

Identification of the lead managers, as in the underwriting of bond
issues, gives only a small fraction of the number of institutions which
participate in these credit agreements. The practice of seeking sub-
scriptions—agreements by other banks to take a position on a loan—
permits smaller banks to participate in Eurocurrency credit agree-
ments. In the U.S. it is estunatecf that hundreds of smaller banks so

articipate.? Recently eight such banks were cited as deciding to no
onger participate in loans to South Africa.?

able 8 lists the 21 largest U.S. banks and their exposure (as a
ﬁroup) in South Africa at end-year 1975. Although many of these
anks are not specifically identified as making term loans to South
Africa the total exposure in each of these categories is sufficiently
large to indicate that most or all of them would have participated.

Table 21, U.S. Export-Import Bank Discount Loans (South
Africa) lists 41 U.S. banks which have extended credits to South
Africa. Twenty-four of these banks are in addition to those listed in
the above categories.

Short-term credits

Table 8 also gives the short-term exposure in South Africa of the
21 largest U.S. banks at end-year 1975. The fact that the $373 million
recorded as being loaned from among the 21 largest banks is sub-
stantially smaller than the $545 million * in total short-term exposure

1 These banks are not publicly identified and so are not listed {n the tables in this study.

8 Cooper, Wendy., “Debate on Bank Loans to 8. Africa Rekindled.” The Jouraal of Commerce. Feb, 11,
1977, p. 1. The banks listed are Central National Bank of Chicago; Wells Fargo, N.A.; Merchants National
B:}n‘t and Trust, (Indianapelis); Marlyand National Bank; Wachovia Bank and Trust (Winston-Salem);
City Nationat Bank (Detroit); First National Bank (Louisville); and First Pennsylvania (Philadelphia).

¢ Federal Rezerve Bulletin, March 1977, p. A80.
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by U.S. benks in South Africa at end-year 1975 further indicates
that a much larger number of U.S. banks than those listed in the
Tables participate in short-term lending to South Africa.

2, DEPTH

Twenty private financial institutions have participated in six or
more of the identified credit agreements with South African entities
indicating a sizable exposure in that country on the part of each of
these institutions. They are (1) U.S.—Citibank, Manufacturers Han-
over Trust, Morgan Guaranty, Kidder Peabody; (b) Germany—
Westdeutsche ‘Landesbank Girozentrale, Commerzbank, Dresdner
Bank, Deutsche Bank, Berliner Handels and Frankfurter Bank
[B-H-F]; (¢) England-—White Weld Securities, Hill Samuel, Strauss
Turnbull and Co., Barclays Bank International Ltd.; (d) France—
Credit Commercial de France, Credit Lyonnais; (3) Belgium—
Kredietbank, N.V., Bondtrade; (f) Netherlands—Algemene Bank
Nederland, N.V.; {g) Luxembourg—Kredietbank Luxemboureoisie,
S.A.; (h) Switzerland—Union Bank of Switzerland (see Tables 9
and 10).

In addition to the term-loans identified, the commercial banks in
these Tables would typically have also extended short-term credits to
South Africa. Table 8, which shows short-term and medium-term
exposure of major U.S. banks in South Africa, shows that the category
including the U.S. banks listed above had twice as much short-term
as long-term exposure in South Africa.

3. INTEEACTING RELATIONSHIPS

A cursory view of institutions and their directors indicates a mu-
tuality of interests between the banks and investment banking houses
of different nations and also between these credit institutions and
their nations’ multinational corporations with direct investments in
South Africa. Official financial institutions which extend credit add a
further dimension to these relationships both in their credit commit-

ments and in this demonstration of support for lending by the private
banks.

Directorates

An examination of 15 major U.S. multinational corporations with
direct investments in South Africa vhowed that 23 members of their
Boards of Directors also served on the Boards of 11 of the financial
institutions identified in the Tables as lenders to South Africa. (See
Exhibit IV, p. 55.) Approximately one-half (47 of 90) of the Board
members of the four major U.S. banks which lend to South Africa
also serve on the Boards of corporations with direct investments in
South Africa. (See Exhibit 111, p. 42.) This typical pattern of U.S.
imnterconnected corporate leadership would be more pronounced in
European countries, particularly Germany and Switzerland, where a
closer relationship exists between the major banks and corporations.

Official financial institutions .
The International Monetary Fund (IMF) and the trade expansion

credit agencies of various nations play an important role in the
97-7TT9—TT—3
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credit relationship with South Africa through direct lending, the
msurance and guarantee of credits, subsidizing interest rates and
discounting loans.

The International Monetary Fund provided South Africa with
credits of $94 million in 1975, $365 million in 1976 and $89 million
through mid-1977. These credits represented drawings by South
Africa on its credit tranches* with the exception of $186 million
from the TMF'’s Compensatory Financing Facility which provides
credits at concessional rates for the purpose of strengthening export
capability. IMF credits are supplements to, and not a primary
sourca of, international credit. But IMF credit availability can be
particularly important to a country, as it has been to South Africa
1n the last two years. South Africa is eligible for another $267 million
line of credit under IMF stand-by arrangements if it chooses to
negotiate such an agreement, beginning in the latter half of 1977.

The Export-Import Bank of the United States insures, guarantees
and discounts credits which finance U.S. trade with South Africa.
The insurance and guarantee programs represents exposure (total
exposure as of April 18, 1977 was $205 million) while the discount
loan program provides greater liquidity for U.S. commercial banks
which have assumed the risk inherent in exposure. Table 21 sets
out the discount loan program and identifies those loans which have
also been guaranteed or insured. Table 11 sets out the new authoriza-
tions for insurance and gusarantee programs of the Ex-Im Bank for
1972 through 1976. (The other U.S. Government agency extending
credit to South Africa is the U.S. Commodity Credit Corporation.
(See Table 12, p. 39).)

European government trade expansion credit agencies such as
Great Britain’s Export Credits Guarantee Department, Germany’s
Hermes Kreditversicherungs Aktiengesellschaft and France’s COFAC
(Compagnie Francaise d”Assurance pour le Commerce Exterieur)
provise services similar to those of the Export-Import Bank of the
United States.

4, TABLES

Tables 1-6 indicate the extent of South African borrowing over
the past five years in the international ecapital market. Because
many banking transactions are confidential and reporting require-
ments vary from country to country these date should not be assumed
to be either complete or comprehensive.®

(i) South African Government Borrowers are abbreviated in the
Tables as follows:

Abbreviation in table and full name:

RSA—Republic of South Africa.

ISCOR—South African Iron and Steel Corporation.
ESCOM—Electricity Supply Commission.
SABC—South African Broadeasting Corporation.
SARH—South African Railways and Harbours Board.
IDC—Industrial Development Corporation.

P & T—The Department of Posts and Telegraphs.

& Tranche—a portion of a Lotal credit to he dishursed in 8 series of payments.

¢ The following quotation from *International Insider,” an investor's newsletter dated Movember 24,
1975 is instructive: '*In conditions of strict secrecy South Afriecs is raiging substantial amounts of shart-
ierm (up to three years) money, secording o informed banking sources. Most of these deals are being pro-
vided on a single bank basis,'
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SOF—S5Strategic Oil Fund.
SASOL IT—South African Coal and Gas Corporation.
J’burg—City of Johannesbeurg.

(i1) The term “Other Nationality’’ in the Tables refers to institu-
tions which are not U.S. based and are not branches, affiliates, or
subsidiaries of U.S. firms. The eapital letter which precedes the “Other
Nationality’’ entry refers to the country in which the institution is
found, i.e., (8) denotes Switzerland:

(S)—Switzerland.
(G)——Germany.
{F)—France.
{E)—England.
(N)—Netherlands.

(B)~—Belgium.
(I)—Luxembourg.
(I)—TItaly.
{Ba)~—Bahamas,
(C)—Canada.

(ii1} Currencies are abbreviated as follows:

$—Dollar or Eurodollar.
SwF—Swiss [ranc.
DM-Deutsche mark
EMU—European Monetary Unit.
G—Dutch florin

£—British pound.

(iv) The sources for Tables 1 through 6 are found on page 37.
Where there are gaps in the Tables the information was not available
in the listed sources.

(v) Eurodollars are dollars on deposit in banks outside the United
States. Eurocurrency relers to any currency on deposit in banks
outside the country of origin. Eurobonds are bonds sold in foreign
{one country) and international (more than one country) markets.
Eurocredits, as used in this paper, refers to Eurobond and Euro-
currency, including Eurodollar, credits.

(vi) LIBOR is an acronvm for the London Interbank Offer Rate
which is the rate paid by prime banks in the London interbank market.
IIBOR + is the prime rate plus the percentage listed in the Table,
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Tables 1(B and C), 2 and 3 adapted from the following sources:

“Publicly Issued Foreign and International Bonds, by County of
Issuer”, (Volumes for 1972, 1973, 1974, 1975.) International Bank for
Reconstruction and Development, International Finance Division.

‘“Borrowing in International Capital Markets,” (Volumes for 1st, 2nd
3rd and 4th Quarters, 1976) World Bank Documents EC-181-761,
EC-181-762, EC-181-763, EC-181-764) International Bank For Re-
construction and Development, International Financial Division.

“Privately Placed Foreign and International Bonds by Country of
Issuer”, (Volumes for 1972, 1973, 1974, 1975.) International Bank for
Reconstruction and Development, International Finance Division.

“Emprunts Internationaux Au Cours du Premier Trimestre’”’, 1972
(And for Deuxieme Troiseme, Quatrieme Trimestres, 1972; and for
1973, 1974, 1975 and 1976). Federation Bancaire de la Communaute
Economique Europeenne: Secretariat MC.

“International DM Bonds,” Deutsche Bank Aktiengesellschaft.
Frankfurt. Oct. 1976

“The International Bond Guide, 1976 Year End Prices”. White
Weld Securities. London: December 1976.

Tables 1{A), 4, 5 and 6 (International Credit )adapted from the fol-
lowing sources:

“Borrowing in International Capital Markets: Publicized Eurocur-
rency Credits 1973-75.” World Bank Document EC-181 Supplement.
1976 International Bank for Reconstruction and Development. Inter-
national Finance Division. :

‘“Borrowing in International Capital Markets: Foreign and Inter-
national Bond Issues and Publicized Eurocurrency Credits.” (1st
Quarter 1975 through 4th Quarter 1976). World Bank Document EC—
181-751. International Finance Division, International Bank for Re-
construction and Development.

“Role of Recent Loans in Strengthening the Apartheid Regime in
South Africa.” United Nations General Assembly Document A/AC.
115/1..448. Special Committee on Apartheid, Nov. 10, 1976.

Newspapers:

Financial Mail, Jonannesburg. July 2, 1976 and Nov. 12,1976.

South African Digest, Pretoria. Qct. 15, 1976.

Financial Times, London. Dec. 3, 1976.

TABLE 7.—IDENTIFIED CREDITS TO SOUTH AFRICA 1874-76
[tr millions of U.5. doliars}

1974 1975 1976 1974-7¢

Bonds:
Publicly issued to public borrowers.__. ... ._ 50 185 25 260
Private placements to public borrowers. ... ... 20 212 59 291
Total, bonds identified. ... _.____________._.__ 70 397 B4 551
Eurocredits to public borrowers_______ . .. __ 593 406 576 1, 580
Other credits to public barrowers_ _ . . e mamm e m 945 M6
Eurocredils to private barrowers. . ____________________ 151 141 152 444
Total, bank lending identified. _________________ 749 547 1,674 2,970
Total, e 819 944 1,758 352

Saurce: Compiled from credit commitments identified by author in tables 1-6. Conversion info dollars was done at
March 1977 rate which would be amount of foreign exchange required as of that date. Currency units were converted
at 0.5821 Bntiéljlnpounds. L.227 Furopean monetary units, 2.3885 deutsche marks, 2.5400 Swiss francs and 2.4900 Dutch
fiorins lo the ar.
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TABLE B.—~LARGEST .S, BANKS, 1975 LENDING TO SOUTH AFRICA, IDENTITY OF BANKS INCLUDED IN EACH
AGGREGATIONR

[In millions of U.S. dollars]

Total Short term Medium

Group 1—6 largest banks: Bank of Amaerica, Citibank, Chase Manhattan, .

Manufacturers Hanover, Morgan Guaranty, Chemical Bank_ .. _______. 349 265 129
Group |1—2d largest 6 banks: Continental illinois, Bankers Trust, First :

National Bank of Chicaga, Security Paclfic, Wells Fargo, Crocker. ... . 175 Az 93
Group Mi—3d fargest 9 banks: Irving Trust, Mellon Bank, United Cali- : :

fornia Banl, First National Bank of Boston, National Bank of Detroit,

Marine Midland, New York, Republic National Bank of Daltas, First

National Bank of Dallas, European American Bank & Trust. .. 15t 2% 125

L 720 7. 4y

Adapled _frum:'U.S‘ Cungrasﬁ, Senate, Commiftee on Foreign Relations, Multinational Corporaﬁﬁns and United States
Foreign Policy, pt. 15, 94th Cong., Lst sess. Washington, U.S. Government Printing Office 1976, pp. 128, 129, 130, 133.

TABLE 9.-U.5. FINANCIAL INSTITUTIONS WITH MAJOR COMMITMENTS TO SOUTH AFRICA! :

Amount

Bank and borrower Year (million Maturity Yaars
.5, dollars) . remaimng

1974 100 10 7
1975 50 15 13
1975 7 5 3
1975 10 s
1975 30 B &
1976 200 5 [)
1976 5 4
1976 20 5 4
1976 110 5 4
1976 130 5 4
1974 85 5 2
1974 20 7 4
1975 35 B 5
1975 40 15 - 15
1975 30 8 6
1976 200 5 4
1976 | Y
1575 a0 3 6
1975 IE) 5 3
1976 75 5 4
1976 200 5 4
1976 110 [ 5
1576 15 [ 5
1976 200 5 4
1976 80 5 4
1976 80 5 4
1976 25 15 4
1972 25 5 11
1972 25 15 n
1972 25 15 il
1974 50 5 0
1974 15 15 12
1974 kL3 15 12
1975 0 3 6
1975 25 5 3
1976 25 5 4

1 This table represents participalion, not current axposure, Typically, these institutions might take a position on ap-
proximately 10 percent of the total focal commitment .At end.year 1976 tha 4 commercial banks listed had 55,000,000,000
in intematicnsl credits outstanding. (“Less-Developed Countries Pose Question for Regulators,” New York Times. May 17,
1971, sec, 3, p, 1). Using the 10-parcent criteria, the exposure of these banks in South Africa would represent less than [
percent of their outstanding international tommitments.
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TABLE 10,—FOREIGN FINANCIAL INSTITUTIONS WITH MAJOR COMMITMENTS TO SOUTH AFRICA

Yolue of
Number of total credit
commitments in which
in which participant
o institution is (miﬂion
Country and institution @ participant  L.S. doHars)1
Germany:
Westdeutscha Landesbank Girozentrale________________________________________ 11 584
Gommerzhank AG_ ... P, 4 517
Dresdner Bank AG.... o g 466
Deutsche Bank_______ [P, 11 507
Berliner Handels-und Frankfurter Bank (B “H- F).______________________-__-_____ [ 239
England:
White Weld SeCUMNties oo o imie o mm e vt e e o e 10 347
Hill Samuel ... _______ 9 a1z
Strauss Trunbull & Co._. 7 170
Deltec Trading Co. L. . ________ [ 120
Barclays Bank International, Ltd 6 357
France:
Credit Commercial de France_______ . 15 643
Credit Lyonnais__________ 9 13
Paribas____ . ___ 5 142
Haly, Sociate Generale. ... 4 121
ta
Banca Commerciale Italiana__ et m ma mm mm o i mm e m e 4 117
Banco de Roma_ o — et 1 166
Belgium:
Kredletbank NV e e e e m 7 3z7
Bondtrade. ______ - 7 170
Netherlands: Algemene “Bank Nederland NV __ 8 227
Luxembourg: Kredietbank Luxembourgaoisie S.A.__ 14 457
Switzerland: Union Bank of Switzerand.... . . 13 349

1 The actual participation of each bank woutd prabably be apgroximalely 10 percent of the total credit ideatified. Thus,
Westdauische Landasbank participted in $584,000,000 in identified ctedits with their portion likely being spproximately
10 percent or $58,000,000, See footnote, p.43,

Source: Tables 1 ta 6,

TABLE 11.—NEW AUTHORIZATIONS BY THE EXPORT‘?IMPORT BANK OF THE UNITED STATES FOR INSURANCE
AND GUARANTEES FOR EXPORTS TO SOUTH AFRICA

insurance  Guerantees Toetal

Fiscal year:
1972 .. [ e 38.2 105.1 143.3
1973 e ———— 405 40,2 80.7
60.5 39,2 99,7
82.4 79.6 162.0
141.7 537 205.4

Source: See soutce, table 12,

TABLE 12.—COMMODITY CRECIT CORPORATION: COMMODITIES FINANCED FOR EXPORT TO SOUTH AFRICA

Total South
program Africa
Fiscal year:

10 e e et e e ———————— e m e 3756 8.7
1973 1,028.% 10.6
1974 297.% 25
1975, ... 248.5 11.2
1976 (June 10)_... . R, 554.0 1.2

Source; U.S. Congress, House, Committee on International Relations, Resource development in South Africa and United
'asalaﬁuhc;s hearings, B4th Cong., 2d sess., Washington, U.S. Government Printing Office, 1976, pp. 383 (lable 11} and
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EXHIBIT I.—EUROBONDS: LEADING MANAGERS OF INTERNATIONALLY SYNDICATED EURDBOND 1SSUES ¢ IN 1976

. Number
Tatal (in U.S. of issues
million  Number 85 lead
Manager equivalenty of issues managers
1. Credit Suisse White Weld___ $5, 882,69 107 18
2. Union Bank of Switzerland 5, 506. 03 102 6
3. Swiss Bank Corp. . ______ 5,424.53 100 H
4, Deulsche Bank_____.__ ... 4, 781.66 85 26
5 Westdeutsche Landesbank Girozentrale . 3,23, 34 12 16
6, Kredietbank Luxembourgenise____ .. ... 3,041.03 71 3
7. Amsterdam-Rotterdam Bank__ ________ .. 2,883.92 46 2
8. Banque de Paris et des Pays-Bas____ ..., 2,885, 49 49 6
9, COMMELZhANK ..o o o e et 2,736.35 52 ]
B0, S G WarUIE. s crm e mmm e e e e 2,583.99 48 19
11, Dresdnor Bank_ _ e e 2,163.92 51 11
12. Societe Generale de Banque . __ e 1,943,183 5 1
13. Societe Genarale.__.____ —-- R 1,942 08 30 4
14. Bangue Nationale de Paris._ 1,828. 14 35
15. Morgan Stanley International 1, 598. 51 H 22
16. Wood Gundy.. .. . ____ 1,5587.10 36 13
17. Credit Lyonnais. . 1,504.23 33 1
18. Algemene Bank___..... T e m mm mm rn mmn  mm m e m e 1,467. 22 3l 6
19, Kidder, Peabody international________._ .. "1 _ 11 77707770 1,261 34 20 7
20. Banca Commerciale Waliana_ e 1,188.69 17 e

t {ncludes oniy those issues for which a 2-way secondary market is maintained.
Source: Adapted from Credit Suisse White Weld, Ltd., Dec. 31, 1576,

Exuirit II; ReruBLic oF SouTH AFrrca, $25,000,000 Bonp Issur

The sale of the Bonds was underwritten by the following financial institution®
(the “Underwriters'): '

Bangue de Paris et des Pays-Bas.

Deutsche Bank-Aktiengesellschaft.

Union Bank of Switzerland (Securities) Limited.

Kidder Peabody International Limited.

Kredietbank 8.A. Luxemhourgeoise.

Austria:

Creditanstalt-Bankverein.

Girozentrale und Bank der osterreichischen Sparkassen AG.
Bahamas: Swiss Bank Corporation (Overseas) Limited.
Belguim:

Banque Bruxelles Lambert S.A.

Bangue de Paris et des Pay-Bas Belgique 8.A.

Continental Bank 8. A.

Dewaay & Associes International 8.C.8.

Kredietbank N.V.

Peterbroeck, Van Gampenhout Securities 8.A.

Bermuda: Blyth Eastman Dillon & Co. International Limited.
Canada: o . :

A. E. Ames & Co. Limited.

Dominion Securities Corporation Harris & Partners Limited.

Greenshields Incorporated.

McLeod, Young, Weir & Company Ltd.

Nesbitt, Thomson Ltd.

Richsirdson Securiteis of Canada.

Wood Gundy Ltd.

France:

’ Banque Francaise du Commerce Exterieur.
Banque Francaise de Depots et de Titres (B.F.D.T.)
. Banque de 'Indochine et de Suez.
' Banque Nationale de Paris.

Banque de Neuflize, Schlumberger, Mallet.

Banque Rothschild.

Bangue Worms.

Credit Commercial de France.

Credit Industriel et Commercial.

Credit Lyonnais.

Credit du Nord et Union Parisicnne.

Finacor,
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France—-Continued
Lazard Freres et Cic.
Morgan Stanley International.
Societe Generale.
Societe Sequanaise de Banque.
Germany:
Bankhaus Friedrich Simon KG.
Berliner Handels-und Frankfurter Bank,
Commerzbank Aktiengeselichaft.
Deutsche Girozentrale-Deutsche Kommunalbank.
Dresdner Bank Aktiengesellschaft.
Effectenbank-Warburg Aktiengesellschaft.
Norddeutsche Landesbank Girozentrale.
Vereins-und Westbank Aktiengesellschaft.
Ltal Westdeutsche Landesbank Girozentrale,
taly:
Banca Nazionale del Lavoro.
Compagnia Finanziaria Intermobiliare S.p. A,
Gefina.
Istituto Bancario San Paolo di Torino.
Soeicta Finanziaria Assicurativa (SOFIAS) RAS Group.
Luxembourg: :
Banque Internationale 8 Luxembourg 8. A,
Banque de Paris et des Pay-Bas pour le Grand-Duche de Luxembourg 5;A1
Banque Populaire Suisse 5.A. Luxembourg.
Compsagnie de Banque et d'Investissements (Underwriters) S.A.
Credit Industriel d’Alsace et do Lorraine.
Netherlands: _
Algemene Bank Nederland N.V.
H. Albert de Bary & Co. N, V.
Pierson, Heldering & Pierson N.V.
New Hebrides: Bank Gutzwiller, Kurz, Bungener {Overseas) Ltd.
South Africa: Union Acceptances Ltd.
Switzerland: J. Vontobel & Co.
United States of America:
Lazard ¥Freres & Co.
Lehman Brothers Inc.
Loeb, Rhoades & Co.
Paine, Webber, Jackson & Curtis International 8,A.
Smith, Barney & Co. Inc.
UBS-DB Corp.
Dean Witter & Co. Inec.
United Kingdom:
Bankers Trust International Ltd.
Baring Brothers & Co., Ltd.
Cazenove & Co.
Citicorp International Bank Ltd.
Credit Suisse White Weld Ltd.
Dillon, Read Overseas Corp.
European Banking Company Ltd.
First Boston { Europe) Litd.
Robert Fleming & Co. Ltd.
Goldman Sachs International Corp.
Hill S8amuel & Co. Lid.
Kleinwort, Benson Ltd.
Lazard Brothers & Co. Ltd.
Manufacturers Hanover Ltd.
Morgan Grenfell & Co. Ltd.
Orion Bank Ltd.
N.M. Rothschild & Sons Ltd.
Samuel Montagu & Co. Ltd.
J. Henry Schroder Wagg & Co. Litd.
Strauss, Turnbull & Co.
Sumitomo White Weld Ltd.
Tradition Securities Lid.
3.G. Warburg & Co. Ltd.
Others: Merrill Lynch International & Co.

Source: Republie of Sonth Africa Bend Prospectus, January 14978.
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ExuaisiT 111

Boards of direciors of major U.S. bank lenders {0 South Africa whogse members also

gerve on boards of dirvctors of corporations with direct investments in South Africa

Corporation of which also

Multinational bank and member a board member
Chase  Manhattan Bank, North
America:
Butcher, Willard C..___________. Firestone Tire & Rubber Co.
Conor, Jobn T__________________ All(ijed Chemical Corp.; General Motors
orp.

Dilworth, J. Richardson___..... .. Chrysler Corp

Furland, Richard M_____________ Squitbb Corp.; Olin Corp.; American
Express o

Jamieson, J. K. _____ .. __ Exxon Corp.

Lazarus, Ralph. .o General Electric Co.

Lilley, Robert D). __.____________ AT. &T )

Myers, Chartes F________________ U.S. Steel Corp.; Burlington Indus-
tries, Inc.

Pratt, Edmund T., Jro. ... ____._ Pfizer, Inc.

Smith, J. Henry. ___.__.__________ Colgate-Palmolive.

Stone, Whitney____.____________ American Express Co.

" Citibank, North America:

Pa}mer Edward L ,,,,,,,,,,,,,,, Borg Warner Corp.; Del Monte Corp.;
Corning Glass Works; Phelps Dodge
Corp. ‘ ‘
Costanzo, G. A ..o __._. Owens-Illinois Co.; National Cash
Register.
Spencer, William. _.___ e Phillips Petroleum Corp.
deButts, John D__.._____.___._. United States Steel Corp:.
Garvin, C: C,, Jro_____. e Exxon Corp.
Grace, J. Peter. .. _____ Ingersoli-Rand Co.; Kennecott Copper
orp.; Deering M:Ihken, Inc ; W.B.
Grace & Co,
Gray, Harry Jack__ . ... —-- Aetna Life & Casualty.
Hatfield, Robert S__...___._.___. Kennecott Copper Corp.
Hn.yneﬁ', H.J . Standard Qil of California.
Houghton, Amory .. . __..._ __  Corning Glass Works,
Milliken, Roger_ ... ... .. .- Westinghouse Eleetric Corp.
Pigott, Charles M_________ """ 7. Standard Oil of California,
Rees, William.__________________ Chubb Corp.
Smith, Darwin__ . ... _._. Klmberly-Clark Corp.”
Manufacturers Hanover Trust Co.: '
Wilkiam O. Beers. . ..ceveeo o ___ American Airlines; U.S, Steel
Gabriel Havuge. ... ... Chrysler; Amax, Inc.
Henry H. Henley___________.____ American Express: General Electric.
W. Barron Hilton_ ______________ Hilton Hotels,
William Lindholm . .. ___.______ Pepsico.
J.Paul Lyet. ... vgerry Rand.
John F. MeGillicuddy_ ... estinghouse.
George B. Munroe_______________ Johns-Manville; Phelps Dodge.
Robert W. Sarnoff . ____________ RCA.
F, Perry Wilson. ..ocv wmmmecoo_o TUnion Carbide.

George Zipf_ . ... Champion Spark Plug,
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Maultinational bank and member

Morgan Guaranty Trust Co. of New
York:
Ellmore C, Patterson__._________
Walter H. Page- oo
J. Paul Austin__ __ ______________
k. Manning Brown, Jro____.______
Carter L. Burgess. - - - .o
Charles D. Dickey__.___________.
Walter A. Fallon_ . ______________
Howard J. Morgens...________._.
John P. Schroeder. ______________
Donald Procknow.__________._____
George P. Schultz. . ... .. _.__

Corporation of whick also
u boord member

Standard Brands.

Kennecott Copper; Merck & Co.
Coca-Cola Export; General Electric.
Union Carbide.

Ford Motor Corp,; IBM Corp.
General Electric.

Eastman Kodak.

General Motors.

Phelps Dodge; Johns-Manville,
Ingersoll-Rand.

Bechtel.

Sources: Standard & Poor's Register of Corporations, Directers, and Executives, 1977; New York, 1977;
American Firms, Subsidiaries and Affiliates—South Africa (prepared by American Consulate (General.

. Johannesburg, South Africa, Ma
pp. 128, 280-96; Beidman, Ann an

1976); Hogers, Darbara. “White Wealth and Black Poverty,”
Neva. T7.8. Business Interests in S8outh Africa, unpuhlished paper.

1478,

Exummr IV

Major U.S. corporations with inyestments

in South Africe whose board members also

st on the beards of major U.S. banks which lend to South Africa

Corporation and members
Caterpillar:
Lee L. Morgan_. ____ __ .. .o .
William Blackie . _______
Rawliegh Warner, Jro___________

Chrysler Corp.:
W. R. ‘
; Gabriel Hague_ .. . ..
Engelhard: Milton Rosenthal . ___. ____
Firestone: Willard C, Butcher________ -
Ford Motor Co.:
Carter L. Burgess. - oo i
Robert Delman_ _ ____________.__

General Motors Corp.: Jonh T, Connor.
Goodyear: Reuben F. Mettler________
IBM:
Frank T. Cary e c oo oo
AL Willlams_ . __ _ciiinmeemea
Gulf Oil Corp.: James H. Higgins. _ - _.

Minnesota Mining & Manufacturing:

J. H. Binger_ ___ __ __ __ s
Mobhii 0il Corp.: A. L. Williams_______
Standard Oil of California: Harold J.

Union Carbide: R. M. Brown____.____

Bank of which clao ¢ boerd member

First National Bank of Chieago.

Lehman Bros. (partner).

American Express International Bank-
ing Corp.; Chemical Bank.

Chase Manhattan Bank.
Manufacturers Hanover Trust Co.

~ European-American Bank & Trust Co.
Chase Manhattan Bank.

Morgan Guaranty Trust Co.
Citibank.

Morgan Guaranty Trust Co.
Do.
Manufacturers Hanover Trust Co.
Citibank.
Chase Manhattan Bank.
Bank of America.

Morgan Guaranty Trust Co.

Citibank.

Millon Bank; First Boston (Europe)
td.

Chage Manhattan Bank.
Citibank.

0.
Brown Bros.; Harriman & Co. {part-
ner); American Express Interna-
tional Banking Corp.
Morgan Guaranty Trust.

Bources: Btandard & Foor’s Register of Corporations, Directors and Executives, 1477; New York, 1977,

American Firme, Bubsidiaries and Affilintes-8outh Ai’rica {pr
Johannesburg, SBouth Africa, May 1978); Rogers, Barbara. ‘‘White
Business Interests in South Afriea, unpublished paper. -

89-94; Beidman, Ann and Neva. U.B.
97T-F79—77 4

a&ared by American Consulate General
enlth and Black Foverty,” 1076, pp. 126
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B. Capritan Frows
1. DIMENSIONS

International credits held by South Africa at the end of 1976 were
at least $9 billion dollars., $7.6 gillion was in private international bank
loans,” $459 million represented drawings from the IMF, and there
was an estimated minimum of $1 billion indebtedness on bond issues.®

International credit suppliers’ claims on South Africa at the end of
1976 represented approximately one percent of their worldwide claims.
International bank claims on South Africa at the end of 1976 of
$7 billion represented 1.3 percent of the $550 billion in total bank
claims reported to the BIS and for international settlements (See
footnote, p. 20). The South African Government has tapped a larger

ercentage of the Eurodollar markets resources having received $1.6

illion, or 3 percent, of the $51 billion in publicized Eurocurrency
credits extended during 1974-76.° South Africa sold $260 million of
the $29.6 billion in Eurobond ];lublic issues, or one-tenth of one percent,
during the same period.'® The $459 million draw on IMF credits
represented 3 percent of the $14.3 billion in worldwide drawings on
IMPF facilities at the end of 1976.

The United States private banks held $2.2 billion of the $7.6 billion
in outstanding bank claims on South Africa at end-year 1976. This
$2.2 billion represented one percent of the $207.3 billion in liabilities
owed by foreigners to U.S. ]ga.nks at that time.!! Tn recent years the
United States has supplied nearly one-third of South Afriea’s bank
credits with Europe funding most of the remaining two-thirds, There
has been a trend towards the U.S. assuming a greater percentage of
this credit relationship in recent years,'?

2. TRENDS

South African borrowing was sharply up in the 1974-76 years
international credit as a portion of total foreign investment- more
than doubled during the same period, and there was a trend towards
shorter-term maturities and higher interest rates. In contrast, there
has been a sharp cutback in private source international credits for
South Africa in 1977.

7 Campbell, Mary and Francizs Cthiles. New Data on LDC Dehbt. The Financial Times. June 18, 1077
p. 32. The puthors state that this flgure—$7.6 billlon—is given in a report prepared by the Bank for Inter-
national Settlements. The Bank for Internaticnal Settlements Annual Report for 1977 (Sea p. 5} gives an
end-year 1976 figure of §7.0 billion. . .

3 The $1 hillion estirnate was derived as follows, Publicly issued bouds of $1.1 billion were scld in foreign
and international markets beiween 1967 and 1976, almost all of which had maturities which ran into the
early 1980s. A substantial portion of this debt would remain outstanding. A]thm;gh the racord on private
placements is incomplete more privately placed issues ($200 million) were recorded during 1974-76 than
publicly issued bonds witn ($261 million) were recorded during 1976 that publicly issued bonds (3261 million).
With certain knowledge of $1.4 billion in bend issues with maturities ranning inte the early 1980s, and with
the probability that other anrecorded private placements were made prior to 1974, it would seem reasonable
to assuma 8 $1 hilljon minjimum estimates of monies o be repaid on outstanding bond issues.

? Internetional Bank for Reconstruetion and Development. Tnternational Finance Division. Calculated
from data {rom sources noted on p. 41 and fromn dale in “"World Finanecial Markets.”” Morgan Guaranty
Trust, Mareh 1977, p, 1.

10 BI8, Forty-Sevenii: Annual Report. p. 120.

it Wallich, Henry. Slatement before the House Banking, Curreney and Mousing Subcommities on Fi-
nanecial Instituticns, March 23, 1977, p. 12. The $2.2 hillicn does not include losns granted by 1.8, subsidi-
aries, Although subsidiaries are active in the international capital market they tvpically arrange and manage
syndicated loans witly {the U, S, parent or braneh doing the linding. Federal Reserve Board cfficials suggest
that if subgidiary accounts were included the $2.2 Diilion ligure woukd be enly slightly higher, With respect
to the $2u/.3 hillien figure, it is likely that it overstates end-use lending. For example, $23.9 billion was
cradited to offshore benking centers and $41.4 hillion to the Uniied Kingdom. These centers are essentially
banking entrepots. )

12 Private bank sources and information from the Tables,
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Private bank loans to South Africa accelerated sharply within the
1974-76 period, increasing from $2.7 billion outstanding at end-year
1974, to $4.8 billion outstanding at end-year 1975, to $7.0 billion
outstanding at end-vear 1976." l?I‘hus, from end-year 1974 to end-
year 1976 bank lending to South Africa almost tripled in volume.

This volume increase in bank lending is reflected in its more than
doubling as a portion of total foreign investment in South Africa
during the same two year period. Bank lending, as a percentage of
total foreign investment was 15 percent in 1974 and an estimated
32 percent in 1976."

The significance of the doubling of international credit as a per-
centage of total foreigh investment between 1974 and 1976 is that
this represents an increase in the proportion of credit as opposed to
ownership in the economy. The move towards liquidity appears to
reflect investors perceptions that, in the long-term, South Africa is
a less secure investment in 1976 than it was in 1974. Moreover, as
the proportion of foreign investment shifts from ownership towards
credit the indebtedness burden of South Africa increases. This means
that the government must go to the international capital market for
credit to a greater extent than earlier and it also presages heavier
government participation in the national economy. The latter would
be a continuation of a long-term trend in the economy (see p. 26).

Tables 1 through 6 show a trend towards shorter term maturities.
$650 million of the $754 million in term-lending recorded in 1972-73
was for 10 or 15 years. Term-lending during the 1974-76 period
ranged from three to ten years with only one bond issue, in 1974, for
15 years. There was a trend towards shorter-term credits in the
international market during these years, a trend which was more
pronounced with respect to South Africa.

Sources also report a trend towards increased interest rates being
required of South African borrowers as compared to others. This
trend will intensify if the ratio of South Africa’s short-term to its
long-term debt becomes greater. It is normal practice to roll-over
short-term debt which, in fact, may mean that short-term rates are
paid for longer-term loans, i.e., the cost to the borrower is increased.

There has been a definite trend away from selling South African
bonds through the Eurobond market during the past 18 months. The
last publicly issued South African bond sold in the Eurobond market
occurred in January 1976. Traditionally, the Eurobond market has
been a source of funds for South Africa, but this market, attracting
the most conservative lenders, has been all but closed as the percep-
tion of risk has increased. The market for private placements remaims
open, at least in Switzerland and England.”

12 The trend with respect 1o South Africs is similar to the trend in worldwide lending. Tn testimony before
the Senate Committes on Banking, Housing and Urban Affairs on March 10, 1577 Federal Reserve Board
Chairman Arthur Burns noied the increase in 7.6, bank lendlng to foreigners and attributed it to **tirst,
the enormous rise of financing needs sround the world that was oceasioned by the quintupling of oil prices;
second, the willingness of American banks to respcnd to those financing needs; third, the growth of mulii-
naetional corporations and the internationalization of banking through the Eurocurrency markets,”” {1U.5,
Congress. Senate. Committee on Banking, Housing, and Urban Affairs, Hearings. 95th Congress, 2d session.,
Washington. U.S. Govi, Print. Off,, 1977, p. 40.)

1 The percentage calculations are baszd on the foreign investment figures found in Table 13, p. 73. Tha
1978 estimate is based on the 1975 figure for total foreign investment ($21.3 billion) to which the net capital
inflow of $525 million in 1978 was added.

15 Tahle 3; Rolle, Richard “Heavy Demand on Boixth African Bond Market” The Figanecinl Time-,
May 27, 1477, p. 3L; and footnicte 2, p. 59,
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As we have seen, bank lending continued strong through the end
of 1976. However, U.S. bankers state that they and the European
banks have cut back sharply on term-lending to South Africa although
short-term loans, particularly trade financing, continues at earlier
levels. ** The World Bank reports that no publicized Eurocurrency
credits or South African bond sales were recorded during the first two
quarters of 1977. However, the first Eurocurrency term loan, a $60
million credit managed by Citibank, was reported in July 1977.%7
And the first publicized FEurobond financing for South Africa since
January 1976 occurred in July 1977 with the sale of 2 DM35 million
for SARH managed by the B-H-F bank of Germany. It was a private
placement with a maturity of ‘“‘only three years and the coupon is
8); percent-——more than any recent borrower has paid in this market
for any longer maturities.” 18

3. STRUCTURE

A majority of international credits extended to South Africa go to
the government or government entities and a majority of these credits
are longer-term instruments.

Statements by bankers and data from the Tables show that the
government is the primary borrower of international credit. A total
of $3.9 billion of the $4.3 billion in term-lending and bond sales
identified in the Tables went to the public sector with the remaining
ten percent going to the private sector. Over the same period two-
thirds of the total long-term capital inflow went to government
entities. Moreover, a Citibank Vice-President, in Senate testimony,
stated “I described our general loan portfolio. We tend to make spe-
cific loans to specific government agencies for specific purposes.” !*

Although bankers’ confidentiality inhibits precise ascertainment
of the ratio of term-lending to short-term loans, the so-called long-
term/short-term ratio,?® it would appear to be very near 2:1, ie.,
$5.0 billion in term-lending, $2.6 billion in short-term credits.** A
debt structure which is weighted towards term-lending should not
be surprising given South Africa’s rich gold and mineral resource
based export economy and the favorable investment climate which
it provided until 1976.

1s Standard Bank Review (SRE), Standard Bank Investment Corporation Limited. Johenneshurg.
November 1978. Pages 7-8 state that "'In recent months mneh of the finance raised abroad has boen shori-
term, that is for periods of less than twelve months.'”

17 __ . Euromarket letter. The Financial Times. July 15, 1877, pp. 4-5.

3 Campbell, Mary. *Eurobonds: 8. Africen rail DM35m. issne.” The Finencial Times. July 20, 1977, p. 20.

1% 7.3, Congress. Senate, Foreign Relations Committee, Jearings on South Africa, ¢4th Congress, 2d
sessioil. Bept. 30, 1976, Woshington. U.8, Govt. Print, Off. p. 585,

* National accounis deta uses the term “long-term capital inflows.” This would inelude medium-term
lending as defined above.

2 This estimate was derivad as folicws. $3.4 billlon of South Africa’s $7.6 billion in cutsianding bank
claims matures in 19Y7. This represents short-term credits plus amortization of term-lending, The difference
between the two figures, $4.2 billion, iz the minimum figure for term-lending. Assume that term-lending
13 $5 billion. Fable 4 shows that the average term-loan to South Afriea has o maturity date of 6 years, I we
aggume that this is amcrtized at an even rate it would require annual payroents of $.8 billion. The $4.2 billion
minitlnum in term-lending, plus the $.8 billion in amortization, gives $5 Lillion as the estimated figure for
term loans,



CHAPTER II. INTERNATIONAL CREDIT AND STRATEGIC
INVESTMENT (1974-1976)

A. FunpamMENTAL FAcToRs oF GrRowTH: GoLD, FOREIGN INVESTMENT,
AND Locan CariTan

Gold and foreign investment have been fundamental factors of
economic expansion in the South African economy for a century
while international credit, traditionally of marginal importance,
])Iayed a critically important role in the 1970s. Gold has been a stimu-
us for growth, a magnet for foreign capital and has traditionally
paid for up to 50 percent of the nation’s merchandise imports. Foreign
investment, which averaged eight percent of gross domestic invest-
ment for the 1964-74 years, has provided the margin for economic
growth and is identified with the transfer of technology into the most
modern sectors of the economy : research, computers and heavy capital
goods imports. International credit, particularly during the 1974-76
period, has provided much of the foreign funding for the government’s
development and security-related infrastructure projects and enabled
the government to offset its increased defense and oil import costs.
The local capital market has developed greatly in recent years but
it does not have sufficient depth to provide the bulk of the investment
capital needed for economic growth in South Africa. ,
uring the 1974-76 period there was an important shift in the
relative 1mportance of gold and international bank lending and in
international bank lending as a portion of total foreign investment.
Gold sales, which had been equivalent in value to 35 percent to 50
percent. of South Africa’s post-war merchandise imports were equiva-
lent to only 30. percent of merchandise imports in the 1974-76 period
although total income from gold remained fairly constant. Over this
same period international bank lending more than doubled, both in
volume and as a percentage of total foreign investment. Thus, inter-
national bank lending, both absolutely and relative to the contribu-
tion of gold, is assuming a larger portion of the funding of South
Africa’s mvestment needs.
1. GOLD

Gold is the single most important factor in the South African
economy. Gold sales during 1970-76 earned $16.4 billion in foreign
exchange, equivalent to 40 percent of the cost of merchandise im-
ports; during the same years it consistently constituted over 50
percent of the foreign reserve holdings of the South African Reserve
Bank; and South African production (56 percent of world supply
and 75 percent of the supply of market economies) gives it a mnear
monopoly position in the market. The near monopoly position and

(47)
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the unique quality of gold a. an international standard of value'®
has served to consistently attract foreign investors and lenders by
creating a favorable climate for investment and giving solidarity to
the nations export base.

The dominant position of gold in the South African economy and
the steady price it commanded in world markets until 1971 gave South
Africa’s economic authorities a powerful tool by which they could
both stimulate and manage economic growth.? When gold was detached
from its dollar par value in 1971 it ceased to serve economic managers
as a stabilizing force in economic planning. Since 1971 the free market
price of gold increased from an average daily price of $58 an ounce in
1972 to an average $97 an ounce in 1973, and an average $159 an
ounce in 1974.2 It has fluctuated from a high of $196 an ounce in 1975
to a low of $103 an ounce in 1976 and in April-May 1977 it held fairly
constant at around $150 an ounce, Every change of $10 an ounce in
the price of gold alters South Africa’s earnings from that commodity
by approximately $230 million.*

With respect to this study the critical importance of gold was its
effect on South Africa’s development decisions when earnings tripled
as the price quadrupled between 1971 and 1974. South Africa’s gold
income averaged $1.3 billion dollars for 1971 and 1972, doubling to
$2.6 billion in 1973, and reached a high of $3.8 billion in 1974.

Income from pold was the prineipal stimulant as well as financial
base for the investment boom embarked on by the government in the
mid-1970s. This investment was further stimulated by strategic con-
siderations following the oil embargo during thc winter of 1973-74
and concern about the political stability and orientation in the neigh-
boring territories of Angola and Mozambique after the Portuguese
revolution in early 1974. From 1974 through 1976 South Africa has
doubled its defense budget, built up oil stockpiles and invested in
infrastructure and research and development programs designed to
make it less vulnerable to external political pressure.

! The unique quslity of gcld was given an sdded dimension thﬁaym when Bouth African Finance Minis-
ter Horwood announced that his country would avail itself of an IMF miling that nations could revalue their

gold reserves from the official rate to a more realistic market-related price, Theoretically, Sonth Africa’s

gold reserves, valued at $435 milion at a $34 dollar an ounce price (SARD, Dec. 1976 p. A6 and IMF Burvey,

Feh. 21, 19?75, could achieve a near $2 billion doliar value if volume remains constant and the market price

remalns at its April-May 1977 level of approximately $150 an ounce. Althongh this would be a bookkeeping

increass it counld give a psychological hoost to a nation whose reserves were equivalent to only 1.5 months-
of average import costs in recent months.

There will also be o real incoms increase (through savings), in that, under a 1929 agreament it remitted
to Mozambique 680 percent of the earnings of Mozambicans working in South African mines in gold at the
official price. When South Africa revalues its gold the remittance will be made at a warket-related price.
The differential could save Bouth Africa an estimated $70 million per year in remitted wages.

_ * The steady and sure growth of the Routh African economy is reflected in the average annual increase
in real national income which has been estimated as follows:

Percend
dGE G, e e rmem i —— o e A A 5.0
- e mm i m e mm . m— e~ ——— e e e e 58
L v P ¥ .
D e tm e mm— i mm e m e m e m mm i mm e m em 5.4
T B o o e e tp A rm i —mpme e mm o mm = m e mmmkmm mm m 6.0

(Houghton, op. cil., p. 39.) ) X .

1 1.8, Congress. U5, Senate. Committee on Foreign Relations. Subcommittee on African Affairs. South
Africa. Hearings, #ath Congress, 2d cession. Washington, U,B, Govt, Print. Off., 1977 p. 109,

4 Morrisen, Godfrey, ed. “South Africa: Gold and Riots”, Africa Confidential, London, Vol. 17, Mo, 16,
Aug. 16, 1976, p. 5. The statement assumes a coustant level of production, which Scuth Africa will likely
maiatain in tbe immediate future.
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2. FOREIGN INVESTMENT

Foreign investment was attracted to South Africa by the discovery
of pold and diamonds in the latter half of the nineteenth century and
foreign capital and markets have been essential ingredients in the
substantial growth and evolution of the economy since that time.?
Since the early 1960s foreign investment has accounted for approxi-
mately eight percent of South Africa’s gross domestic investment
with “‘domestic savings providing the remainder”. With respect to
thesedﬂgures the Director of Barclays National Bank of South Africa
stated .

I must point out immediately that . . . (these percent-
ages) can be misleading in that they do not reflect the true
extent to which we have had to rely on foreign investment
(and in particular the know-how skills normally accompany-
ing foreign investment) in respect of specific projects or
specific economic sectors—and sometimes these can be key
projects and industries.®

The fact thet foreign investment represents 8 percent of gross
domestic investment 1s significant in that it means that foreign
investment has provided the margin for economic growth particularly
since, as noted in the above statement, it is crucial for growth and
development in key sectors of the economy.

Table 13 profiles the relationship of international credit (indebted-
ness) and foreign investment (ownership). International credit is found
in the Non-Direct Investment category under Central Government
and Banking (investment in foreign governments rarely represents
ownership), and in the Private Sector categories of Debentures, Loan-
Stock and Similar Securities, Mortgages and Long-Term Loans, and
Short-Term (Loans). A part of Ngon—Direct Investment represents
equity investment (ownership} and is represented in the Ordinary and
Other Shares and Share Premium, %eserves and Undistributed
Profits items. ,

Although this Table does not permit us to identily specific inter-
national credit items it does indicate that international credit is
becoming a more important part of total foreign investment in
South Africa. The International Bank lending portion of interna-
tional credit represented 15 percent of total foreign investment in
1974 and an estimated 32 percent in 1976. I{f we add the bond and
IMF credit figures from Part I, international credit represented an
estimfbed 37 to 40 percent of total foreign investment at end-year
1976,

3 The long-term importance of foreign capilal is suggested by a majer South African economist who states
that *'led by diamonds and gold, and assisted by the vast inflow of capital from abroad, Seouth Africa was
(by 1936) able to break the vicioys eircle of poverty.” (Noughton, op. cif,, p. 38)

¢ Tirector, Barclays National Bank of South Afriea, From an nnpnblished 1976 speech entitled *The
Ontlook for South Afriea’s Capital Requirements™, fo the Aunual Conference of the Associated Chambers
of Commerce of South Africs,

! With respect to U8, foreign investment in South Africa by end-year 1476 iis international bank lending
of $2.2 billion was greater than U.8. direct investment of $1.6 billion.
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The major national source of foreign investment capital has been
and remains British ® although there has been a trend towards greater
U.S. investment, particularly in the 1970’s. In 1969 approximately
60 percent of South Africa’s {foreign liabilities were owed to Britain,
approximately 20 percent to other European countries and approxi-
nately 14 percent ® to the United States. By the end of 1975 the
U.S. claimed 20 percent of South Africa’s liabilities with the European
share, including Great Britain, dropping to approximately 70 percent.!®
The U.S. percentage of total bank claims was even greater, 30 percent
($2.2 billion of $7.6 billion), at end-year 1976.1

TABLE 13.—FOREIGN INVESTMENT: CAPITAL FLOWS TO SQUTH AFRICA END-YEAR TOTAL OUTSTANDING (1973-76)
{In .5, millionst

. 1978
1873 1974 1975 estimated 1

Direct investment

Central government and banking. . - o oo eeeeee 3246 $305 75 )
Private seCtor. . e 8,122 9, 402 9,363 ®
Total direct investment.._____________________________.___.____ 838 5707 968 3,638
Nondirect investment:
Central government ard banking. . ... oooeeeimne o ccaeee_. 1,57 2,068 3,589 38717
Long ¥erm_ .. .uo oo 964 1,327 1,953 2,112
LTS Y 603 741 1,576 1,765

5,531 6,724 8177 § 353
4,656 5,663 6,932 8 041
453 w :

477 9
Share-premium, raserves, 1,934 2,141 2,139 [43]
Debentures, loan stock, and similar securities 594 721 919 )
Mortgages and fong-term loans. .. ______ 1,468 2,219 3,471 ’
other. . ... ——- 185 185 178 2
Shortterm. ____ ool . 75 1, 061 1,255 a1
Total nondirect investment. . .___.________.____________________ 1,09 8792 11,706 12,230
* Total foreign investment. ____________________ ... 18,499 21,344 21,869
International bank claims.__________. ... ... )y 73 4,702 6, 966
Bank claims as percent of foreign investment 15 22 az

1 Estimates based on 1976 capital account figures from table 18, Note that public corporations are included under the
private sector actount,
1 Means not available.

Source: Adapted from SARB Quarterly Bulletin, December 1976, pp, 5-64, 5-65.

! The Standard Bank of England, for example, was: “first at the alluvial gold finds at Barberton and
came with the pioneers to the great gold-mining Industry on the Rand. For half a centiiry and more {t was
both diamond and gold broker—buying and selling the stontes of Kimberly, the gold of Barberton, of Lyden-
burt, and of the Rand, Most early businesses of commerce and mannfacturir% of the colonies of the Cape
and Natal and the Repubtic of the Transvaal were financed by it.” (Clarke, William. The City in the World
Economy, London: Penguin. 1967, pp. 4849, (Quote from Financial Mail, Jobanneshurg, Oct, 12, 1962}

¥ Houghton, op. cit., p. 33. Randal, Jonathan C. “Young’s African Mission: Ending the Disbeliel.” The
Washington Post, May 30, 1977, p. B. This article states Britain’s invesiment in Scuth Africs to be $4.6
billion, 1hat of France is $000 million and that of the U.3. is $1.6 billion. The $1.6 billion in U.8. direct invest-
ment had not changed since 1975, U.S. direct investment was thus approximately 17% of total forcign direct
investment in 1976. (See Table 14)

10 JAREB. Decemher 1576, p. 37.

11 Seo page 59,



ol

TABLE 14, —FOREIGN ENVESTMENT; CAPITAL FLOWS TO SOUTH AFRICA BY REGION (1975)
[tn U.S. millions)

Dther

EEC Eurogel Americas? Other
1975 1975 1975 1975 1975

Direct investment: :
Central Governmant and banking... .. .. ... oo ooae $275 3205 18 34 348
Private Sector 3. . . o e ccmemcsere e eeeane 3y 363 5, 997 585 Z,343 337
Total directinvestment______________________________ 9,638 B, 202 693 1,358 ans

Nondirect investment;

Central Government and banking___._._________________. 3,529 1,714 536 679 601
Long term 1,953 1,208 104 611 30
Shomterm_ e et e e e 1,576 506 432 ] o7 571

Private sechor ... B 177 4, 866 964 1,591 756
LOnE eI o e G, 932 4,367 834 1,185 536

Ordinary and other shares______________________ 397 236 68 a6 46
Share-premium, reserves, undistributed profit..__ 2,139 1,367 433 142 198
Debenrturas, loan stock, and similar securities. . __ 919 634 35 199 42
Mortgages and long-term boans.__.____. _....... 3,47} 2,151 298 . I 200

ey o 1738 9% 8 5 a8
Shorttesm. . 1,285 448 129 406 221
Total nondirect investment. _... . ... .. oeoooo 11,706 6, 580 1, 500 2,269 . 1,357
Total foreign investment. ________________________ 21,344 - 12,782 2,193 4,627 1,743

¢ Assume that this is predominantly Switzerland , .
¢ Assume that this is predominatly United States and some Canadian funds,
¥ Note that public corporations are included under the private sector account,

Source: Adapted fram SARB Quarterly Bulletin, December 1976, pp. S-64 and 5-65,
3. THE LOCAL CAPITAL MARKET

The local capital market is well developed in terms of institutional
sophistication and of meeting a significant portion of the nation’s
capital requirements. Gross domestic savings financed 92 percent of
total domestic investment in the 1964-74 period ** and in recent
years has consistently avernged 25 percent of gross domestic product
(GDP)." Despite this notable savings record the local capital market
is not of sufficient depth to meet South Africa’s capital requirements
if growth is to be achieved.!* The capital shortfall was particularly
notable in 1974-76 when South Africa’s economic managers had to
find large amounts of international credit to pay for their strategic
investment program.

¥ Direetor, op, cft, . . . .

1 obid, and SuckHlng, John, The Nature and Role of Foreign Investment in South Afriea; The Economie
Factor. Uppsala: Africa Publications Trust. 1975, p. 14,

4 The 1976 data sngzest that South Africa dosd have the eapacity to increase its savings but not, however,
ai & rate suffleient to reduce the need for foreign capital, The BARB Quarterly Bulletin of Drecember 1976
noted that  Giross domestic saving ineredsed in the third quarter to a level which wasabout 7 percent higher
than the average quarterly level attained in 1975, Neotwithstanding the increase in savirig ahd the decline
in investment at eurrent prices in the third quarter, the level of domestic saving continned to be insifficient
to finance total fixed and inventory investment.” p. 9. (An important facter which inhibitssaving capacity
is the limited participation in the economy by a majority of South Africa's qopu!ation. This narrow-based
cconoimy, which excludes 80 percent of the population from participating fully, is nnlikely o generate the
level of savings necessary to fres itself from a dependency on foreign capital for development.)
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B. Stratecic InvesTMenT: PuBLic CorroraTions, DEFENSE, AND
STRATEGIC IMPORTS

South Africa’s increasingly isolated policital position ! is directly
responsible for that nation adopting a political-economic policy of
“strategic investment.” ' Through government public corporations
and Funds,'® South Africa has determinedly pursued the rapid de-
velopment of its energy and defense capabilities, built up oil stock-
piles,'® and continued to upgrade and expand its transportation and
telecommunications network.?®* The Standard Bank Investment
Corporation stated in 1976 that:

During the past five years the authorities invested large
sums principaﬁy in administration, post and telegraphs,
railways and harbors and strategic research. Fixed investment
by the public corporations was concentrated on mining and
manufacturing, with emphasis on projects to exploit and
beneficiate natural resources. Substantial sums were spent
on oil exploration, phosphate development, colliery expansion
and mining of industrial minerals and metals. In the manu-
facturing field semi-public sector projects were intended pri-
marily to strengthen South Africa’s strategic position by con-
centrating on oil technology, steel production, aluminum and
wranivum reserves, petrol refining and developing electricily, gas
and water utilities.? [Italic added.]

The strategic investment policy is evident in the sharp increases in
(1) public corporation investment, (2) the defense budget, (3) defense
.and oil imports and (4) government consumption and expenditures.
International credit was critical to this investment.

1. PusLic CORPORATIONS

_ Government public corporations are the key element in the strategic
investment policy and major borrowers in the international capital
market.

15 Significant events in ihe early 19802 were the Sharpevills incident, the break with the British Common
wealth of Nations (1961) the U.N. arms embargo (1963} and the assumption of independence by many Afri
can states. (See Kaplan, Irving, et al, Area Handhook for the Republic of South Africa. Waghington: U.B
Govt, Print. Off. 1971, pp. 64142). The independence of neighbouring Marxist states—Mozambique (1574)
and Angola (1975)—guerrilla warfare in Rhodesia and Namibia, the 1978 Boweto demonstrations, and
pll’lblilcit_v generated by anti-apartheid movetnents in the U.5. and Great Britain have intensified the sense
of isolation.

1# The term “‘strateglc investment” is the author’s and is not a phrase which hag been used by Soath Afri-
can officials. South African Prime Minister John Vorster did state to the National Assembly in an April 20,
1977 speech that “South Africa has made the best preparations possible not only in getting the necessary
weapons, but also in stoekpiling strategic materials.” This staternent, plus the material presented in thia
chapter, may be accurately deseribed as reflecting a poliey of strategic investment. Also, the marginal cost
of a project, for example SASOL's oil from coal project, may give an indication of the strategic nature of
economic development efforts. SAS0L is very expensive and would not be economically advantageous unless
oil werz more than donble its present price. (Informant) X

It is of eourse true that the practices deseribed in this chapter, with the exception of increased defense ex-
penditures and imports, also represent a normal, and even desirable, process of infrastruciurs development.
And the earlier decision to stockpile oil, appears in 1977 to be particularly prudent, both in normal economic
as well as strategic terms. .

17 Pwo such funds are the Dafonge Procurement Fund and the Strategic Oil Fund. Monies are appropriated
for these funds each vear but the appropriation is hidden. In addition, monies from various other sources are
reportediy channeled into these funds, Substantis} balances have been built up in these funds (over many
vears) which are used to pay for oil and defense imports. N

13 Fishlock, David. South Africa Energy. Unpublished report prepared for the Congreasional Research
Bervice of the Library of Congress. S8eptember 1976. p. 5 (see pp. 87-38) .

19 The private sector, with a strong input from foreign direct investment, contributed mgn_ﬂicuntly to
strategic growth through the impertation of eapital goods, technology and trpining, particularly in 1he fields
of compnters, oil technology and transportation. See, Rogers, Barbary. White Wealth and Black Poverty.
Greonwood Press: Westport, Connecticut. 1976. Chpt. 4, pp. 123-169.

2 Standard Bank Review. Standard Bank Investment Corporation Ltd. Nov. 1978,
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TasLe 15 —Publicized priveie source infernational credits to South African publi:
borrowers (197/-76) 1

Millions

Republic of South Afriea (R8A) .. o ____ $615
Electricity Supply Commission (ESCOM)______ . ______ 691
Iron & Steel Corp. (ISCOR) __ e 731
South African Railways and Harbours (SARH)__ . ________________.__ 625
OO e e —————————— e 416
Total { Government entities) . ___ __ - 3, 078
Private sector {South Afriea). .. .o . .. 444
Total recorded _ - __ o e — e 3,521

t Figures from Tables in Chapter I. This represents only foreign source financing. Government public
corporalions obiain much of their financing from South African sources. Iu 1976, for example, 80 pereent (&4
ESlg?M’s total eredit requirements were filled by foreign borrowing. (Sourh African Digest. June 24, 1977,
p. 13,

The volume of Government borrowing is also increasing rapidly.

TaBLe 16.—Publicized privaie source international credits (o South African public
borrowers (1972-76) 1

[In U.8. millions of dollars]

1972:
T Ot - oo o o e e —————— e n (®
Government entities e e 277
1973:
Total . o e e e (%)
Government entities_ . e —————————— 477
1974:
Total o e ————— 819
Government entities_ __ ____ . ___._. —e_. 068
1975:
Total . o o e e e ————— 944
Government entitics. o e —eeam 803
1976:
Total. . ___ e e —m e —— ——————— 1,758
Government entities. . o ccuicmcmm———— e e v e e —m— 1, 613

! Figores from tables in ch. I. The total for government entities in table 15 (33,0¢8,000) does not equal the
total for governiment entities for the equivalent period (1074-76) (total ($3,084,000) in table 16. The difference
is due to rounding off numbers on the many individual loans,

1 Notavailable.

The $3 billion in identified foreign private bank term lending to
the central government and public corporations in 1974-76 consti-
tutes an important component of the $20 billion long-term expansion
program ? the government has undertaken in recent years, financing

1 Africa Research Bulletin (Aug. 15-3epi. 14, 1978, p. 999} printed the following list of major government
pmjecbtsilschcduled for completion over the next five to ten years. The fized cost for thesa projects totals
§10.8 billion.

Project Billiong
Ba08 TL . it amam e e eecacace—se-samemmmmsmmememmmememm——mn $2.3
PO telecommunications. .. o .. ... 2.4
Container 8atioN . . e eicteeicmesamessamesemamaesmnemmmee e 2.3
Pruvha power station 1.6
Natla power station. ... 1.5
Baldanhn semis plant._____ . 1.5
Koeherg nisclear power stati 1.4
Tscor expansgions_ ... _.__ . L3
Railways capifal Works . oot s 1.3
Uraniumms enrlehment DI . . oo e e d e mm SOV W |
Bishen-Baldanhg_ . .. e e em—m e e .8
Richards Bay developmient . oo e e .7
Kriel power Sallon . . . o it e em e e mmemmm e .. .5
Drakensberg PUInD SLOFME € . oo e m e amam e —m ks b .38
NW Cape power 1068, . . .o i e e .29
Residential areas Matla fDuvha/BKriel L o iiiiccaraaaan .23
Saso} gasilication Tant L .08
Transkei hydro-eleclbie oL . i mo e d e e .05
Cape Town pump storage _ . .04
I*retoria opers hotise. ... .

Foskor plant expuosion_ .. ... .. ....c e e mm e mam e e mam b m e m e mmmdmmmmmmmmmmm R
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such of the heavy capital goods imports and new technology required
for the modernization and expansion of the telecommunications net-
work, the transportation and shipping system, and energy and steel
production.

Energy, described by private banking sources as “‘the fundamentally
weak link in the economy” has received special attention by South
African authorities for some time.?? The South African Coal, Oil and
Gas Corporation (SASOL), a pioneer in the conversion of coal into
oil has entered a second stage—SASOL II—with a $2.3 billion expan-
sion project. This project will be financed by export credits (20 per-
cent of total), government appropriations (25 percent of total), and
an estimated $300 million annually from the Strategic Oil Fund which
will cover one-half of the cost of construction. The financing of export
credits has reportedly been obtained.? When completed, SASOL I
and II and expected to provided oil equal to 40 percent of 1974
consumption.*

Other energy projects include a $1.3 billion dollar uranium enrich-
ment plant and the $1.1 billion dollar Koeberg nuclear power station
which is expected to take eight years to complete. The latter project
is included in the $2.9 billion ESCOM plans to spend between 1975
and 1985 and a portion of its financing will be provided by a syndicate
of French banks.?

The South African Railways and Harbours Corporations (SARH),
which owns and manages the national railways, ports, and petroleum
pipelines, is developing an integrated steel production, railway, and
shipping expansion program at a projected cost of $5.7 billion. SARH
is providing improved rail service from the coal mines of the Transvaal
to Richards Bay and from an ISCOR from ore production facility to
Saldanha Bay where a processing plant will produce semi-finished
steel. ISCORs $2.1 billion dollar prograin (which will increase steel
producing capacity by 7 million tons in 1978), the SARH ($1.3 billion)
expansion which includes $800 million for the Saldanha plant and
port project and $200 million for the Richards Bay port, and a $2.3
billion port contaierization project will greatly expand South Africa’s
export capability.® The port and containerization projects are nearing
completion and will give a major boost to South Africa’s export
potential. ' '

% Specifically, Bouth Africa Iacks o0l reserves and is heavily dependent {02 percent} cn ‘c;ther countries,
particularly Iran, for its oil supplies.

1t South African MMgest. February 25, 1977, P 4,

’; Standard Benk Review. Febriary 1978, Johannesburg: Standard Bank Invesiment Corporation Lid.,
P. 4, ’ -
 Ibid.

3% Africa Research Bulletin, op. ¢it., p. 898. The port projects were particularly important in that & lack of
port facilities constituted an export hottlencck.
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The heavy commitment South Africa has make on these projects
places it squarely on the “treadmill of development,’ i.e.; major
projects already underway and planned must be developed in a co-
ordinated, time conactions manner. The relationship of these projects
to security requirements and to the expansion of exports (needed to
repay the foreign debt incurred as a result of the expansion) will make
it difficult to significantly cut-back or slow-down their further de-
velopment. According to the U.S. Departments of State and Com-
merce, government spending on these projects ‘‘was a major stimulus
to imports of capital goods in 1975 and the first half of 1976 . . .
The current projects are of such massive size that they will offer a
continuing potential market for goods in the next few years.” #

2. DEFEKSE BUDGETS

A host of factors have provided the impetus for increased defense
expenditures. In general there is a growing awareness of the need for as
much self-sufficiency as possible due to arms embargos and the increas-
ing momentum of the overseas anti-apartheid movement. More
specifically, local protest, the decision to intervene in Angola and the
conclusions drawn therefrom, the independence of Angola and Mo-
zambique, the Rhodesian civil war and the question of Namibia’s
independence have all served to increase security requirements.

The defense budget has increased from $688 million dollars in 1973
to $1003 million in 1974, $1230 million in 1975, and $1552 million in
1976, representing respectively, annual increases of 46 percent, 23
percent and 26 percent.?® The defense budget for 1977 is $1.9 billion,
an increase of 23 percent over the proposed 1976 budget.

In 1976 the government called on its citizens to further assist in
the defense effort through purchase of $138 million in defense bonds.
The Minister of Finance justified this during this 1976/77 budget
speech by stating: “Where Defense plays such a large part in this
budget and where the defense effort commands much widespread
support in our country, I think the time has come to appeal to all
South Africans to make a voluntary financial eontribution for this
purpose.”’ 2* Forty-two million dollars worth of bonds were sold
through October, and in December Barclays National Bank of South
Africa purchased an $11.5 million issue.?® The Minister of Finance
in his 1977 speech again called upon the public to purchase defense
bonds, this time for $276 million.®

% Department of Commerce. Foreign Teonomic Trends and Thelr Implications for the United States
Jannary 1977. (Doc. no., 77-004}. Jan. 1977, p. 10,

1 Figurcs in rands 1973-1076 are 462, 502, 948, and 1350 million with increases of 46, 37, and 42 percent. The
difference in percentage incroase is dee to differing exchange rates. In rands the defense budget tripled be-
tween 1873 and 1976, in dollars it slightly more than doubled.

» Minister of Finance 1978/77 Budget Speech delivered March 1978. .

# The Barclays’ purchase offers an ineresiing vignette in international bank operations and the political
economy of South Africa, Barclays National Bank of South Africa accompanied the defense bond purchese
with a statement to the effect that this reflected Barclays Wational Bank of South Africa’s commitment
to the country. This caused British snti-apartheid groups to protest to Barclays Internationsal in London.
Barclays Internationsi noted that although it owned 62 percent of Barclays National Bank in South Afriea,
the latter was a South African bank, mmanaged in Scuth Africs, and with only five British citizens sitling
on the 27 member Board of Directors. Although 63 percent ownership is held in Great Britain it is often
the case that subsidiaries of multinational corporations/banks such as Barclays, are managed locally. (The
Financial Times. Barclays NB in South Africa. Dee, 18, 1676,) i

31 The Fingnce Minister stated in his March 1877 budget speech that it was desirable to make it more
attractive for the public to invegt savings directly with the State, more especially, to help finance our defence
cffort, I trust thai the new national defence savings bonds, with the attraction of subsiantisl bonuses, will
receive wide support, (South African Digest. op. cft., Aprll 1, 1977 p 2.
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3. DEFENSE AND OIL IMPORTS

Defense equipment and oil imports constitute a strategic invest-
ment of substantial magnitude which increased sharply during the
1974-76 period.** Although specific figures are not available it would
appear that a minimum of $2 billion dollars in foreign exchange would
have been required to cover import costs in 1976. This estimate is
based primarily on figures from South Africa’s prestigious Bureau
of Economic Research (BER) and the United Nations.

The BER stated in mid-1976 that ‘“presently an outlay abroad of
R1400 million ($1610 million) to R1600 million ($1840 million) per
annum more than the 1973 figure is required to cover oil and military
imports.” ¥ Elsewhere the same publication states that the import
bill for oil has increased R700 million ($805 million).** Although
no years are given for the latter figure, we may assume that the
period covered is since 1973 when the big oil price increase occurred.
Assume the oil import volume in 1976 is held constant with 1975
import volume * (there was actually a recorded decline between
1974 and 1975), and multiply by the, 1976 price per ton, a 1976 oil
import cost of $+863-million or &8‘1’%’ million greater than the 1973
import bill, is obtained. The 805 similarity suggests that 1973
is a reasonable estimate for the ¥éar referred to above,

If the $805 million is accepted as representing the oil portion of the
$1610-$1840 million increase and the $1610 million figure is taken as
the increase in oil and defense imports (in order to arrive at an absolute
minimum figure}, the defense portion would also be $805 million. The
$805 million plus the defense unport portion of the 1973 $688 million
budget, which could reasonably be put at $195 million, would give a
1976 defense import bill estimate of $1 billion.* Thus, it would appear
that as a minimum, the oil and defense import bills each represented
at Jeast $1 billion in 1976, or a total oil and defense import bill of at
least $2 billion.

If we deduct from this $2 billion total, the mmimum increase of
$1610 million, as reported by BER, which represents the increase in
the costs of oil and defense imports between 1973 and 1976, we arrive
at 8 1973 oil and defense import bill of $390 million. Thus, oil and de-
fense import costs between 1973 and 1976 appear to have increased
500 percent. It should be emphasized again at this point that these are
estimates and that they are based on a number of stated assumptions.
However, regardless of the exact portion of this minitnal $2 billion bill
which goes to oil and the exact portion which goes to defense, it is clear
from the BER stated increase of $1610-$1835 million over 1973 and
the oil import costs from Table T6 that the increase in both oil and
defense import costs has been dramatic. | 7

32 Table 17 shows little change in the volume of oil imports since 1972, The increase in oil was due to price,
not volume. The iterease in defense was due to both price and volume.

# Bureau for Feonomic Research (BER)Y. 4 Surzey of Contemporary Feoromic Conditions and Prospects
Jor 1877, (Prepared by AJ.M. De Vries and SBenbank Economic Bervices.) University of Btellenbosch
Sept. 1976, p. 2.

H Ihid,, 1. iil.

i Bee fovtnote 1.

3% ' They goversment has had to increase defense spending by 40 percent (1976 rand increase)-=fwo thirds of
which i spent abroed—and it5 oil import bill has gone ap 500 percenit to cTeate what one expert calls ‘sirunctaral
negative changes in our botenee of payments”.” Hoagland, Jim. * U.5. Firms Imprint on Bouth Africa Deep.””
Washingtor Post. Tanuary 16, W77, {emphasis added) The 1976 defense budget was $1552 million. Two-thirds
of this, or $1035 million woeuld be import costs according to this statement by Hoagland.
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The impact of these strategic imports on South Africa’s balance of
payments is worth noting.

The additional burden of R1400 million to R1600 million
imposed upon the South African economy by an increased oil
bill and defense imports, more or less equals the present cur-
rent. account deficit of the balance of payments. One may
indeed argue that in pre-1974 oil and defense terms the cur-
rent account must now be more or less in equilibrium. How-
ever, oil and defense imports are indispensable with a price
elasticity of zero or almost zero. Hence the foreign exchange
content of non-oil, non-defense spending demands special
attention.®

With respeet to oil, Table 17, “Estimated Crude Qil Imports,” 1s
suggestive of the size of South Africa’s oil stockpile. From 1966 to 197F
oil imports increased on an average of 800 %mhter tons per annum.
The inerease from 1970 to 197 was 3.6 million metric tons. Assuming
that 8002%etric tons represented the increase needed annually
for consumption, then 2.¢million metrie tons could have gone into the
stockpile.®® If we take the 8.8 million metric tons imported in 1978 add
]00 iqn metric tons per year, through 1978, and take the difference
between t sg‘f)er year add-ons and the volume of oil actually imported
we get a illion differential for the years 197F-76. This is equivalent
to approximately 80 percent of South Africa’s estimated 1976 oil eon-
sumption requirements of 12 million metric tons. This figure gives
validity to the estimates of private sources who state that South
Africa has been stockpiling oil for some years and now is estimated to
have a two-year supply of oil which if rationed, could be stretched into
a longer period.*®

TABRLE 17.—Estimated Crude Petroluem imporfst

Imports Import

Price per Cost per (millions of costs (U.S.
barsel ? ton?  metric tons) millions)
$1.33 9.75 - 55 5
1.33 8. 75 i 53
1.30 9.53 14 4]
1.8 9,38 s 1_2 £9
1.26 9.24 ¥y & 71
1.68 12.17 3 ;! 107
1.84 13.49 128 4 :1 167
2,91 21.33 187 .26, 250
10,77 78.94 106 12, # 1,078
10.72 78,38 136 7o 990
11.51 84.37 tIAG i5p 41,063

L U_N. estimates.

* Estimated market price (f.0.b. Arabian Gulf) of Arabian light crude oil. Petroleum Industrial Research Foundations,
Ine. Vertical Divestiture and OPEC, New York, January 1777, p. 9. .

1 Conversion factors used in oil industry {compiled by Petroleum Economist): crude oil specific gravity of 0.860 at approxi-
rnatily }5.6 degrees C, gives 7.33 barrels per ton, Cal, 1 (price per bairel} times 7,33 (barrels per fon) equals cal. 2 (cost
per ton). :

4 Estimated figures. If the 1975 import figure is held constant and multiplied by the 1976 price the resuft would benXLOE3.
000,000,000 or t%fgl,ﬂoﬂ,ﬂoﬂ mare than 1973, (See pp, 85-86)

Source; Warld Supplies, 1850-74, U.N,, New York, 1976, series 1. No. 19 for 1966-70 and 1971-74, pr226=

YBER ep_cil.p. 2.

38 This oil eonld have Leen transshipped which, with the exception of possible assistance to Rhodesis,
would be donbtful for a country committed to a stockpile pregram.

% The South 4frica Yearhook, 1974 reports that the country has *'several years supply of erude.” p. 33.
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TABLE 18.—0iL AND DEFENSE COSTS

[Dollar amounts in U.S, millions]

1973 1974 1975 1976 1977
Oil import bill_ . . oo §250 $1,078 $990 141,063 1%1, 160
Defense import bilb___ . oo e ) i gr) 11,035 1], 242
Defense budget e i a 688 , 003 , 230 1,552 1,962
Budget axpenditure. . e 4, 8497 6,223 6, B62 B, 960 10, 064
Defense budget as percent of total budget . ________________ 14 16 18 i7 19
GDF at market prices. . oo oceeocemcnacammameemm - 328,420 $33,019 33,517 %33, 367 (%)
Defense budget as percentof GDP__. ... 2.4 0 .7 52 )

1 Estimate,
? Not availabie.

4. GOYERNMENT CONSUMFTION AND EXFENDITURE

The increased costs of the strategic investment program were re-
flected in the growing proportion of government consumption expendi-
ture in the economy and was financed by an expansionary fiscal and
monetary policy as well as by international credit. The supply of
money injected into the economy increased 22.3 percent in 1974,
17.4 in 1975,*° and 16 percent through the first half of 1976.* This
money was channeled to the government rather than the private
sector; government consumption expenditure being the main ex-
pansionary force in the economy from 1974 through mid-1976.%
During this period the government made nearly $3 billion in net claims
on the banking sector® and government consumption expenditure as a
percentage of gross domestic expenditure increased from its 1970-74
average of 12.5 percent to 13.9 percent in 1975 and, 15.4 percent in
1976.** Government consumption expenditure was up 15 percent in
1976 although it declined during the third and fourth quarters.®
The post-mid-1976 effort by the government to reduce public spendin
was accompanied by a more restrictive monetary policy; the supply o
money increased only 2 percent in the last half of 1976.% A 1977
indicator of whether the government will be able to adjust its stra-
tegic investment program to the capabilities of its economy will be
seen in the degree of success it has in holding the line on its own ex-
penditures and on the rate of increase in the supply of money.

10 Signderd Bank Repiew. Tuly 1676. p. 4.

$t South African Minister of Finance, Owen Horwood, 1977 Budget Speech. p. B.

2 Afriea Rescarch Rulletin, Aug, 14-Sept, 15, 1976. p. 598,

4 Dagat, Merton. “Bouth Africa’s Figures Look Bad bizt the Reality iz Worss,” Furormoney Nov, 1976,
p. 15, ““An all but R2000 million inerease in the 24 months between mid-1974 and mid-1976 in the net claims
of the banking sector on the government sector—a liguidity injection equivaient in size to ona quarter of the
total money and near money stock of the country in Tuly 1976.”

4 Government econsumption expenditure includes defense expenditures which would aceount for rnuch of
the increase here, It does not include expenditure by public corporations. The produet of these corporations
is =old direetly to the public and it is normal practice for povernments to separate such aceounts from the
general government consumption and expenditure account,

#1 RARB, March, 1977 op. ¢it., pp. 4 and 3-65.

16 1977 Budget Speech, op. cit., p. 5.
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C. Bavance Or PavymenTs: THE 1974-76 DEFICIT

The large deficits on current accounts in recent years are in distinct
contrast to the national experience during the 1960s when South
Africa first undertook a more determined growth policy. From 1960
through 1969 South Africa’s current account was basically in balance
with a cumulative positive differential of less than $30 million dollars
for the ten-yvear period, although there was trend towards greater
deficits in the late 1960s. However, a quantum jump in deficit
occurred, in the 1970s and in particular from the third quarter of 1974
through the second quarter of 1976. The current account was in
deficit by approximately $1.3 billion dollars both in 1970 and 1971,
showed a slight positive balance during 1972 and 1973, and in 1974,
1975 and 1976 showed deficits of $1.4, $2.4, and $1.7 billion respec-
tively.¥ The $5.5 billion cumulative deficit for the 1974-76 period
included average quarterly deficits of approximately $600 million
from the third quarter of 1974 through the second quarter of 1976—
larger than any yearly deficit recorded before 1970.

I%omestically these deficits reflect the South African GGovernment’s
dropping its conservative fiscal policies and going on an investment
boom. Externally a series of events from 1973 through 1975 directly
affected the strategic investment practices which resulted in the
adoption of large deficits. The oil embargo of the winter of 1973-74
and the subsequent hike in prices had a particularly disruptive effect
on the economy as it did on that of many other nations. The sharp
increase in oil prices in 1974 came on top of a worldwide economic
stagnation and inflation which began to have its effects on South
Africa in mid-1974. (South Africa’s economic and trade cycles tend
to follow that of the OECD countries by approximately 18 months).
1975 was a particularly traumatic year: the gold price was down and
the oil price was up, a newly-independent and unpredictable Marxist
government was in place in Mozambique and a civil war in to-be
independent Angola was of sufficient concern to induce intervention
by South African forces. Costs associated with these events were
reflected in the $2.4 billion current account deficit and $2.4 billion net
capital inflow for the year.

Continued apprehension about external political forces and about
a deterioration in terms of trade leading to devaluation are reflected
in the 1976 private short-term capital movements. The 1976 private
short-term capital outflow totaled $945 million of which $447 million
left the country under the ‘‘errors and unrecorded transactions”
category. A small part of the latter may be assumed to be money that
managed to avoid the foreign exchange controls and whose departure
was inspired by the Soweto demonstrations.*® A more significant

41 Bes Table 19, p. 9. Both the 1970-T1 and 1974-76 deflcits were partially due to normal trade cycle effects, -
They were unusual in that they represented 6 percent to 7 perceni of GDP in contrast to the post-war cur-
rent pecsunts deficits which equaled an aversge of 3 percent of GDP,

# South African Heserve Bank Quarterly Bolietin, Deoember 1970; Na. 122. During the third quarter
there was 8 net outflow of capital which the South African Reserve Bank stateg was due to political uncer-
tainties,” 4 sharp deckine in long-term foreign borrowing, 2 low level of investment, and the short-term

capital cutflow.

B7-T79—T7 b]
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portion of this outflow reflects “leads and lags’” brought about by
private importers who feared devaluation and paid their creditors
early in the usual 90-day credit period. Conversely, South African
exporters were probably urging foreign importers not to pay them
before the (normally) full 90-day credit period was up. Large move-
ments in the short-term capital account are usually due to leads and
lags being shuffied because traders are speculating on the likelihood
of devaluation. Such activity, of course, raised the cost of credit to
the South African importer or exporter and the presence of this
phenomenon indicated uncertainty about the currency and the
economy.

By 1976 monetary and fiscal authorities had decided that the
deficit creating spending boom of the two previous years had to be
constrained and they set an improvement in the balance of payments
as their first priority.*® Policies adopted included restraints on govern-
ment spending **—which were not put into effect until after mid-year
because of ongoing projects; restraints on aggregate demand; and the
restriction of domestic credit-—the latter included raising the bank
rate and liquid asset ratios and placing a ceiling on bank credit to the
private sector,® tax increases, and the imposition of an import de-
posit scheme. In addition, institutional investors were asked to invest
a greater proportion of their money in government stocks.5

These policies began to have visible effect after mid-1976. Merchan-
dise exports were up 13.2 gercent in volume and 33 percent in value
over 1975 while merchandise imports were reduceg 11 percent in
volume although there was a 6.2 percent increase in total cost.>
Service payments to foreigners declined—partiall{ due to a reduction
in dividend payments on foreign investment.®* All of this contributed
to a relative improvement in the current account deficit during the
third and fourth quarters of 1976 when the deficits of $121 million
and $462 million, respectively, fell below those of previous quarters.

Three major factors give further perspective to the large current
account deficits of 1974-76: (1) world trade cycles, (2) normal develop-
ment practices, and (3) political considerations. First, as noted above
South Africa’s trade cycle typically lags behind that of the industrial-
ized natjons by approximately 18 months. In this case the stagnation
and inflation which South Africa’s major trading partners suffered
during 1973-1974 began to show up in a reduced demand for South
Africa’s exports in late 1974, 1975, and early 1976. South Africa 1s
now pulling out of its high current accounts deficits as reflected in the
overseas demand which made possible the 33 percent export increase
in 1976. Moreover, although the current accounts deficit for 1976 was
$1.7 billion the seasonally adjusted current accounts deficit rate, by
quarter, declined steadily from $2.4 billion for the first quarter, to
$1.9 billion for the second, $1.0 billion for the third, and $0.7 billion
the fourth quarter. And by mid-1977 the current account balance for
the year had moved into surplus.

4 Department of Commoeree, Foreign Trends: January 1977, p, 8.

@ Standard Bank Review, Septamber 1976. pp. 1-3.

#H BER, op. cit., p. 11, .

1 Bes above, p. £4, for description of Barclays National Bank investment in Defence Bonds. Barclays
managemnent stated thet it was required to purchase a certain amount in government gilt edge securities.

3 TMF Survey. Febraary 21, 1477, and 1977 Budget speech, Minister of Finance.

HSARE, op, cit., pp. B—9.
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Secondly, given the normal development goals of nations and given
South Africa’s rich mineral base and its stage of development, it is
considered natural and desirable that it be a net importer of capital.
It is preferable that its deficits be expressed in money terms—which
are capable of being offset by foreign borrowing—than in real terms—
in the sense that the importation of capital goods and technology at a
rate below the absorptive capacity of the economy could lead te
growth rates lower than would otherwise be possible.

Thirdly, the large private short-term capital outflow in 1975-76
occurred for economic as well as political reasons. Private firtos needed
less liquidity when their investment was down. Multinational corpora-
tions, in fact, typically export their surplus liquidity given conditions
of low investment and economic downturn. This factor, plus the
“leads and lags” phenomena and political unrest in 1976 contributed
to the unusually large outflow. thether this flow can be stopped or
turned inte a positive flow will be a major indictor of how investors
perceive both the economic and political health of the nation in 1977
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D. IntERNATIONAL CREDIT: SO0UTH AFRICA INVESTMENT aND EXPORT
Expansion :

A basic requirement for maintaining creditworthiness while run-
ning long term deficits is to increase the supply base for export sales
in order to earn the foreign exchange necessary to service foreign debt.
International credit is fundamental to this process, permitting the
importation of capital goods and technology® which makes possible
the higher rates of domestic investment essential to South Africa's
economic growth and export expansion. During 1974-76 the South
African Government used most of its international credit in precisely
this way, channeling these funds into capital goods imports for in-
frastructure projects geared to increase exports as well as to make the
economy more self-sufficient. Of equal if not greater importance is
the basic economic assumption that a capital goods transfer is often
accompanied by a transfer of technology which is the main source
of modernization and productivity increase. L

In order to demonstrate the degree to which international credit
was utilized by and added to the productive sectors of the economy-—
as opposed to its being used for consumption or the purchase of exist-
ing fixed assets **—it, would be necessary to identify specific credit
inflows and their utilization by known entities. Tables 1-7 show that
$3.9 billion of $4.3 billion in identified term lending went to. govern-
ment entities in 1972-76 and bank officers ¥ state that most lending
goes to government entities responsible for infrastructure develop-
ment. However, the total amount of international credits extended
for the 1970s and how much went to which private borrowers is not
precisely known. Although time and data constraints do not permit
the degree of specificity necessary to correlate closely international
lending with borrower utilization the gross figures in Table 20 strongly
indicate that the sharp increase in the extension of international credits
to South Africa contributed primarly to public sector investment
and, in particular, came to represent a significant and inecreasing

ortion of the cost of capital goods imports—the national accounts
1item most closely related to productivity and modernization.5®

Section A of Table 20 shows a $4.2 billion net international bank
credit inflow to South Africa in 1975-76; estimates that $6.4 billion
in new lending was extended in the 1974-76 period; and notes the
$3.8 billion in term-lending identified in the Tables in Part 1% (Dif-
fierent time periods are used because they correspond to available

ata.)

Section B duplicates information from Table 19 for easier reference.
Of most interest here are the long-term capital flows to the Public
Corporations and Local Authorities and to the Private Sector. The
net flows were similar over the 1971-73 period ($825 million for inflow

5 fee Table 21 (p. 66) for an example of the type of import which U.B. banks financed and which were
supported by guarnntees, and insurance within the discount, in some cases, Ioan program of the Export-
Import Bank.

Wp International credit used for consumption also contributes to the economy in that it crentes demand..
Also, that portion which may go to huy existing fixed assets in the private sector would free that amount of
money for use elsewhere in the economy,

87 Aceording to commercial bank sources 8 signifieant portion of international eredit for South Afriea is
extended through the Euro—currency market and goes to finance major projects, As noted above, 8 Vice-
President of Citibank stated that: “We tend to make specific loans to specific governments ageneies for
specific purposes.” (U.8. Congress. Senate. Committee on Foreign Relations. op. cil., p. 535.) These in-
formants represent major landers and their practices are typlesl. i .

¥ Ses footnote 6 on page 22, 'This table uses the understated figures for bank lending. Thus, it can be assumed
that the estimates in this section and in ‘Table 20 are conseryatively stated. .

9 The $4.2 billion in the differential between the 1974 and 1976 figures in the first entry. The $3.8 billion
i3 the sum of the 1971-76 figures in the third entry.
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to public corporations and local authorities and $646 million to the
private sector). In the 1974-76 period the inflow to public corpora-
tions and local authorities had become substantially greater than
that to the private sector; $2,416 million compared to 1,513 million,
respectively. Section C shows that this trend was of sufficient weight
to reverse the annual positions of the public and private sector in
terms of being majority investors in the economy; Public Corpora-
tions and Authorities accounted for 47 percent of gross domestic
fixed investment (GDFI) in the 1971-73 period and for 51 percent
in the 1974-76 period.

Section D, on capital goods imports (CGI) shows estimated new
international bank lending increasing in relation to CGI from 31
percent in 1974 to 48 percent in 1975, to 62 percent in 1976; and in
relation to GDFI from 13 percent in 1974 to 19 percent in 1975, to
30 percent in 1976. Capital Goods Imports as a percentage of GDFI
increased from an average 38 percent for the 1971-73 period to an
average 43 percent for the 1975-76 years. These figures suggest that
the South Xfrican economy is becoming more capital intensive and
clearly more reliant on international credit.®® On the latter point
Section E shows that net capital inflow as a percentage of GDFI
approximately doubled between the 1971-73 and the 1974-76 periods
in each sector—Central Government and Banking, Public Corporations
and Local Authorities, and the Private Sector,

Section F shows that the long-term net capital inflows of Public
Corporations and Local Authorities as a percentage of their gross
domestic foreign investment (GDFI) increased from 9.6 percent in
1971-73 to 15.9 percent in 1974-76, or a 67 percent increase between
the two periods. For the Private Sector the corresponding figures
were 7.7 percent for 1971-73 and 8.6 percent for 1976-76, or a 14
percent increase between the two periods. Long-term development
capital international markets has clearly become much more impor-
tant to the public than the private sector as the former become the
majority annual investor in the economy.

Moreover, it would appear that these net capital flow figures
represent international credit much more than they do foreign
equity investment; Table 13 shows that in 1974-75 the direct invest-
ment capital inflow was $1.2 billion while the international credit
portion of the non-direct investment increased $4.6 billion for the
same period.*

The close relationship between internationel credit and public and
private sector infrastructure and development projects 1s shown most
clearly through the importation of capital goods.®® Implicit is the
critically important transfer of technology which contributes to the
modernization of South Africa’s plant and its ability to compete in
world markets as well as contributing to increased productivity.®

® Ihid,
6t The direct investment category basieally represents multinational corporation ownership in South
Alrics. These corporations typically finance their own expansion, one of the reasons being that: “it pays to
borrow woney locally based on investor's savings loeally and not to channel it in from outside countries.
The major experience we have learned in the last 20 years is that threat of devaluation, That is, we lose the
wealth we have put in there in dollar terms. As s result, moest companies attempt to borrow locally almoat
equal to the assets they have invested so as to protect them against that devaluation.” {U.8. Congress.
Senate, Committee on Forelgn Relations. ap. cit., p. 174. Btatement by Joel Stern, then of Chase Manhattan
Poank), Another reason for Internal finaneing is the greater degree of control refained by the corporation.
o Fee Table 21, p, 66 for types of goods financed by U,B. private banks and supported by the Export-
Trmport Bank of the United States, .
& The inflow of foreign capital has been important more for the technical knowledpge that thas gone with
it thap the physical claim on overseas resources that the cepital gave to 8A,”" Buckling, op. cit., p. 15.
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Suckling states that the importance of various factor inputs to the
increase in South Africa’s gross domestic product for 1957-72 were,
by percent:

Exogenous technical change . c o oo oo oo er e e .- B0
Increases in labor fOree. - o oo e e —————— e e e 21
Tnerease in domestic captiala e o oo e emmmmm e o m e 12
Inerease in foreign owned domestic. .o e cr e —————— e “y

M Ihid., P. 23. The clgse correlation between advances in technology and productivity increases which
Buckling examined in South Afrlea is typical for other economies as well. Pen notes that ‘00 percent of
the growth of labor Productivity in the United States over the past 50 years resulted from techincal progress
and only 10 percent or so from material inputs.” Pen, Jan. A Primer on Infernational Trade. New York:
Random Houss. 1967, p. 80,

TABLE 20.—INTERNATIONAL BANK LENDING AND SQUTH AFRICAN DOMESTIC INVESTMENT!
{!n miltions of .S, dollars]

1971 1972 1973 1971-133 1574 1575 1976 1974-763

A. Total bank lending outstanding at
the end of year (BL)__.___ ... _. NA NA NA NA 2,730 4,762 6966 NA
Estimated new bank lending3_ NA NA NA NA 183 2,062 3019 6 365

Bank lending to South African

Government and public cor-

porations (identified). . NA 227 al7 NA 663 97 1,613 3,078
B. Net capital inflow (NCI).... - 1,002 665 -10 1,659 1,214 2,623 525 4,362
Central Government and bank-
ing sector:
Longterm. .o 157 124 -16 265 190 431 159 780
Short term ... ____ 25 72 =20 21 109 -79 191 221
Public corporations and local
authorifies
Longterm___ . .._____. 216 221 388 825 634 964 818 2,416
. Shortterm______________ 43 10 -~17 36 46 228 2 276
Private sector: 4
Long term.. o cecmveceeeea 241 468 —63 648 296 926 291 1,513
Shortterm_________.____ 217 ~16l -187 —IH 643 373 408 519
C. Gross domestic fixed investment
{123 ) T, ememaganman 5244 555 7,002 17,892 & 871 10,654 10,046 29,571
Public carporations and local
authorities_____________._. 2,396 2,783 3,235 7,994 4,215 5431 5,435 15081

_ Private businass enterprises.. 2,B48 2,853 3/6/3 9,374 4657 5,223 4,72 14601
Publie carporations and local author-

ities as percent of GDFI____._.____ 46 50 46 4 47 51 54 (51)
Private business enterprises as percent
of GDFI —— 54 50 54 { (49)

S 53) 53 13 46
D, Capital goods imports (CGf)...___.. 2,105 1,939 2,733 6,783 3,833 4,207 £4,555 12,695
Estimated new bank lending ag

percent of GGI. - anam . . o —————— k3 43 62 (48)
Esti;nélged new bank iending as
o

Fl.____ e e e e ot e 13 19 0 &22)
GGl as percent of GDFI. . ____ 40 35 39 (38) 43 40 46 43;
CGI as percent of totat imports. 56 54 56 (56} 54 60 62 (58

E. Net Capital inflow to central Gov-
ernmernt and Banking as percent

of GOFI.. . _____. 2.5 3.5 0 (2) 3.4 33 3.5 3.%)
Net capital inflaw to public-
corporations  end  local
aythorities as percent of

GDFL e __. 4.5 4.2 52 (4.8) 1.7 L1 8.1 ¢}
Net capital inflow to private

sector as percentof DGFI. ... 8.7 6.5 =il 4 0.5 2.2 ~2 €))
f. Long term net capital inflow of
public_ corporations and local
authorities as percent of their

L1 8.0 A} 120 ¢.6) 150 17.7 150 (5.9
Long term net capital inflow of
private businass entérprises as

percent of GDFI .. _________. 85 16. 4 w17 an 13.9 5.7 6.2 (8.6)

1 Sources: MBL ﬁﬁures fram BIS; intarnational credits te South African Government from ch, 1 tables; net capital flow
figures from table 18; GDF] figures SARB; capital &uods imports figuras from South African Bulletin of Statistics, Many of
these fgures are estimates and for 1974-76, should be cansidersd as provisional.

2n these 2 calumns parentheses indicates a percentage. Nu parentheses equals a total fieure. .

# Assumption is that two-thirds of the outstanding figure is term lending (see ch. 1) and that 15 percent (equivalant of
average maturity of approximately 6 and 7 years is amortized annuallly) is paid off each year. New lending is {assumed)
one-third short-term Jending plus this amount, For example, 1974 new lending is $910 short term plus 15 percent of §1,820
Ion%term (3273) or 31,183 1975 new lending is $1,587 short term plus 15 3pan'.emt of $3,175 long term ($475) or $2,063.
1576 new lending is $2,322 plus 15 percent of $4,646 long term ($697) or $3,019,

4 Does not include errors and unrecorded transactions. . )
& Estimate, With import cost up 6 percent in 1976 assumption is that CGI 1976 is GGI 1575 times 1.06.
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TABLE 21.—EXPORT—IMPORT BANK OF THE UNITED STATES: DISCOUNT LOAN STATEMENT OF AFR, 30, 19771

Authari- Export Guaranteed,
zation  Maturity value (U.5. Insured, of
date date Bank loan Product or purpose  thousands) pending
1972 1977 Chase Manhattan Bank, MNew Authorization business forms, $157  {nsured.
York. printing press, and Collator.
1972 Textile dysing machine____ .. . 43 Do.
1973 . Callator__ . __________ 101 Do,
1973 Construction equipment.._ - 1,000 Pending.
1973 [ : I+ - 1,100 Do
1973 - Terey scrapers________.. - 1,100 Do
1975 Consiruction equipment__ - 650
1975 . [ s R, - 130
1973 1980 Irwng Trust Com., New York_____ Train control system_. ... 1, 500
1977 1983 Bank of America, W.T. and 5.A..__ Continuous coal mining equip- 1,000 Guaranteed.
ment.
1969 1974 Manufacturers Hanmover Trust, Locomotives ... ____..__.._. 631
New York. X .
1970 1971 __.__ 40 oeceveee oo __ Diesel electrical locomotives._ ___ 836
1973 1979 _____ do_____ _ Diesel locomotives. .. _____.____ 2, 000
1976 1982 - 2 coal mining machines__ - 550 .
1974 1980 Phlladelphla National Bank-_____ Computing system..__ .. - 400 Pending.
1974 1980 0 e do._ . 300  Do.
1974 1981 ____ do_ - Computer cotral system________ 500
1972 1979 Nowflth Wes%ern “Mational Bank, Dump trucks and spare parts._ __ 500 Guaranieed.
inneapalis, .
1975 198 ___ Ao i Truck Crane. .- e nae s 440 Pending.
1972 1979 “Central National Bank of Cleveland_ Temper mil. _____________ - 2,287
1972 1978 ___.. 400 oo mom e e om e mmmm - - Recoiler and scale breaker....__ 918
1972 1979 ____. do... .- - _ Stitting and coiling line, .._.__. 1,391
1972 1979 ____. do__ ... . Shear and trim..__._____ - 1,761
1972 1979 ____doo._....__ - Resquaring shear_______.______ 122
141 1979 . _do._. - Leveling line-stee! processing. .. 3,100
1973 1979 ... do._- _. Tire manufacturing equipment. . 1,730
1974 1979 _____do___ . Electrie motors.__.__ . ________ 88 Do,
1977 1983 ____.do._. -~ Pipe finishing equipment._..... 3,500 Guaranteed.
1977 1983 .. 00, o Gear, shalts, and bearings_. 1,102 Da.
1973 1977 Cn‘ﬁfns & Southern National Bank, Canstruction equipment_______ 500 Pending.
anta.
1975 1978 . ___do. oo Farmtractors. ... .______ 1,050 Do
1875 _ Farm machinery ... ________ 2,000 insured.
1975 _ Commercial washers and dryers. 2,200 Pending,
1976 1980 _____ do_ eew-. Farm machinery__._____._..._ 1,111 Guarantead,
1970 1972 “Bankers Trust New York Corp____ Ground support equipment_____ 200 X
1973 1976 Trust Co. of Georgia, Atlanta______ Regulator..___.___ ___.________ 36  Pending
1976 1981 Seéulnftg Pacific National Bank, Turho commander 6%0A._ . __._ 780 Insured.
alifornia,
1976 1980 _____ do Aircraft (1) aero commander____ 51 Do.
1977 1962 ____._ do._ wenew— Turhe commander aircraft______ BIB Do,
1872 1980 Mc¥gakn Guaranty Trust Co., New TReCKS. oo oo e e 6,250 Pending
or|
1973 1979 0 e Communication equipment for 3,40 Do
railroad.
1973 1979 . __do. o ____ Nutformer___ .. . .. 270
1973 1979 ... oo - Drilling machine____.._.._.___. 400
1973 1980 ____.do_ .. __ . Tire Manufacturing eguipment. . 1,922
1974 1981 ____do.______ - -- Steel mill equipment__..______ 4,000
1976 1981 ., o, b oo Coal miming machings_.____.._. 800
1973 1977 Anéerlc&r: National Bank & Trust Construction equipment._.._._. 1,100 Insured.
9., Chicago.
1974 1976 _____do_.___ R, ________________________ e 1,000 Guaranteed
1971 1977 Wells Farzo Bank NA, Los Angeles Computer system__.___________ 500
and San Francisco.
1972 oo do. 774 ]
1972 "7 waterwheei genesators_ 3,000 Pending.
1973 do . Construction equipment. . __ 150 : e d
1975 1977 “First Wisconsin National Bank, Earth moving and construction 30,000 Guaranteed.
Milwaukee. equipment.
1969 1970  Continental |llinois Nationa) Bank Crane __ . ... __ 230
& Trust Co., Chicago.
1972 .. Construction equipment 666 Do
1973 Aircraft_ 566
1973 ___dlo__ 605 Pending.
1973 Cranes_____ 730
1975 Farm equipment__ 741 Guaranteed.
1975 Steel foundry equipment_ - 500
1975 . Metal working equipment. _ 1,300
1873 1977 SncmyNatwnal Bank of Cleveland_ Construction equipment___ - i,ns Insured.
1973 1977 _do e Tire servicing squipment_ ______ 67 Do.
1972 1978 “Fiftsburgh National Bank..______ Elt;clrticai equipment for manu- 700 Guaranteed.
acture,
1972 1982 .80 o irernvneeneena- . ElBCtrical equipment __________ 9,600 Do.
1972 1980 ..___do ________...... - .. Pickle line revamp.___. 2,800 Do.
1972 1980 _____do e wnn Cold shear line ... _______ 4,000
1972 1980 _____| do_____________. «—- Contour lathers for roll shap.._. 1,200 Do
1972 1979 ____ L Coil huildup line. oo eee 3,000 Do,

Ses footnotes at end of table.
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TABLE 21.—EXPORT-IMPORT BANK OF THE UNITED STATES: DISCQUNT LOAN STATEMENT OF APR, 30, 1977 ¢

—Continuad
Authori- Export Guarenteed,
zation Maturity value (U S.  insured, or
date date Bank loan Product or purpose  thousands) pending
1972 1679  Pittsburgh National Bank ........ Wire drawiﬂr_ machings._._ ... $1,000 Guaranteed.
1972 1979 . Coil rewind A8 o v oo v 600 Pending.
1972 1980 _ Cold shear line_... 5,250 Guaranteed,
1972 1936 - Galvanizing line____ 7,500  Da.
1972 1380 - Tensing leveling line___ 2,900 Do,
1972 1979 Manufacturing equlpmen . 1,200 Do,
1973 1979 . bronmill robls_ ... ... 2, 500 Do.
1973 1980 Steel plant eguipment and 700 Pending;
engine services,
1973 Steel mill oqulpment......-.-.- 4,000 Do,
1973 - Painthine __________ —— 2,800 Do,
1974 Pickla line for steel plant. _____ 11,500 Guaranteed,
1973 1981 ___.. do R Cold shear §ing...covenocee- 4,000 Do.
1974 1987 _____ do oo Pickleline._____ ... 9,642  Do.
1974 Billet inspaction plant 2,500 Do,
1574 Steel fabrication equipment_ _ _ 9,000 Do,
1974 Ajrcraft. ..o 1,000 Pending.
1975 Miscellansaus manufacturing 3,333 Guaran
articles,
1975 1 continuous mining machine. __ 276 Da,
1971 - Tension leveling line............ 1,200 Do,
1976 - Continugus mining machine. ... 570 Pending.
1976 Replace gear for dragline_._____ 210 0.
1976 an:tgsmachme and component 450 Guaranteed.
1976 1.y do___ 4 underground coal shyttle cars. 258 Da.
1976 1982 _____ do_ - 2 Marietta mining machines i00 Do.
1972 1977 Cnﬁtma#talk ‘Bank Internatlona[ Bottling equipment. ... .. - 300 Do.
ew Yor|
1972 1978 .. _do.____.___ . _..._. Bottling and packing machine. .. 341 Insured.
1973 1977 . __do Trucks. i 300 Pending.
1914 1977 Haé“s Trust & Savings Bank, Laundry equipment. _________. 300 Da,
ica
1976 1978 _.._.do.g,u remessme s wnnna-n - GOMmercial laundry equipment. 1,111 De.
1975 1977 "American Express [nternafional 16 general aviation aircraft. . ... 2,222
Brokerage Corp., New Yark,
1574 1977 First Chicago International Bro- 1 Helio supes courier Wi ______. 75 Insured,
kerage Corp., New York. . .
1972 1976 Chemical Bank, New York _______ Manufacturing machinery._...__ 500
1572 197 0 oo ___._ Metalpressesete._____ .. ... 750
1975 L R | U Can-producing machinery. ____ 2,054 Guaranteed,
1972 1978 Crocker National Bank, Los Industrial heating and ceaking Do.
Angeles and San Francisco, squipment,
1973 1578 ____. do. ——-- 1 Cessna aireraft____ ... 300 Do,
1972 1975 Mellon Bank 1ntarnallonal “New Grove cranes..... .. __ 125
1972 Concrete pumps and accessories. 54 .
1974 Printing presses 70 Pending.
1975 9 do. Cranes_______ 400 Do.
1976 1980 United California Bank Interna- Machine tools. 275 Do.

tional, New York,

1973 1977 Bank of Boston international, Hydraulic crames.............. 2,000 Do.
New York.
1973 1980 . ___. 40 TreKS o e e o e e e §, 500 Do.
1974 1977 Cleveland Trust Co. . eurvevr wmns Business forms press. .. ______ 12 Insored,
1975 1980 __._. 00 T . 161 Pending.
1975 Onecollatar. . __ .. ... 135 Do,
1975 Heavy duty farm tractors....... . 2,000 Guarantesd,
1972 Beechcraft aircraft_______..... 250 Panding.
1973 AreraM. ..o e 1,823 Guaranteed.
1976 _ Helio aircraft____.. ..oovvesnnn 205 Pending.
1976 Concrete block manufacturing 700 Do,
equipment,
1976 1582 Eurupean—Amerlcan Bank & Trust ... 00 oo e e 251 Do,
Co., New York,
1973 1978 Fnrlit {:lty National Bank of MU-2J prop-jel airplane.___._.__ 345 Guaranteed,
auston,
1576 1987 North Barn]ms National Bank 1 Industsial crane 1.
1976 1980 .___. e Minicompurters.. . 160 Do,
1576 1981 ... - Aircraft. ... 412 Do,
1972 1979 Central National Bank, Chicago. .. Dump trucks and spare parts. .. 500 Do,
1575 1978 I-Iarus gant International COrPr, AICEEM. - o oo rooe e meee 2,000 Insured,
1573 1975 Phdadelphia Internationat Bank, Cranes_.... ... .ccccvrcaamaan 500 Dy
New York. .
1975 1980 _____ do_ - Helicopter. ___ e B50
1973 1976 “Northern Trust infernational Bro- Crames.____ . ..o 425
kerage Carp., New York.
1973 1981  First National CIty Bank (Interna- Train control and communica- 3, 060
tional, Chicago). tions.

See footnotes at end of table.
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TABLE 2],—EXPORT-IMPORT BANK OF THE UNITED STATES: DISCOUNT LOAN STATEMENT OF APR. 30, 1977

—Continued
Authori- Export Guaranteed,
zation  Maturity value (US. insured, or
date ate Bank loan Product or purpose thousands) pending
1974 1980 First National City Bank {Interna- Construction Machinery. ... — $1,200
tional, Chicago).
1975 1978 __...do [ Laundry equipment.. ... 1,111 Guaranteed.
1575 1881 _____ do. neamam Sheeting machine..... - 736
1972 1975  First National City Bank (Interna- Enginelabs_ .. oo .. 48 Insured.
tignal Los Angeles).
1974 1978 Cﬂtllckeli BMi;I-America Interna- Street cleaning aquipment. . ___ 272
ional Bank,
1975 1977 c::ﬁtinelr;tal Bank International, Rice sorting machine 51
ouston,
1978 1981 ... do. ——- Helicopter, e e ceeeameem 200
Totak - 229,090

115, banks which finance trade with South Africa may in turn discount (usually a portion of) these loans with the
Export-Import Benk of the United States, The Jast column identifies thosa |vans which also have been guaranteed of
insured by the Export-mport Bank. This table includes all joans to South Africa discounted by the Export-import Bank.

Sourca: Adapted from information supplied by the Export-import Bank of the United States.



CHAPTER 1II. THE LIMITS TO GROWTH; THE 1977
INTERNATIONAL CREDIT SHORTFALL

The basic economic strategy of the South African government is to
maintain a strong current account on the balance of payments by
improving the export sector and also by following a policy of import
substitution. Given present uncertainties about the continued inflow
of foreign capital the authorities believe that a long-term adjustment
in the balance of payments, to be achieved through a reduction in the
traditional net ingow of foreign capital which had averaged 3 percent
of GNP since WWII, is also necessary. The reduction in the current
account deficit and the net capital inflow over the long term will
require a continuation of the shift of resources into export expansion
and away from domestic consumption.

The 1977 budget manifests the policy of a reduced dependence on
foreign capital; however, the depressed state of the economy and the
concomitant pressures to stimulate growth and reduce unemployment
will almost certainly create a continuing pressure to import foreign
capital (in the form of international credit since direct investment has
practically ceased) for the investment stimulus the economy needs to
break out of three years of sluggish behavior. Moreover, the govern-
ment has a current need to get out of the awkward position caused
by its sizable short-term debt. The triple pressures of servicing this
short-term debt, of stimulating a sluggish economy, and of funding
its continuing strategic investment requirements pose & major chal-
lenge to the long-term strategy of reducing the current account deficit
and the historic dependence upon large net capital inflows.

A. 1977 Economic CONDITIONS

The major question mark for the economy in 1977 1s whether the
normal trade eycle and stock cycle effects—downward trends in both
the stock cycle and the trade cycle should reverse themselves—will
quicken the pace of economic activity sufficiently for the economy to
recover from three years of sluggish behavior. The recovery of the
Western economies has already had a pronounced effect on South
African trade with the 33 percent incresse in export income in 1976
and, very encouraging to South Africa, a (provisional) current account
deficit of only $170 million for the first four months of 1977.! The
stock cycle however, remains stagnant with a continuing high level
of surplus capacity after a two-year sharp decline in stock levels.?
The availability of investment capital will be & major factor in con-
verting the surplus capacity to production, to the buildup of stocks,
and to economic growth.

1 South African Digest. May 27, 1977, p. 9. .
2 Chass Manhattan reported in July 1977 that over one-fiith of Bouth Afriea’s productive capacity re mained
idle. {Internationsal Finance. July 11, 1977. p. 4.)
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Economic recovery will be inhibited by a number of structural
factors; the adjustment to a lower level of foreign investment, the
lack of skilled labor, and the inelasticity in the increased costs of oil
and defense imports. One survey of U.S. companies with direct in-
vestments found that over half do not plan further investment over
the next five years (although Volkswagen, British Petroleum and
Leylend have announced expansion plans),? 15 of 100 U.S. business-
men interviewed were consigering withdrawal of their investments,?
and a U.S. based group that examines international creditworthiness
dropped South Africa from 5th to 19th place.’ Of more immediate
concern was the 1976 short-term outflow of $751 million “not related
to reserves’ ® reflecting ‘“leads and lags’ speculation based on a fear of
devaluation and possibly a reduced confidence in the future of the
economy. Beyond this, the reduction in direct investment implies a
reduction in the technological progress which is achieved through the
transfer of technology.

The apartheid laws have limited the development of skilled labor,
inhibited development of a single manpower plan for the economy,
and skewed development in such a manner as to meke the capital
component of the capital/labor/production relationship of greater im-
portance in a capital hungry developing economy.” In the most recent
investment survey done by the BEIE (1973) 59 percent of the respond-
ents stated they would invest more if they did not anticipate bottle-
necks and of these “86 percent expect that a lack of skilled workers
and technicians will be a serious bottleneck.” 8

These structural problems underlie & number of particularly bleak
business indicators registered in 1976. Manufacturing output was
down 9 percent, auto sales 19 percent, and mortgage advances 29 per-
cent from 1975.° Consumer spending and business orders declined,
businesses in liquidation were among the worst in history; '° and late
in the year two banks were placed in receivership and another suffered
heavy losses.!

Real gross domestic expenditure, real fixed investment, and inven-
tory investment, were all down in 1976. Private fixed investment
showed the greatest decline and, beginning in the second quarter of
1976, the fixed investment of public corporations also began to decline.
The latter was due to ‘“the partial completion of the Sishen-Saldanha
project and the forced postponement of outlays on other projects due
to a general shortage of capital.” * Expenditure bﬂﬁr public authorities
continued to increase in 1976, however, and real government con-
sumption expenditure is projected to increase in 1977."

% {Tnited Nations. Special Committes :%ainst APartheid. “Present economie situation in Bouth Africa
and the importance of urgent international gotion.” UN. AJAC. 115/1..456

1 Hoagland, Jim. ““U.8. firms imprint in South Afrlea deep™, Washington Post. Jan. 16, 1977,

t Doing Business with a Blacker Africa. Buginess Week. Feb. 14, 1877. p. 67.

¢ 1977 Budget speech. p.4. {Total private short-term capital outflow was 3845 million.)

* While spartheid permits low wages, which reduces eapital requiremnents to a degree, its restraints on the
development of skilled labor forces more capital intensive practices. The SBouth African Government’s
Teonomic Development Programme for 1673-61 notes the increasing capital intensity of the economy over
the past 20 years which it attributes to an underutilisation of labor and execessive imports. (Simon, B .
Gloomy official fore-for South African economy. The Financial Times, Fune 6, 1077.

6§ BER. “Survey of Investment, Intentlons, 1973-1975. Cape Town, Albion Press. 1978. p. 14,

% Business. ‘‘Angola 1975, Sowelo 1976.” April 8, 1977. p. 12. {Reprinted in AF Press Clips. April 12, 1977,
Dept. of State)

W Standard Bank. op. c¥#., January 1977, p. 1.

W 1977 Budget 8peech. op. cif. p. 5.

12 1977 Budget Speech. op. cil. pp. 7-8.

B 5SAREB, December, 1976. op. cif, p.8.

i Ibid., end 1977 Budget Speech. op. tit,, p.8
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Unemployment rose rapidly in 1976 although total employment in-
creased.”® From 1973 through early 1976 unemployment among
“Whites, Asians, and Coloureds” fluctuated between 8,000 and12,000
or approximately one-half of one percent. By February 1977 there
were 22,207 registered unemployed, or approximsately one percent.!®
Black unemployment (no official statistics are kept), is estimated to be
between 1 and 2 million, or approximately 10 to 20 percent of the
active labor force."” A reported 10,000 to 20,000 Blacks are losing their
jobs every month.'® L

Wages have also increased sharlpy—35 percent in 1976 over 1974
levels—but there was no corresponding expansion in productivity.'®
Black wages were up 24.2 percent in 1975 and wages of Whites, Asinns,
and Coloureds were up 13.6 percent. Wages were projected to have
increased another 15 percent in 1976,”° but with the differential be-
tween the Black and White wage increase reduced. ‘

The major bright spots in the economy have been the ability of the

overnment to reduce the rate of increase of the money supply and of
1ts own expenditures since mid-1976, the great surge in exports, and
the increase in the price of gold, Gold, which sold for just over
$100 an ounce in August 1976 was selling for nearly $150 an ounce
from April to June 1977, If these prices hold, South Africa’s foreign
exchange income from gold in 1977 could be $500 million or more higher
than it was in 1976. As noted above, 1976 merchandise exports in-
creased 33 percent in value while imports increased only 6.2 percent
and the trend in 1977 has shown continual improvement. The 1977/78
budget holds the line on government expenditure, with the exception
of defense and some social services, and the rate of increase of the
supply of money dropped sharply after mid-1976.

B. Tag 1977-78 BubpGgET

In 1977 South Africa’s fiscal authorities are making adjustments for
(1) major external events of the 1970s—the quadrupling of the price
of oil and increased political instability in southern Africa—and its
own domestic politica.]i) unrest, both of which give continuing impetus
to the strategic investment program; (2) the domestic economic down-
tura which began in 1974, reached recession proportions in 1976, and
has persisted through early 1977; and (3) a sharply reduced ability to
obtain international term lending which places a financial squeeze on
an economy in which one of the primary constraints to growth has
been investment capital.

The government response to these conditions has been the adopiion
of a 1977/78 2 budget designed to reduce the deficit on current
account and the rate of inflation while continuing infrastructure
development, increasing defense expenditure, and providing more
money for the Black sector. Credit requirements will be met through

15 Ihid, p, 2.

18 Bulietin of Statistics. S8eptember 1876. Republic of South Africa. Department of Statistics. Pretoria.
pp. 2,24-2,35, 1976 Budget Speech. p. 4 .

¥ (tpodwin, June. “Black Trade Unions Gain in South Africa.”” Christion Science Monifor. Feb, 16, 1977,
Hatton, Grahamn. “‘South Afriea and the Foreign Money Taps' The Financigl Times, March 8, 1977,

1 Ihid,, Goadwin and Hatton.

HBER. op. cil. p. 2.

0 Ibid., p. 29,

11 IMF Survey. Feb. 21, 1977, T

# Minister of Finanee. 1977 Budget Speech. March 30, 1977. p. B. The budgat year is from April 1, 1977 to
March §1, 1978, :
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an enforced channeling of domestic savings into the public sector to
take place of more limited access to international term-lending.
Little or no economic growth s expected in 1977 although the “gov-
ernment continues to attach the highest importance to the long-term
growth of the economy.” ® In addition, an interdepartmental commit-
tee under the Secretary of Finance has been set up ‘‘to investigate
the capital priorities of the public sector, of which the public corpora-
tions of course form an important part.” *

Dependence on international credit by South Africa is clearly
reflected in the 1977 budget speech of the Minister of Finance:

The pressing needs of the Treasury arise basically from
the urgent requirements of defence and from the need to build
np our economic and social infrastructure in the broadest
sense of the term. There are also the financial requirements
of the public corporations. . . . On the other hand we are
faced with a relatively slow growth of State revenue and
‘with a likely reduction in the availability of foreign capital.®

The wovernment is calling directly on the private sector to fill
the gap created by the projected mternational credit shortfall.*
These monies are to be obtained through bond sales to the public—
$92 billion in defense bonds and $184 billion in national defense
savings bonds; from a requirement to increase investment in gov-
ernment securities from bank and building societies and other financial
institutions—$138 million each from the bank and building societies
and %598 million from the financial institutions; and an estimated
$460 million to be earned from a 15 percent import surcharge.

These funds total $1606 million of which $1524 million wlfl be used
to meet government expenditures associated with international
credit, defense, public corporations and general government purposes.
More specifically, $207 million is required to redeem foreign loans,
$171 million to renew existing foreign loans, $295 million to be capital-
ized for the public corporations, $276 to be allocated for defense

urposes, and $575 million to be invested in government securities
or general government purposes.

South Africa’s acceptance of its reduced ability to obtain interna-
tional credit combined with its decision to draw on the private sector to
meet public sector spending requirements creates an apparent conflict
with the possibility of economic recovery in 1977. The 1976 decline in
gross domestic fixed investment (at constant prices), high and increas-
ing unemployment, and the sharp draw-down in inventories would be
expected to continue longer than normally, given reduced amounts of
investment capital. However, the government hopes that the present
high level of plant surplus capacity can be converted to productive
out‘mt with a relatively low level of new investment.” (Exhibit V re-
veals the sharp-downturn in 1975-76 in housing industry sales which
implies a large margin for increased output with given capacity. The
housing industry, as noted above, is also to be stimulated by govern-
ment expenditure.) In essence, it hopes to shift demand from imported

4 Ihid., p. 16,

2 Thid,, o 16,

 Jhid., p. 25. .

1 Total budget expenditure projected for 1977/78 is 310 billion. Of this amount $2.3 billion is to be obu_uned
through varions borrowing techniques, One technique announced in the 1977 budget. speech, this one designed
to inhihit the ovifiow of foreign capita), is & prohibition against the repatriation of profits earned before
Jan, 1, 1975,

7 However, a BER survey showed that 22 percent of productive capacity was idle in May 1977, (—Africa
Report. July-August 1977, p. 42.)
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goods to domestic products made more readily available to consumers
through utilisation of surplus capacity.?® This short-term strategy
could reduce the current account deficit as well as provide increased
earning which could be channeled into the government sector,

Exhibit Y. A CORMPARISON OF REAL BUILDING INDICATORS
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C. 1977 InTeERNATIONAL CREDIT REQUIREMENTS

South Africa’s fundamental need for foreign capital derives from (1)
its historic and continuing status as a nation with a growing economy
actively trading and competing in world markets,” (2) the lack of alocal
capital market with sui%cient depth to finance expansion at a rate
desirable to meet both domestic and foreign demand, (3) its recently
increased requirements for security and self-sufficiency, and (4) its
high demand for capital goods and technology imports. The latter
is of particular importance because, although South Africa does possess
a significant research and development capability, it still urgently
needs to acquire from abroad new technological capabilities to help
maintain its competitiveness in world markets.

22 1977 Budgel Speech. op. cif., p. 9.

2% Sputh Africa’s annual exports and imports are each equivalent in value to approximately 25 percent of
its GD P. The magnitude of trade, much of it financed by international credits, is not only important, it is
fundamental to the well being of the South African economy. In 1976, the U.S. became South Afrlea’s major
souree of imports, followed closely by Britain and West Germany.
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More specifically, international credit requirements in 1977 will be
determined by the need to service debt, the trade balance, and new
term lending required for the investment to stimulate growth. South
Africa may be in the market for approximately $1 billion in new credit
in 1977, most to service its substantial borrowing from international
commercial banks in the 1974-76 period.

To service its $7.6 billion in international bank ecredits South
Africa must repay $3.4 million in principal and an estimated $.6 million
in interest in 1977.2° An estimated $2.6 billion (see above, p. 62), of
the $3.4 billion is short-term credit which is typically rolled-over but
the estimated $.8 billion in maturing term lending and the estimated
$.6 billion in interest gives $1.4 billion which must be repaid in 1977.

This repayment schedule is sufficiently sizable as to place South
Africa in a awkward repayment position in 1977. A financial squeeze
may be in the making. In 1976, when international credit was available
in large quantities, South Africa engaged in foreign exchange trans-
actions which gave it $1.2 billion in credits to meet balance of pay-
ments needs (see Table 19, p. 62, column entitled ‘“Change in net
gold and other foreign reserves owing to balance of payments trans-
actions”). These credits were ohtained from the IMF * and from a
reported near $500 million gold swap with Switzerland.®

In April 1977 South Africa arranged another gold swap * and sus-
ﬁﬁnded the gold reserve requirement of the Reserve Bank.® It is
ikely that this was done to help meet short-term obligations as its
net foreign assets dropped over $300 million from the previous month,
a reduction probably representing repayment of foreign debt with
foreign exchange obta.ineg through the gold swap.® South Africa has
also drawn its reserves down $112 million in the first six months of
19773 The gold swap, the suspension of the legal requirement that

old reserves be maintained at a specified level, the reduction in net
oreign assets—each of which occurred in April 1977—and the reduc-
tion In reserves, all suggest that South Africa is having dificulty
obtaining adequate levels of credit in 1977.

% Camphell, Mary and Francis Ghiles. New Data on LDC deb(, The Financiel Times, June 17,1977, p. 32
for 1he $2.4 billion figure which is attributed to the BIS. Assurne an average interest rate of 8 percent on the
$7.6 billion for the 3.8 billion intereat fignres. [The internationsal bank repayments are the onky important
repayments in 1977, The bulk of the IMF repayments fall due in 1979 and repayment on bond indebtedness
is estimated at $106-200 million.] .

21 South Afries i3 also eligible to negotiate another standby arrangement with the IMF {or a maximum of
$267/3D K232 million. It i3 also Hkely that IMT articles will be raiified this year to provide new couniry
quotas. Together, these times could give Bouth Africa aceess to another near §500 million in credit, much of
which could become available in 1978,

# Various sonrces. Although details on the gold swap are nuttﬁublicly avnilable, a tgpiral arrangement
would involve a South African sale, at 8 1market-related price, with an opiion to buy back ai or within a spe-
cifie time period at a specific price. It ia likely that the gold swap is accounied jor in the $710 million drawn-
down on its foreign assets which Bouth Africs registered last year. JMF, Internstional Financial Statistics,
June, 1977, p. 324,

2 Sputh African Digest, May 6', 1977, p. 4, In this article the Governor of the Reserve Bank (SARB)
stated that the gold swap was to “‘ensure the adequacy of the bank's foreign exchange holdings during the
period ahead” and noted that the holder would not sell the gold on the market hut that it wonld revert back
to the SARB on the “variousz dne dates of the agreament.” The country with which the gold swap was
artanged and the amount was not designated.

3 The Sonth African Reserve Bank was “legally required to maintain minimnm gold reserves equal to
25 pereent of public Yabilities less assets’’ until the Minister of Finance annouhced on April 25, 1977 that
this requirement. was to be suspended. (IMF SBurvey. May 16, 1977. p. 150).

3 Boath Africa’s gold reserves are almost sertainly now less than one-half their 1475 end-year value of
$716 million. At end-vear 1976 ihey were $431 million and a saleswap of gold reserves of $70 million would
have reduaced this to one-half the 3975 end-year position.

M Sonth Africa's reserves have fallen from $1218 million in 1973 to 5940 milllon in 1496 1o §328 million at
end-June 1977. Heserves now equal appreximately one month of imgm’ls which leaves little room, if any,
g:_'u fu;t.her reduction. {Chase Manhatian. Internations) Finance, Jaly 25, 1977. p. 8, for the $828 million

re.
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South Africa’s payments position will be eased however, due to a
much imEroved trade balance, going from a $1.7 billion current ac-
count deficit in 1976 to a probable balance or even surplus in 1977.
The BER projected a 28 percent increase in export earnings ¥ which
would improve the current account by $1.5 billion and if the price of
gold stays around the $150 an ounce mark for the year this will add
an additional $0.5 billion in income. Other things being equal this
would yield a $300 million current account surplus for 1977 and, in
fact, by end-May 1977 South Africa has already achieved a surplus
on current account for the first five months of the year of $123 million.?®

Thus, in order to pay the estimated $4 billion in principal and
interest which South Africa owes the international banks in 1977, it
would appear that it would roll over its $2.6 billion in short-term
credits and cover $300 million with its possible current accounts
surplus, leaving $1.1 billion to come from new borrowing or other
sources.

South Africa does have $1.7 billion in credit commitments from
international commercial banks which had not been disbursed by
end-year 1976.%° While some of this could theoretically be used to
service debt, the assumption is that the bulk of this money has already
been earmarked to pay for capital goods placed on order when the
loan commitment was made and to be disbursed to South Africa to
pay foreign manufacturers upon delivery of these goods.

In fact, under normal circumstances, South Africa’s stage of devel-
opment and development capability is such that it should be importing
around $1 billion annually in new foreign capital.‘® This figure, coming
from experienced observers, is further supported by a calculation
relating capital goods import requirements to growth. If South Africa
were to achieve 2.5 percent grow%h in GDP for 1977, a figure projected
by the BER,* it would need to borrow $869 million in new inter-
national credits in 19779

Given the increasingly capital intensive nature of the economy, the
ongoing infrastructure projects, and the security-related goals of
greater economic self-sufficiency and an improved defense capability,

1 BER, 1977 prospects. op. cit, }) 8.

B South African Digest, op. cit. June 24, 1977, p. 1.

¥ Campbell. op. cif. p. 32, ,

4 Director, Barclays NB of South Africa, op. cif.; Privaie banking sources; The BER. The BER pro-
jeﬁeg f get g&pit&l })nﬂow requirement of $1,350 million for 1977. op. cit., p. 9.

Ibid, p. 20,

4 The $859 million is derived from the following calenlation which focuses on forelgn exchange earnings
required for capital goods imports, The assumptions are an organicall};; integrated economy, which South
Africa is, and a projected real growth mte in GDP of 2.5 percent which is the BER projection. The caleu-
ation which flows from this re is as follows: $33.376 billion (1976 GDF) times 0.025 (projected growth in
GDP which squals $834 milllon (estimated real GDF growth in 1977), The $834 million is muliiplied by
the capital output ratio of 2.56 (Dagat, op. eit., p. 16. 2.56 is 1970°s average), which is $2,135, $2,13. is mulMi-
plied by the percentage of fixed capital imports over gross domestic fixed investment as averaged over 106676
which is 0.407. The result, $889 miltion, is the projected increase in net fDl‘Bl%n exchange earlings required
te pay for the fixed capital goods imports required to attain 4 growih rate of 2.5 percent in 1877,

his 1977 projection will be difficnlt to reduce from a capital output standpoint in that the capital cutput
ratio 19 increasing, 1.e., more units of capital are required per unit of production. The reasons were cutlined
by & former director of Barclay’s National Bank of Sotith Africa as follows: . .

“First, our production methods (characterized by increasing sutomation and mechanization) are becoming
more capital-intensive requiring ever increasing investiment in plant, machinery and equipment. Second,
rapid technologiesl change tends to ?uieken obsolescence and thus replacement invesiment. Third, high
level technology requires the allocation of an incressing proportion of capital resources on research and
development. Fourth, raising social aspirations and accompanying relatively rapid changes in the com-
munity’s demands are probably leading to s good deal of malinvestment—dare one mention {eleviglon—
thareby destroying part of our capital stock and necessitating a high rate of replacernent invesiment, Fifth,
rising Iabour costs and low levels of labour productivity under today’s conditions of relatively full employ-
ment aro probably resulting in the substitution of lahour by capital to an ever increasing extent. Nowhere
is this more troe than in my own industry—banking—where we are forever seeking ways of being less
dependent on capricious labour. In fact even if we could find the labour, In today’s conditions we would
he unable é.o process ecurrent volumes in the time available, thus we are obliged to invest more and more
in automation,

97-779—T77—6
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it would appear that South Africa would seek—in addition to the
$1 billion in new credit needed to service debt—approximately $1
billion in term lending in 1977 in order to stimulate growth.

However, statements by South African officials and their creditors
indicate that a degree of restraint is now being observed in the credit
relationship—on the debtor side in the requesting of funds and on the
creditor side in the granting of funds. Both the South African Reserve
Bank and the Ministry of Finance have stated that they have de-
creased expectations in this regard and some U.S. commercial bank
officers state that medium-term lending to South Africa is in abeyance
until political and economic conditions improve.® No term loan com-
mitments, in fact, were recorded during the first two quarters of 1977
although reports of new credits extended a,]igeared in July 1977.%

In sum, beyond the financial pressures which derive from the need
to service its international debt, the sharply reduced availability of
longer term credits which are so important to economic growth will
not serve to build confidence in a political economy with a high level
of black unemployment and labor unrest * and with little immediate
prospect for economic growth.
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SUBCOMMITTEE POLICY ON CONFIDENTIALITY AND
AVATLABILITY OF DATA CONTAINED IN THE SURVEY
OF U.S. CORPORATIONS

The Subcommittee on African Affairs will respect the right of
confidentiality of any corporation which participated in this survey.
However, unless confidentiality was specifically requested, the Sub-
commiitee’s policy is to regard the data collected in this survey as
public information. Due to financial constraints, the punch cards and
printouts used in the data processing are not available. However,
individual replies received from the 260 firms which were sent question-
naires by Senator Dick Clark, Chairman of the Subcommittee on
African Affairs, may be read in our offices by members of the public
who make their requests in writing to the Senate Foreign Relations
Committee, Dirksen Senate Office Building, Washington, D.C. 20510,
for the attention of Nancy Richards Akers. For further information,
call (202-224-9032).
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SURVEY OF U.S. CORPORATIONS IN SOUTH AFRICA

L INTRODUCTION
ORIGIN OF SURVEY

In September 1976, the Senate Foreign Relations Subcommittee
on African Affairs conducted a series of hearings entitled, “South
Africa: U.S. Policy and the Role of U.S. Corporations.” At that time,
testimony was received from lobbyists, academicians, journalists and
representatives of the business community and federal government
apencies. To supplement the hearing record, Senator Dick Clark,
chairman of Subcommittes on African Affairs, directed that a ques-
‘tionnaire be sent to American firms with business activities in South
Africa for a broader study of U.S. corporate interests in that country.

QUESTIONNAIRE

The questionnaire was written for the Subcommittee by Desaix
Meiers 111, a consultant with the Investor Responsibility Research
Center (IRRC). The majority of the questions were taken from a
previous IRRC survey on labor practices of U.S. companies in South
Africa. The IRRC report was designed to assist investors in assessing
the practices of portfolio firms. At the request of the Subcommittee,
the scope of the questionnaire was broadened to include foreign policy
and political issues. Three new series of questions were added relating
to: a) corporate representations to the South African Government;
b) corporate representations to the United States Government; and,
¢) future investment plans. In addition, firms were asked to describe
the changes which they anticipate in South Africa within the next
five to ten years, and how these changes might affect their business
operations. (See Appendix A.)

THE SAMFPLE

The basis of the Subcommittee sample was the May 1976 Directory
of American Firms, Subsidiaries and Affiliates Operating in the
Republic of South Africa prepared by the U.S. Consulate General in
Johannesburg. The Directory was compiled by the Commercial
Section “based upon information provided by the companiesinvolved.”
It purports to include only those companies in which there is
“substantial”’ U.S. investment in stock, ownership or as a partner,
and to eliminate firms operating under contract, license or on a
commission basis. (See Appendix B,)

In October 1976, Senator Clark forwarded the questionnaire to
each of the 312 corporate names appearing on the Consulate General’s
list. Although there are 312 entries on that list, many of them are
multiple ofhces of single firms. The actual number of individual firms
listed is 260.

(85)
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The Subcommittee found that the Consulate General’s Directory
is neither an exhaustive nor a fully accurate list of U.S. firms operati
in South Africa. Seventeen (17) of the companies contacted infonnlgg
the Subcommittee that they had either discontinued their South
African operations, or had never had business operations there at any
time. Others indicated that they did in fact operate on a license or
cornmission basis, but declined to complete the questionnaire because
they had no direct supervision over the South African operations.
In addition, the Consulate General’s Directory omits many firms
which appear in other listings of American firms with business opera-
tions in South Africa. Thus, such companies as Bethlehem Steel,
Canada Dry, Atlantic Richfield and United Technologies were not
sent questionnaires.

It is important to bear in mind that there is no definitive list of
American firms with business activities in or with South Africa. No
United States Government agency could provide one to the Sub-
committee. The most likely source, the Commerce Department, does
not keep track of private business activities abroad. The Department
explained that it would involve a massive bureaucracy to monitor
U.S. investments and business operations overseas and that such
monitoring might infringe on the corporate right to privacy. The
Department, also pointed out that the term “business activities’
is imprecise; individual firms may or may not feel that it applies to
their activities. .

Private publications which attempt to list American firms with
business activities in South Africa are also incomplete or inaccurate.
For example, the World Trade Academy Press and Barbara Rogers,
author of White Wealth and Black Poverty: American Investments wn
Southern Africa, have compiled lists including firms which informed
the Subcommittee they had no business operations in South Africa.

In view of the foregoing, the Subcommittee was unable to survey
all American businesses operating in South Africa which are estimated
to number approximately 300. Nevertheless, this study represents the
broadest examination of American business activities in South Africa
that is available to date.

SUMMARY OF COMPANY RESPONSES

A draft report was prepared in the Spring of 1977. At that time,
completed questionnaires Ead been received from fifty-one (51) firms;
a total of 130 companies (50 percent) had not responded in any way.
In June 1977, a follow-up letter was sent to the firms which failed to
respond, and in July and August 1977, the committee staff telephoned
each of the remaining firms from which a response was still outstanding..
The Subcommittee exerted every effort to ensure that all the firms on
%he Iisthhad been contacted in order that a response could be recorded
or each.

As of September 8, 1977, every nonrespondent, except for Muller
and Phipps, had been reached by letter or by phone. A total of fifty-
four (54) firms never replied to the Subcommittee, even after these
repeated contacts. A total of seventy-five (75) firms, representing 30 .
percent of the sample, returned the questionnaires with all or nearly
all of the data requested. A total of one hundred and thirty-one {(131)
firms responded but, for a variety of reasons discussed in the following
section, declined to complete the questionnaire.
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BREAKDOWN OF COMPANY RESPONBES

Of the 260 questionnaires sent out by the Senate Foreign Relations
Subcommittee on African Affairs, a total of 205 responses (including
completed and incompleted questionnaires) were received. OUne ques-
tionnaire sent to Muller ang Phipps was returned to the Subcom-
mittee marked ‘“no forwarding address.” The following 54 firms repre-
senting roughly 209, of the total sample did not respond to the
Subcommittee in any way:

AAF International Co.
Addressograph Multigraph Corp.
Applied Power Ine.

Automated Building Components Ine.
Berkshire International Corp.
Black Clawson.

Bucyrus-Erie Co.

Carnation International.
Cheeseborough-Ponds Ine.

Coca Cola Export Corp.
Columbus McKinnon Corp.
Dames & Moore.

Dart Industries Ine.

Del Monte Corp.

DHJ Industries Inc.

Dresser Industries Inc.

Dubois International

Echlin Manufacturing Co.

Ferro Corp.

G. D. Searle & Co.
Gardner-Denver Co.

Gates Rubber Co.

Geo. J. Meyver Manufacturing.
Heublein International.
International Flavors and Fragrances Inc.
J. A. Ewing & McDonald Inc.
Johnson & Johnson.

Masonite Corp.

Max Factor & Co. Inc.
Measurex Corp.

National Chemsearch Corp.
National Standard Co.

National Starch & Chemical Corp.
Newmont Mining Corp.

A. C. Nielson International Inec.
Pan American World Airways Inc.
Parker Pen Co.

Parke, Davis & Co.

Parker Hannifin Corp.
Perkin-Elmer Corp.

Permatex Inc.

Phillips Bros.

Pizza Inn Inc.

Precision Valve Corp.

Ramsey Engineering Co.

Revlon Ine.
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Rexnord Inc.

Robbins Co.

3. C. Johnson & Sons Inc.
Scholl Inc.

Tampax Inc.

Timkin Co.

Titan Corp.

Trane Co.

Seventy-five firms or 30 percent of the total sample provided all
or nearly all the data as requested on the questionnaire. The informa-
tion from all these firms 1s the basis of the aggregate analysis:

AFIA Co, '
A. H. Robins Co.

Abbott Laboratories.
American Express Co.
Arthur Anderson & Co.
Batten, Barton, Durstine & Osborn Inc.
Blue Bell Inec.

Borden Co.

Borg-Warner Corp.

Bristol Myers International Corp.
Caltex Petroleum Corp.
Carborundum Co.

Cascade Corp.

J. I. Case International
Caterpillar Tractor Corp.
Celanese Corp.
Colgate-Palmolive Co.
Rockwell International Corp.
Control Data Corp.

CPC International Inc.
American Cyanamid Co.
Donaldson Co.

Dow Chemical Co.

Dun and Bradstreet Inc.
Eastman Kodak Co.
Envirotech Corp.

ESB Inc.

Ksso Africa Inc.

F & M Systems Co.

Federal Mogul Corp.
Firestone Tire & Rubber Co.
Ford Motor Co.

General Electric Co.

General Motors Corp.
Geosource Inc.

Gillette Co.

Goodyear Tire & Rubber Co.
Grolier Ine.

Helena Rubinstein Inc.
Honeywell International Inc.
IBM.
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International Harvester Co.

The John Deere Co.

Kellogg Co.

Kendall Co.

MecGraw-Hill Book Co.

M & T Chemicals Ine.
Merck, Sharp & Dohme Ine.
Miles Laboratories Inc.
Mobil Oil Corp.

Monsanto Co.

Nabisco Inc.

Nashua Corp.

NCR Corp.

Norton Co.

Otis Elevator Co.

Preformed Line Products Co.
Pfizer International Inc.
Schering Plough Corp.
Richardson-Merrell Inc.
Simplicity Pattern Co.
Singer Co.

Smith, Kline & French Laboratories.
Standard Brands Inec.
Tokheim Corp.

TRW Inec.

Van Dusen Air Inc.
Valvoline Oil Co.

Walter E. Heller International Corp.
Warner Lambert Co,
Wilbur-Ellis Co.

Union Carbide Corp.

W. R. Grace and Co.

El Lilly and Co. .

Because responses and completed questionnaires trickled back to
the Subcommittee over a seven-month period it was necessary to
establish a cut-off date. None of the questionnaires received for
analysis after September 8, 1977 were included in the aggregate data
and final report. The following firms completed the questionnaire, but
their responses were received by the Subcommittee after September 8:
The Inmont Corp.; Beckman Instruments Inc.; and Texas Gulf
Incorporated.

Bulova Watch Company Incorporated reported that they com-
%1et,ed the questionnaire, but did not forward 1t to the Subcommittee.

ulova’s response is available through the firm’s New York Office.

American International Group Inc. submitted its completed
questionnaire in October, 1977. It is available in Committee files. .

Eleven (11) companies acknowledged receipt of the questionnaire,
or contacted the Subcommittee to indicate that the data was being
considered and a response would be forthcoming. As of September 8,
the final responses from these firms were still outstanding:

American International Group Inc.
Frar Corp.
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Hoover Co.

Interpublic Group of Companies Inc.
Mine Safety Appliances Co.
Motorola Corp.

Readers Digest Association Inc.
Tenneco International Corp.

U.S. Filter Corp.

West Point Pepperell Inc.

XM World Trade Inc.

Of the 205 firms which responded to the Subcommittee, 108 declined
to provide the data requested on the questionnaire, citing seven basic
reasons: (1) it was “not applicable” to their business operations in
South Africa; (2) the firm did not have any supervisory authority over
the South African operation; (3) the firm had disposed of all South
African operations; (4) the firm did not have a subsidiary in that
country; (5) the necessary data was not available; (6) the firm felt
that its operations were too small to be significant; or, (7) the firm
had never had any business in South Africa.%n several instances, firms
indicated that more than one of these conditions applied to their
company. The predominant reason each firm gave for declining to
complete the questionnaire is indicated below.

Nine companies did not believe the questionnaire was “relevant”,
“germane’’ or “applicable’” to their business activities in South Africa:

American Bureau of Shipping.
Amﬁex International.

Arthur Young and Co.
Bundy Corp.

Kidder, Peabody & Co.
Macmillan Publishing Co.
Moore-Mc¢Cormack Lines Inc.
Price Waterhouse and Co.
United Artists Corp.

Nine companies reported that they did not have direct supervision
over any business operation in South Africa: :

(1) Allied Chemical indicated it has no investments or direct
gpe}'ations in South Africa. Its only operations are sales on an export

asis.

(2) Computer Sciences Corporation.

(3) Farrell Lines Incorporated, a shipping firm, stated that it has no
shoreside operations and no South Afrcan employees.

(4) The First National Bank of Boston replied that it is a small
shareholder in a South African investment; no employee of the Bank
is directly involved in South African operations.

(5) J. Gerber and Company reprted it has ‘“‘close association” in
South Africa, but has no actual shareholding in any firm there.

(6) Hammond Corporation said it simply sells its products through
an independent distrigutor.

(7) Preload Engineering Corporation.

(8) Rath and Strong Incorporated.

(9) Oak Industries Incorporated.

Ten companies reported that they had disposed of their operations
or planned to do so in the immediate future:

(1) American Motors Corporation operations via subsidiaries in
South Africa terminated ‘“‘some time ago.”
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(2) In May 1976, the DeWitt International Corporation entered
into a contractual agreement to sell its South African subsidiary to
a local firm.

(3) In April 1976, Encyclogedia Britannica disposed of its sub-
sidiary operations in Johannesburg,

(4) The Hussman Refrigerator Company stated its small sales
outlet in South Africa will be terminated August 31, 1977.

(5) In 1973, Metro-Goldwyn-Mayer Incorporated discontinued
their film distribution operations in South Africa; the firm is currently
in the process of discontinuing all activities in that country.

(6) In September 1976, Middle West Service Company operations
in South Africa ceased.

(7) In 1975, the Oshkosh Truck Corporation sold their interest in
a South African joint venture.

(8) The Weyerhaeuser Company no longer has any manufacturing
investments in South Africa.

(9) 1n 1969, Scripto Incorporated sold its investment in a South
African company.

(10) Stowe Woodward Industries Incorporated no longer conducts
any business in South Africa.

Nine companies replied that they did not complete the question-
naire because the information was not available in their U.3. office,
or they were unable to obtain the requested data. These firms explained
that the information could be obtained through an associated office
in South Africa:

Avis Inc.

Champion Spark Plug Co.
Ernst and Ernst.

FMC Corp.

Heinemann Electric Co.
Ingersoll-Rand International.
Pacific Qilseeds Inc.

Rheem International Inc.
United States Gypsum Co.

Nine companies declined to complete the questionnaire because
they had no subsidiary in South Africa:

ABS Worldwide Technical Services Inc.
Amchem Products Inc.

Baxter Laboratories Inc.

Boeing Co.

General Tire and Rubber Co.
Hydro-Air Engineering Inec.
Johns-Manville Corp.

Owens-Corning Fiberglass Corp.
Phillips Petroleum Co.

(The specific wording “subsidiary operations” was used in the
initial cover letter and repeated throughout the questionnaire. Decli-
nations to respond to the questionnaire reflect varying interpretations
of the word ‘“subsidiary.” The term was used by the Subcommittee
in its broadest sense and was intended to refer to firms which partici-
pate in the direction of South African operations. Technically, how-
ever, a subsidiary company is one having more than half its stock
owned by another company. There are firms with extensive involve-
ment and management oversight in South Africa through non-
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subsidiary operations. Exxon, for example, completed the question-
naire for its four affiliate firms in SoutE Africa, even though, tech-
nically, it does not have a South African subsidiary. Other firms,
such as Unjon Carbide, have management interests in non-subsidiary
South African business, and also responded to the questionnaire.)
Seven firms reported that they did not complete the questionnaire
because they do not have any operations in South Africa whatsoever:
American Airlines.
Anderson Clayton & Co.
Diners Club Inc.
PepsiCo Inc.
Samincorp Inc.
Trans World Airlines Inc.
Western Airlines.
Twenty-six companies declined to complete the questionnaire
because they felt their operations were too smell to be of significance:
Buckman Laboratories Inc.
Burlington Industries Inc.
CBS Inc.
Chicago Pneumatic Tool Co.
Chrysler Corp.
Dow Corning Corp.
Englehard Minerais and Chemicals Corp.
INA International Corp.
Joy Manufacturing Co.
Kimberly-Clark Corp.
Liykes Brothers Steamship Co.
P. R. Mallory and Co.
Olin Corp.
Placid O1l Co,.
Standard Pressed Steel Co.
The Stanley Works.
Sybron Corp.
Tanatex Chemical Co.
Taylor Instrument Co.
Technicon Corp.
Twentieth Century-Fox Film Corp.
United States Steel Corp.
U.S. Industries Inc.
Valeron Corp.
Warner Brothers International.
Westinghouse Electric Corp.
Twenty-four companies did not complete the questionnaire but
attempted to supply some portion of the requested data:
Ayerst International Inc.
Bechtel Corp.
Burroughs Corp.
Chicago Bridge & Iron Co.
Cutler-Hammer Ine.
Diversey Corp.
Fiat-Allis Construction Co.
Hewlett-Packard Co.
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Hyster Co.

International Minerals & Chemical Corp.
Interpace Corp.

LifeSavers Inc.

Maremont Corp.

Minnesota Mining & Manufactaring Co.
Nalco Chemical Co.

Phelps Dodge Corp.

International Playtex Inc.

Sperry Rand Corp.

Sterling Products International Inc.

E. R. Squibb & Sons Inc.

Twin Disc Tne.

The Upjohn Co.

Uniroyal International.

Wyeth International Ltd. .

Although the information provided by these firms will be of great
value to the Committee’s permanent data banks, it did not follow
the format of the questionnaire closely enough for in-put and aggregate
analysis.

Four companies orally declined to respond to the questionnaire,
and did not provide a specific reason or a written response for the
Subcommittee’s records:

Black & Decker.
Crown Cork & Seal.
H. H. Robertson Co.
LRlohm & Haas.

One company did not complete the questionnaire because it was
not company practice to do so. The Lubrizol Corporation returned
the unanswered questionnaire with a notation to that effect.

Seven firms did not respond directly to the questionnaire, but had
a parent or affiliate respond in their behalf:

American Can Co, (M & T Chemicals).
American Home Products (Ayerst).

Collins Radio Group (Rockwell International).
Gilbarco (Esso Africa)

Kelley Springfield (Goodyear Tire and Rubber).
Plough (Schering Plough).

U.S. Shulton (American Cyanamid).

ANALYSIS

To facilitate aggregate analysis, not all of the data requested in the
questionnaire was incorporated in the final analysis. Data provided
in the categories a) implementation of company policy, and b} fringe
benefit programs was selected out entirely. The remaining date was
further limited. For each issue analyzed, & single question or series of
related questions was considered. If a firm supplied at least one
response pertaining to a particular issue, it was included in the sub-
sample for that issue. Analysis pertaining to each issue includes a
listing of the specific responses considered, and the size of the sub-
sample in question,
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Firms which did not fill in the questionnaire but which submitted
an essay were not automatically eliminated from the aggregate analy-
sis. Each essay was read thoroughly and a decision to incorporate
the data was based on the degree to which the supplied information
conformed to the questionnaire format. Firms which provided onl ly
one or two usable pieces of data were eliminated: it seemed reasonab
to expect a firm to respond to no less than 509, of the questions.
Compamies also provided comments in footnotes and appendices to
the questionnaire. Whenever applicable or unique, these comments
are included in the report.



II. AGGREGATE DATA AND ANALYSIS

OPERATIONS

Seventy-one firms provided all or a portion of this background
data—
Year company operations initiated in South Africa;
Type of operations, products manufactured or sold; and
Sales as a percentage of total overseas market, and as a per-
centage of the South African market for that product.

In the 1880’s, General Electric and Singer became the first of the
responding firms to initiate business operations in South Africa. They
were soon followed by several petroleum companies—Mobil in 1897,
Esso in 1907, Caltex in 1911 and Valvoline (Ashland) in 1928. In addi-
tion, a number of automotive and related industries were ‘‘pioneers”
in the South African market: General Motors (1926), Goodyear Tire
and Rubber (1915), Ford Motor (1923) and International Harvester
(1927).

These 71 companies reveal a pattern of continuing investments in
that country through the early 1970’s. As recently as 1972-1973,
Rockwell International, Nabisco Incorporated, the Nashua Corpora-
tion, Blue Bell Incorporated, and Batten, Barton, Durstine and
Osborn established their business operations in the Republic. Other
firms actively expanded their initial interests and activities. For
example, Union Carbide’s subsidiary, Union Carbide Africa and
Middle East Incorporated, currently engages in management activi-
ties of seven firms in South Africa; Union Carbide is now involved in
mining, smelting, manufacturing and marketing.

Firms which ndicated the nature of their operations represent a
wide range of industries: 11 in pharmaceuticals; 7 in chemicals; 9 in
automotive; 7 in food processing; 4 in petroleum; 3 in computers; 2 in
publishing; 2 in electrical products; and 1 each in advertising, ac-
counting, aircraft, financial, mining, telecornmunications, engineer-
ing, apparel, construction, elevators and insurance. '

Thirty-six of the responding firms are involved in only the mer-
chandising and sales end of their industry. Twenty-three firms are
involved in local manufacturing in addition to their sales activities.

Twelve firms are multi-product firms; they are involved in the sale
and/or manufacture of two or more products. Eli Lilly, for example,
sells pharmaceutical, agricultural and cosmetics product; Miles La-
boratories sells food and biochemical products.

Fifty-one of the responding firms provided statistics indicating their
operations in South Africa represent between 0.2 percent and 100
percent of the various sectors in which they operate.

On an average, these 51 U.S. firms claim to control 24.4 percent of
the South African markets. This average, however, appears to be a
grossly inflated figure due to the extremely high percentages cited
by 16 respondents. According to their own estimates,

(1) Gilbarco South Africa, an Exxon affiliate, distributes 45 per-
cent of the gasoline pumps in South Africa.

{95)
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(2) Kellog’s breakfast cereal sales are 41 percent of the “RTE"
cereal market.

(3) Norton manufactures 45 percent, 65 percent and 80 percent of the
abrasives, hand tools and buffs respectively.

(4) Geosource’s liquid flow meter sales represent 85 percent of that
market.

(5) W.R. Grace manufactures, markets and sells packaging mate-
rials, and construction and chemical products. These activities account
for 4590 percent of these markets.

(6) The PDonaldson Company manufactures, sells and services for 40
percent of the “heavy duty air cleaner” market.

(7) Celanese operations represent 50 percent of the specialty
polymers market.

(8} F & M Systems reported that their engineering services represent
100 percent of the market.

(953 The Cascade Corporation dominates 60 percent of the sales
market for “handling equipment.”

(10) Envirotech provides underground mining equipment for 24-40
percent of this particular South African market.

(11) Borg Warner’s sales of axles and automotive components
represents 55 percent of this market.

(12) Colgate Palmolive sells and manufactures soaps and detergents.
Their sales account for an estimated 27 percent of the market.

(13) The Tokheim Corporation reported that their assembly and
sale of gasoline pumps represent 55 percent of the market.

(14) American Express activities account for 65 percent of South
African “tourist financial services.”

(15) Otis Elevator sales represent 40 percent of that market.

(16) Preformed Line Products account for 40-50 percent of the
market for overhead power line fittings.

The mean range represents a more accurate picture of the extent to
which U.S. firms participate in various South African markets. The
mean percentage for market participation ranges from just under 1
percent to 7 percent.

How these percentages translate into dollars depends of course on
the size of the market under consideration. One firm, Abbott Labora-
tories, provided statistics which illustrate the general relationship
between percentage of market participation and dollar value. In 1976,
Abbott Laboratories’ Pharmaceuticals sales totaled $4.8 million, or 2
percent of the South African pharmaceuticals sales market.

Forty-seven firms provided statistics indicating their South African
sales represent between 0.1 percent and 36.5 percent of their com-
panies’ total overseas sales. The mean range is from less than 1 percent
to 2 percent; the mean average for South i_frican sales as a percentage
of total overseas sales is approximately 0.5 percent.

EMPLOYMENT PRACTICES POLICY

Sixty-nine companies responded to one or more of these questions—
Does the company have an equal employment opportunity
policy specific to South Africa?
If so, when was the policy instituted?
How is this policy communicated to workers? Verbally through
local management; written and distributed to all employees; or,
posted in a working place?
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Forty-three companies stated that they have an equal employment
opportunity policy (EEQ) specific to South Africa. These policies were
instituted as early as 1959 by Wilbur Ellis, and as recently as February
1976 by Goodyear Tire and Rubber. In a number of cases, firms
indicated their EEQO policy was initiated at the inception of business
activities in South Africa.

Few firms initiated their EEO policy in conjunction with the start of
the program in the United States. It was not until the 1970’s that a
significant number of U.S. businesses in South Africa began to institute
equal employment opportunity policies.

The mean date for institution of EEQ policies is late 1972; the mean
range, 1971 through 1973. This period of time corresponds with the rise
of U.S. public criticism of multinational practices, domestic U.S.
implementation of the Civil Rights Act of 1964 through amended
EEQ regulations, and renewed worldwide attention toward southern
Africa, apartheid and black African rights.

Twenty-five firms communicate their EEO policy to employees
verbally through local management. For an additional seven firms
verbal communication is one of the several ways in which they commu-
nicate their EEQ policy. Thus, a total of 32 firms use verbal communi-
cation.

Ten firms put their EEQ policy into writing and distribute it to all
workers,

Eight firms post the policy in a working place.

Four firms communicate their EEO policy verbally when an em-
ployee is interviewed and/or hired.

T'wenty-four companies do not have an equal employment oppor-
tunity policy specific to South Africa:

AFIA Co.

American Express Co.
Batten, Barton, Durstine & Osborn Ine.
Blue Bell Inc.

Cascade Corp.

Donaldson Co.

ESB Inc.

F & M Systems Co.

Federal Mogul Corp.
Firestone Tire & Rubber Co.
Geosource Ine.

The John Deere Co.

Kellogg Co.

M & T Chemicals Inc.
Monsanto Co.

Nabisco Inec.

Nashua Corp.

Norton Co.

Otis Elevator Co.
Richardson-Merrell Tnc.
Rockwell International Corp.
A. H. Robins Co,

Smith, Kline & French Laboratories.
Tokheim Corp.
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Several of these firms qualified their negative responses:

Joan Deere. Though we do not have an equal employment
policy specific to South Africa, we definitely have a practice
which does not close doors to any group in terms of their gain-
ing employment with us.

orToN Co. Our policy worldwide is to employ persons
most qualified without regard to race or sex. In South Africa,
a continuing objective is to increase the positions filled by
Africans, coloureds and Asians, and to train these persons
along with whites for larger responsibilities.

A number of South African laws designed to support and perpetuate
apartheid pose obstacles to firms wishing to follow an equal employ-
ment policy. The Physical Planning Act, for example, places restric-
tions on expanston of business operations which would require an
increased number of African employees. It is interesting to note that
five of those firms which stated they do not have an EEO policy specific
to South Africa have requested exemptions from the South African
Government to contravene certain labor laws. The Tokheim Corpora-
tion, Norton Company, Nabisco Incorporated, the John Deere Com-
pany, and Smith, Kline and French Laboratories have requested
exemptions from the Physical Planning and/or Industrial Conaliation
Acts. However, they did not indicate whether or not permission was
granted.

Analysis of the responses indicates that the equal employment
opportunity series of questions was often misinterpreted. For example,
although one question directly asks if the responding firm has “‘an
equal employment opportunity policy specific to South Africa”, a
number OlfJ responsents answered ‘‘yes” and made statements to indi-
cate their program was either worldwide or an extension of their
domestic U.S. program. One firm, LifeSavers Incorporated, enclosed
a copy of therr domestic operations policy statement to indicate
complianee with mandated U.S. EEO requirements. Schering Plough,
which responded ‘‘yes,” it does have an EEO policy, stated that it is
“within the framework of South African law.”” The John Deere
Company wrote:

We believe that we are taking affirmative action to increase
the upward mobility of African workers in both skill and pay,
and in this sense we are an equal opportunity employer. But,
we cannot say that we have the same specific programs or
policies with respect to equal opportunity or affirmative
action plans required hy U.S. law.

Due to these inexact answers, the aggregate figures may be mis-
leading on this issue. Although 43 firms stated that they have an equal
employment policy, s substantial portion of those policies may not be
specific to South Africa. Moreover, the fact that 25 of the firms rely
solely on verbal communication with their workers casts further doubt
as to the actual existence and implementation of these policies.

SALES POLICY

Sixty-nine companies responded to one or more of these questions—
Does the company have a sales policy which in mﬁ}vgay restricts
the type of equipment produced or sold in South Africa?
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Does the company have a policy which limits to whom certain
products may be sold or for what purposes they may be used?

Fifty-eight of the responding firms answered “no” to both of the
above questions.

Only 11 firms indicated having some sort of restrictive sales policy:

(1) Abbot Laboratories has a sales policy which restricts the sale
of pharmaceuticals to only those proXucts prescribed by the head
office, and to only licensed medical personnel.

(2) Control Date stated that none of their installations are used
for military purposes or for purposes of oppression.

{(3) Monsanto’s sales policy is consistent with U.S. law which
restricts the use of certain chemicals to specified industries.

(4) NCR Corporation does not sell any equipment to South African
military or nuclear energy organizations.

(5) Rockwell International stated that they comply with U.S.
Government restrictions on military sales, and enforce a ‘“general no
trade policy with Rhodesia.”

(6) TRW limits their products to those which are commercially
viable for production and sale in South Africa.

(7) Dun and Bradstreet has a worldwide policy which limits to
whom products may be sold. Their answer did not specify the nature
of this ﬁ)imitation.

(8) ITT indicated that none of their equipment is sold to the South
African military.

(9) IBM does not ship or sell any military equipment in South
Africa. In addition, the firm reported that it complies with all U.S.
Government regulations and licensing requirements regarding sales
to the South African Nuclear Energy Board.

(10) General Electric conforms to ‘““all applicable U.S. laws and
regulations including restrictions and regulations concerning U.S.
exports and offshore operations.”

(11) Warner-Lambert indicated their pharmaceuticals sales are
controlled by government regulations.

These restrictive sales policies do not represent socially conscious
action on the part of U.S. firms. Rather, they indicate compliance with
U.S. export license regulations, and United Nations sanctions against
Rhodesia.

On the basis of these sales policies, it may be concluded that U.S.
firms are not conducting their business operations in a manner which
would indicate clear or active disapproval of the apartheid system, nor
are they exerting any obvious leverage on the system for change. Only
one respondent, Control Data, indicated a self-imposed restriction to
avoid business transactions which might support the continuation of
apartheid.

EMPLOYEE POPULATION

Sixty-nine firms answered one or more of the following questions—
How many hourly workers does the subsidiary have? (Disag-
gregated into Afiican, White, Coloured and Asian persons.)
How many salaried workers does the subsidiary have? (Dis-
aggregated into African, White, Coloured and Asian persons.)
The 69 responding firms employ a total of 36,742 persons in South
Africa. The number of workers in each firm ranges from 6 up to 4,813.
The mean range for an employee population is between 20 and 250
persons; the mean average employee population is 116 persons.
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A small number of firms employ between 500 and 1,000 persons in
their South African operations. In addition, there are eight firms whose
employee populations are excessively larger than those of the other
responding firms:

(1) Caltex has 1,932 workers; ,

(2) Goodyear Tire and Rubber has 2,925 workers;
(3) Ford Motor has 4,813 workers;

(4) Firestone Tire and Rubber has 2,429;

(5} ITT has 3,900 workers;

(6) Union Carbide has 1,545 workers;

(7) General Motors has 4,800 workers;

(8) IBM has 1,457 workers; and

{9) General Electric has 1,945 workers.

Twelve firms did not thoroughly disaggregate the information as
requested :

Arthur Andersen & Co.
Carborundum Co.
CPC Inc.

Dun & Bradstreet Inec.
Eastman Kodak Co.
Esso Africa Inc.
General Electric Co.
General Motors Corp.
IBM.

ITT.

Pfizer International Inc.
Union Carbide Corp.

Partial data was provided by several of the companies which did not
completely disaggregate their employee population. Exxon, on behalf
of Esso Africa, indicated its four affiliates employ 451 persons in South
Africa. Dun & Bradstreet employs 400 salaried personnel. ITT has
3,900 employees, of which 2,700 (69 percent) are “black.” General
Motors disaggregated its 4,800 employee population to indicate hourly
workers as follows: 989 white, 1,954 coloured and 630 African. IBM
stated that of its 1,457 employees, 14.1 percent are ‘“non-white.”
General Electric supplied a combined figure for coloured and Asian
employees. The other five firms only disaggregated the racial com-
position of their personnel; method of payment was not provided.

Based on the disaggregated data provided by 63 firms, the racial
composition of person_nj employed by these U.S. firms in South
Africa breaks down into 9,150 Africans, 12,228 whites, 5,016 coloureds
and 629 Asians. Since most firms employ very few Asians, it is interest-
ing to note that one company, Blue Bell Incorporated, has 210 Asian
personnel, that account for one-third of all Asians employed by this
sample of U.S. firms. In addition, Blue Bell employs more Asians in
relation to its total work force—the firm has only 43 African, 29
white, and 20 coloured employees.
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The information Yrovided by 59 firms shows that the racial com-
e

position of personn

and method of wage payment is as follows:

Salaried

Hously Tota!

Wit e 8,704 3,003 11,707
AFHCAN . e 1,276 7121 8,397
Colored e 6 3,564 4,510
AR . e 238 251 529
Total e e 10, 764 14,379 25, 143

Eighteen firms indicated that all of their employees are paid on a

salaried basis:
AFTA Co.
American Express Co.
Batten, Barton, Durstine & Osborn Ine.
Cascade Corp.
Caltex Petroleum Corp.
Caterpillar Tractor Co.
Control Data Corp.
Dow Chemical Co.
Dun & Bradstreet Inc.
Eli Lilly Co.
Geosource Inc.
Grolier Inc.
McGraw-Hill Book Co.
Naghua Corp.
NCR Corp.
Simplicity Pattern Co.
Singer Co.
Walter E. Heller International Corp.

These 18 firms employ a total of 4,468 persons, of which 67 percen't

are white.

Twelve firms do not have any salaried African workers:

Borg Warner Corp.
Celanese Corp.

Donaldson Co.

ESB Inec.

J. 1. Case International.
Kendall Co.

M & T Chemicals Inc.
Preformed Line Products Inc,
Rockwell International Inec.
Helena Rubinstein Ine.
Tokheim Corp.
Wilbur-Ellis Co.



