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ZINTRODUCT TON

The major objective of this study is to investigate the degree
to which government polley of Scuth Africa has been susfaczaful in

fostering economic growth.l

Two basic propositions underlie our investigation. The first,
developed by S.B. Linder maintainss
While trade in primary products is explained by factor
endowments, trade in manufactures is explained malinly by the
similarity of demand patterns in the trading countries.
Industries develop in'a country because of the existence of a
potential market at home and an industry is asble to expand
and export once the home market has grown to enable industry
to attain significantly large scale economies to become
competitive in world markets. The strongest market is found
in countries. where the composition of demand is about the
same, which means that their per capita incomes are at the
same level.
This may explain the relatively large percentage trade between
South Africa and Rhodesia, and perhaps the relatively loose trade ties
between South Africa, New Zealand and Australia, the latier two being
South Africa's best competitors in primary products excluding minerals.
The inequitable distribution of income in South Africa
renders a portion of the community to enjoy a very high standard of living,
the effect of which is to distort the composition of demand for this
portion, in the direction of patterns found in Europe and Norih America,
thus manifesting Linder!s argument in a curious sort of way. An attempt

at illustrating the above pattern will be mede by examining that proportion

1Growth, a phenomenon which is accepted as being desirable, in our
context will mean an efficient utilizatlon of productive resources to increase
national income and, thereby, to lmprove the general living standards of
all south Africans.

2W,M. @orden, Special Papers in Ipternational Economics (Princeton, N.J.:
Princeton University Press, March, 1965), 7, pp. 31=-32.

1
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of South African trade which takes place between developed and under=
developed countries.

The second proposition 1s developed by H. Myint. It would appear
that much of South Africats economic 1lles have been underlined by Myint,
vhen he maintains that cheap labour encourages low productivity by
perpetuating inefficlent methods of production ard false economy by
leading to output expansion without any improvement in productivity.3 For
this he cites West Africa, Southern Africa and parts of Asia as examples
of output expansion without any change in the often wasteful traditional
methods of cultivation. This problem is often at the root of the famous
controversy about the relevance of classical theory to developmexﬂ:.4

Myint contends that the opening of the colonies was often
characterised by entrepreneurs who were unwilling to invest in fixed
capital because of the abundance of cheap labour. This becomes even
clearer when we bear in mind that one of the main incentives to technical
progress is the deslre to save on labour costs. The absence of this
inducement meant that industrial organization in the Smithian form of
division of labour could not take place. Instead, an increase in demand
often led to expansion without any internal investment thus making
production an extractive rather than a conserving process.

Myint further malntains that an increase in demand does not seem
to have been sufficiently powerful to steer production beyond the extractive

level. This contention assumes that soll fertility would not be depleted

3H. Myint, "The "classical theory" of International trade and the under-
developed countries® Bconomic Journal, LXVIII (New York: St. Martin's Press,
1958), pp. 317=337.

I'Some of the notable critics of the classical theory when applied to
underdeveloped countries were G. Myrdal in his International Economy and

J. Viner in International Trade Economic Develg%nt. The former even formu-
lated an interes concept of the advanced countries by trading with under=~

developed countries which set into motion forces that widen the gap.

L T
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by the extractive process itself., If this assumption holds, and demand
is sufficlently large, increased mechanisation would appear to be the
obvious solution.

It can be inferred from Myint!s argument that the stimulus which
industriali-zation gives to productivity in the agricultural sectors of the
already advanced countries via technical progress further weakens the
competitive position of primary commodity producing countries and, because
foodstuffs are such a small proportion of incomes spent in advanced countries,
the underdeveloped countries, therefore, become engaged in competing for
a small fraction of incomes of consumers in advanced countries.

Myint further contexﬁs that comparative advantage does not apply
in the classical sense in underdeveloped countries, but rather the vent
for surplus argument, by which he means that gains from trade are based on
exchange of surplus produce rather than on a specialized production for an
international market. The gair.x is then in terms of extra goods which this
surplus can fetch from foreign sources. Hence ‘t}he inability of this kind of
trade to change the traditional methods of cialtivation among a colonisl
people; the effeets of which would have placed them within the analytical
framework of the classical theory. He therefore finds the blame placed
on classical theory irrelevant.

For purposes of this study the relevant conclusions of Myintts
analysis are then as followss _

(a) The people of the "semi empty® backward countries appear to
have obtained a smaller share of the gains from international

trade than can be satisfactorily accounted for in terms of
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(b)

(c)

4.

initial, soclal and economic conditions of these countries

and in terms of the relative scarcities and effectiveness of

the ®"domestic" factors compared with the "foreign" factors of
production. This seems to have be#n caused not only by mono-
polistic and monopsonistic factors in the static sense, but also
by dynamlc pressures of the need to expand export production
rapidly. )

This does not, however, mean that this type of backward country
should react blindly againast the "nineteenth century® pattern

of International trade and embark on a policy of protection to
foster  domestic manufacturing industries. Rather the suggestion
is made that the chief source of trouble lies with the internal
pattern of economic development rather than with the external
pattern of international trade. The former failed to pass on
the full benefits of international division of labour to the
people of the backward countries. It also appears to be partly
responsible for whatever disadvantages the backward countries
may have suffered in the way of unfavourable exterpal terms of
trade and lack of dynamic economic stimulus from international
trade.

This would suggest that the people of backward countries are
likely to gain from a compromlse policy of external free trade
combined with internmal state conmtrol. In the peasant sectors,
state control should take the form of a more effective use of the
marketing boards already in exlstence. In the non-peasant sectors,
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state investment and partnership with private concerns may
be needed to facilitate the switch over from a cheap labour
‘policy to a policy allowing for a greater vertical mobility
into skilled g:rmiersl.5

The above conclusions are specifically relevant to South Africa
where Government intervention has been considerable, and it is in the
light of this framework that the following chapters should be understood.
Much as the main theme remains South African experience with growth, with
special reference to the interna‘l;.ional trade aspeots, the study may also
present a case for an intelligent use of protection, at least in the
initial stages of development,i bearing in mind that for further development,
tariff policy will have to be increasingly more selective because almost
all arguments for protection are of a "second best" nature.6

The first chapter will present an outline of South African history
as a general background to the study. The second chapter will describe
structural changes within the South African economy since 1925. This is an
attempt to assess both the growth and the policy measures that influenced
its bias.’

. Myint, ®"Gains from international trade in backward countries,®
Review of Economic Studies, XXII (London: W.P. Griffith & Sons, 1955), p. 14l.

6'1‘he most difficult problem which confronts any investigator of the South
African experience concerns the inadequacy of statistical data, particularly
data for the non-white population. Another problem reveals itself in the
dynamic Interaction of the economic variables. It 1s in this respect,
therefore, that historical background must assume importance.

7South Africa, like most underdeveloped countries, began with a tradi-
tional society hostile to chenge. Both started with subsistence economies.
Its relatively recent progress, nevertheless, may be of some importance in
illuminating some of thc problems which growth entails. It is to be noted,
howdver, that the South African economy's dependence on primary products
places it among the army of underdeveloped countries, yet its possession of
falr quantities of gold has singled it ont as being unusually fortunate.
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The third chapter will attempt to underline some of the major
weaknesséa in the economy during the perliod relevant to our study-=namely
1925 - 1960.

Chapter fowr will present an analysis of the trading patterns
which developed during the period 1925 -~ 1960 as a result of the government
policy of protection. Thils analysis extends into Chapter five. This
chapter.covers the years 1950 - 1960. The reason for separating the two
periods lies in the fact that after twenty-five years of protection the
economy was exposed to gradual relaxations in the tariff structure. The
years 1950 to 1960 present a clearer picture of the frults of govermmeht
policles which were initlated in 1985. From this decade, we may assess
the relative success of protection to the degree that this policy was
largaly based on Infant-industry-type arguments.

The sixth chapter will attempt to draw some conclusions and
suggest, wherever possible, means of improvement in govermnment policy.

The reader 1s warned that there will be occasional
discrepancies between data obtained from secondary sources and that
computed from primary sources. This should not affect the argument
as the disorepancy 1s caused by the fact that revisions which are
included in primary sources may not have been foreseen by the authors

that used the original figures and estimates.




CHAPTER I

HISTORICAL, SOCIAL AND ECONOMIC FOUNDATION OF SOUTH AFRICA

Some Vital Statisties

South Africa is approximately 1,500 miles north to south
and 1,250 miles east to west, and cowers an area of 473,000 square miles.
It consists of a 6,000 feet land-mass, separated from the long but
relatively lush coastal area on the east and south by the Drakensberg
mountains rising to 11,000 feet and gradually verging towards the drier
and semi-arid country on the west towards South West Africa. It has no
navigable rivers; costs of transport are high since the raillways and air
provide the only major means of transportation. Climatlec conditions
show a considerable variety and the ciops and agricultural products
reflect these conditions. 1In short, South Africa exhibits a striking
contrast between the static and the dynamic, the handicraft and the
highly technlcal; the subsistence economy side by side with an advanced
industrialised society.

The population according to the 1960 census was 16,002,797, of
whom 3,088,492 were white, 10,927,022 African, 477,125 Asiatic and
1,509,258 mixed. The white population is 56 per cent Afrikaansl and the

rest are mostly English speaking, drawn from every country in Europe.

The Economy
Its mineral wealth in precious and base metals 1s considerables

gold, diamonds, osmiridium, urenium, coal, iron manganese, lead, copper,
asbestos, tungsten, phosphates, chrome, etec. Its agricultural products
are cattle, sheep, pigs, wool, maize, oats, groundnuts, timber, fibres,

sugar, tobacco, cotton, wines and all types of deciduous and cltrus frults.

lThis refers to people of Dutch descent.
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South Africa's industrial complex shows a similar range and
variety, and embodles highly mechanised techniques (as those in the steel .
industry) side by side with those relying on large numbers of unskilled
workers. The economy is based on a large participation in international
trade; for example, in 1964, exports, excluding gold, amounted to
£472.05 million, whilst imports were estimated at £688.55 million.
Gold exports amounted to £385.55 mfl.llion,2 the balance of trade amounting
to plus £237 million.>

South Africa has a highly developed commerclal sector and a
reserve banking system, divers:l.fied»money market, modern stock exchange
facilities and viﬂually all the institutions of a developed financial
economy.

The Opening of the Country

Underlying the South African economy are problems whose roots are
deeply imbedded in the history of the country. The opening of South Africa
began as early as the seventeenth century with the establishment of a half
way station by the Dutch East India Company at the Cape of Good Hope.
A.G.W. de Kiewlet has stated: "The Portuguese discovered it, the Dutch
realised its importance and held it for a century and a half before the
English acquired it as the most important single point on their way to
their Indian Bmpire.t" From the above we may postulate that the opening
of the Cape was closely associated with the age of Mercantilism; a period
characterised by impressive dividends for the Dutch East India Company.

“The Economist Intelligence Unit, "Republic of South Africa and South
Vest ifrica," Quartorly Econemte Hevisw (March, 1965), pe 6.
3The importance of international trade to South Africa becomes clear

when these figures are compared to the 1964 Gross Domestic Product at factor
cost of £3,333.5 million.

)I*A.C W. De Kiewiet, A History of South Africa (Oxford University Press,
1950), p. 1. ,
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The Dutch Ezst Indla Company gave its servant Jan van Riebeeck
precise instruetions to wit:

The Dubtch East Indla Company has no desire to tame the

wilderness, nor to find new homss for Dutch men over the seas.
Jan van Riebeeck!s duty would be done if he provided the
company!s vessels with fresh meat and vegetables, for the settle-
ment at the Cape was not a separate venture. It was a cog in a
great commercial system . . . . In that system spices and
profits came before souls and patriotism.’

The Company, in its desire to maintain these ideals, used
soldiers to cultivate the lamd and service the station. These wers,
however, inefficiemt., In 1657 the Company decided, therefore, to
substitute self=-interest for discipline. At the suggestion of
Jan van Riebeeck, nine of the Company's servants became !free burghers?
and landholders, which is to say they were given small land holdings
of 13} acres, free from taxation, to which they bound themselves for
twenty years. These burghers continued to do some of their military
duties, and were required to supply the Company with its requirements
at fixed pm':l.ces.6 Furthermore, they were not free to grow tobacco over
vwhich the Company had a monopoly, nor were they free to trade with their
native neighbours. We can speculate that it was in this incompatability
between little freedom and much constraint that much of the Colony?s
subsequent history was containsed.

The Company fought hard to save 1ts monopoly against infringe-
ment. The colonists, slowly growling in number, struggled to be freed from
an almost feudal government. The Company was on the one hand set against
expansion into the interior of the country whilst the burghers looked upon

the interior as the only place where they could be free from restraint.

Ibid., pe 4e

6Soms of the requirements embraced provisions ranging from fresh

vegetables, fresh meat, wine, fresh water, etec.
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The early burghers faced an acute shortage of labour and
capital. It was, therefore, not within their power to engage in intensive
agriculture. Moreover, in 1664 South African farming suffered its first
depression. As de Klewlet said, "For centuries this was to be the
familiar ory of the land . . . it had not taken long to discover that
for those who till the land South Africa was a poor land, capricious
and unpredictable."’

The 17th century came to an end with the Company's colony
unable to pay its own way and satisfy the needs of the forty odd ships
vhich stopped at the Cape each year. Most of the burghers were poor,
meny were in debt and some lived on charity. The English War of 1665
and the French War of 1672 taught a lesson of the strategic importance
of the Cape for the British BEmpire. In 1666 the construction of a fort
began at the Cape. With the fort bullt, the Company encouraged more
immigrants for its defence. The nine burghers of 1657 had multiplied to
nearly 600 by 1688 when the first French Huguenots arrived. In two
generations two hundred Huguenots were assimilated into the Cape community.
Thus it began to resemble more a colony than just an outpost of the Company.

That a self-conscious community had come into being in spite
of poverty and depression was evident during the governorship of
Simon van der Stel (1679-99) and his son William Adriaan (1699=1707).
These men were both innovators and reformers. They brought to the Cape
some agricultural science which had made Holland famous in Europe long
before the days of Jethro Tull. Simon planted oaks and his son planted

modern vineyards and produced more genial wine than the kind captains

7De Kiewiet, op. cit., p. 6.

———
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had, heretofore, taken reluctantly on board their ships. William's
unsuccessful attempt with wool also gave him a glimpse of South Africatls
possibilities as a pastoral country.

When Simon van der Stel leftthe Cape in 1699, his son
assumed offices It was nob long before William turned his genius for
innovation and good management to his own advantage. The mistake which
he made was not so much that he tried to enrich himself, for this was a
common occurrence, but rather that he tried to enrich himself at the
expense of a poor, under=peopled colony, where dishonesty struck swiftly
at the welfare of the struggling colonlsts. In defiance of the Company!s
ingtructions he became the biggest landowner, the biggest cattle owner
and the biggest wheat farmer, wine grower and slave holder in the Cape.
As a pure economic achlevement it was admirable. William Adriasan van der Stel
had thus founded an efficient monopoly=--which had been the Companyts original
objective in founding the settlement. This discovery, however, came too lats,
since an outery from the colonists led to his dismissal in 1707.8

It is important to note that the Company, in its eagerness to
s8implify administration felt compelled to hold the Cape settlemsnt within
definite limits. It insisted, for instance, on the fewest possible
contacts between the colonists and the Hottentots, for it knew full well
the confllcts which could ensue if such a contact was allowed. Its ideal
settlement was an intimate nelghbourliness and intensive agriculture which
could easily be supervised from the Cape~castle. Among the many factors
that made the 1ldeal of the Company unrealistic were the followings

8I‘h:I.s dismissal had a significance in so far as it established a pre-
cedent of self-assertion on the part of the colonists, removing the initia-
tive of wnai was to be done at the Cape from the hands of the Company.
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the Cape could not be drawn into the world trade which would have
compensated the colonists for their effort. It could not compete with
the rich solls and advanced agricultural techniques of Europe, nor with
the cheap labour and the more abundant rainfall of the East Indies.

The costs of production were high and the quality of products often
poor and unreliable.

A colony so isolated, so poorly endowed, so dependent upon a
tiny domestic market and the ships which anchored at the bay was
unable to attract capital. Wealth creation was a painfully slow process.
It was out of cheer necessity, therefore, that the colonists looked
towards the interior for salvation.

With the growth and development of the Cape community, the
Company!s supervisory dutles became increasingly complex. The movement
to the interior was steady and irreversible. From 1727, when the first
edict was issued from the Cape, the history of South Africa was to be
the history of the expanding frontier. The Company tried fruitlessly to
halt this expansion and impose its own rule; however, the Afrikaner
character was in the process of formation. Afrikaners were acquiring
love for open spaces beyond the reach of the Company. Agaln, in the
words of De Kiewlet:

They had the nomads appetite for space and possessed the
hardness and courage of men of the saddle who watch their flecks
and hunt their meat. Thelr wealth was in their cattle and their
sons and grandsons who thrived amazingly . . . « Their tenacity
could degenerate to obstinacy, their power of endurance into
resistance to innovation and their self respect into suspicion for
the foreigner and contempt for their inferiors. For want of
pastors they read the bible drawing freely from the old testament,
vhich spoke their language of their lives, a justification of them-

selves, of their beliefs and thsir habits . . . the remotest corner
of Burope was better informed.

%pe Kiewlet, cp. cit., pe 17.

———
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Racial features of the South African Scene

Added to environmental factors, South Africa's evolution was
further complicated by the exlstence of other races. Out of all these
races was to emerge what 1s commonly referred to as "the South African
way of life."

The Hottentols

The Hottentotslo Rooked upon the coastal belt as thelr own.
They were a pastoral community with pride in their cattle. Behind them
were the marauding Bushmen and a less generous climate., In spite of the
Cape Administrationts efforts, the coibnists and the Hottentots could
not be kept away from each other. In this way the Hottentots tasted of
the white man's tobacco, spirits and diseases against which they had no
resistance. They broke down undramatlcally and simply.
The Slaves

Slavery was introduced Into the Cape purely by accldent as
there was no plantation economy such as that found in the sugar islands.
The conscience of the French and the English captains, however, did
prevent them from helping to pay for the Cape'!s expensive meat by
trafficking in slaves. At the very beginning, therefore, & double strand
of South African history was woven--namely the servlile worker and the
free colonist. In 1708 there were 1,147 slaves at the Cape. By 1795,
their number had increased to 1,800.11

Slaves and Hottentots provoked remarkable changes in thoughts
and habits of the colonists who soon learned to look upon labour of the

field and upon all hard physical toll as a function of a servile race. In

the West Indles such a large proportion of slaves and Hottentots as were

found in the Cape, would have been regarded as a blessing for the plantation

10These people are known as Khol-Khol; the word Hottentots is a word
of abuse though presently official, cf. Bushmen.

1lpe Kiewiet, op. cit., p. 2l.
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economy. In the Cape slavery was a sign of an unenterprising economy.l:2

As more slaves came, whatever efficiency which did exist in
agriculture, was increasingly sacrificed to slave and Hcttentot labour.
In the prccess there developed a privileged white-caste. Thus began
the development in South Africa of a self-conscious group (the colonists)
who seeking to escape hardships of a life in a poor and unprosperous
land, turned distinction of race and colour into a device for a social
and economic discrimination. As De Kiewlet maintains: "in this manner
the limited wealth of the colony becams the privilege of its white
population, whose higher standard of living was at the expense of the
economic and social welfare of a numerous serviie popu].ation."13

The fact that the Cape Administration could not stép the
movement into the interior became increasingly clear. This expansion
eastward, however, was temporarily halted by encounters with African

tribesmen.

The Bantu

The Bantu were more numerous than either the Hottentots or the
colonists. They were primarily pastoralists with the characteristic nomadic
spirit. Their economy conslsted of primitive agricultural practices which
could be understood within the agsumption that land was 1n infinite supply
and as soon as the occupied area diminished its yleld the community could
move in search cf new pastures and arable soil. They were also hunters
grouped in a more organised social unit called the tribe with the

extended family as the unit of production. They had, like Afrikaners,

1274 was at the same time the consequence of and the cause of the Cape's
poverty. As slaves arrived the productivity does not seem to have improved and
yet a greater number of people became dependent on appreciatly the same resourges.

13pe kiewlet, op. cit., p. 22.
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thelr set of beliefs and superstitions. They had a religious code
with a complete ritual. Tribal elders and wltch-doctors had their
respective roles to play in the soclal fabric. GCattle were highly
valued, whilst land was held communally for the concept of land owner=-
ship was allen to them. Savings was, therefore, a function of natural
rate of change in the animal stock, and the ability of the warriors
to restore the balance when the equilibrium waé disturbed. It may be
sald they enjoyed a goiden age equilibrium with & low rate of consumption
by modern standapds, and a significant consumption of lelsure.

From 1779 onwards the Bantu end the Boers had & c¢lose and
unbvoken relation. In time the quarrels between the Boers and the
natives became more complex in their causes. Men quarrelled over the
stealing of cattle and over the possession of land and about labour upon
the land. Each clash left a larger number of nativeé embedded in white
gociety. In one sense, the frontier wars became civil wars between
groups economically associated with each other. At the end of the century
their assoclation was still loose. The Dutch frontiersmen could not
prevall so easily against the natives as they had done against the Hotten-
tots. Nevertheless, the process of subjecting the Bantu to their service

was well begun.

The British Occupation

The occupation of the Cape by the British was one event which
added impetus to the expansion of the frontier and the eventual exodus
of Afrikaners into the interlor of the country. Whilst the British
Administration was in meny ways better than that of the Company, it falled
to comprehend the essential truth that the Afrikaner had adapted to the

new enviromment in a way that made him less amenable to centralised
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supervision from the Cape. In addition, the occupation of the Cape

by the British bromght with it humanitarian ideas, This was expressed
by zealous missionaiiés vhose concern about the rights of Hottentots

was disturbing to the Afrikaners. Dr. Fhillip was one such missicnary.
The abolitlon of slavery (1837), and the compensation given the Boers,
was a keen cause of discontent. An attempt to treat Hotteﬁtots as men
with human rights was violently opposed by the Boers and 1t eventually

led to a rebellion, setting the same Boers on the Great Trek northward.

Adaptation of British Settlers

Attempts at angliclsing the Afrikaners seemed deemed from the
start especially when examined in the light of the 1820 settlers who were
placed in the territory of Albany. The British settlers left depression
in England to find it awaiting them in the Cape. Their reaction was
different from that of the Afrikaners. Rather than settle on the land
they became urban dwellers and artisans and thus, we may speculate, lost
the only chance of changing the Afrikaner. This urbanisation coupled with
the British Governmentt!s reluctance to spend the necessary money for
enforeing its reformsi4 reduced English influence in shaping South African
attitudes. The Home Office's fear of an internal involvement in the
country left the initiative for opening South Africa to the Afrikaners.
The movement of Afrikaners into the interior was viewed with apprehension
by the Cape Administration. The intensity of this apprehenslion was
oexceeded only by the hesitation of the Home Office.

Aspects of the Afrikaner emigrant's character
Although the emigrant farmer opened the hinterland and made a

great contribution to the development and enrichment of later South
Africa, theirs was not the aggressive movement of a people braving the

L4These reforms would include enlightened policy towards natives,
regulation of fromtier and other institutions of local representation of-
frontlersmen, etc.
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wilderness for the profit that it would give them. Though they were
gkilled in the ways of the veld, good horsemen and superb marksmen,
expeet at breaking in an ox, or a horse, able to tan leather, make
bricks and work in wood and stone, they developed in a far lesser degree
than their Australian or Canadian contemporaries the inventive faculty
to overcome the physical and material onstacles of their environment.
Even in the area which became the Orange Free State, wheré sheep farming
was a success, the methods were crude. In the Transvaal wool was for
a long time an incidental product, placing it among the lowest grades
on the markets of England.

In understanding the genesis of modern South African society,
it is of greatest importance to know that the lard beyond the Cape's
borders was not an open land such as that which lay before the Australian
squatter. It was an area of settlement by a great Bantu population.

Much of the energy of the Boers was used more against the natives than
against nature. And, as it had happened earlier, every piece of land
acquired brought with it its original inhabitants as servants or squatters.

Major Characteristics of the Four Provinces
By 1840, the Cape had assumed a rather British character, Natal

had discovered sugar and both provinces were competing for the trade with
the Boer Republics to ralse revenue which would enable them not to
remain behind their sister colonies, Canada and Australia. In 1852 the
Sand River Convention recognised the independence of the Boers beyond the
Vaal River; two years later the Bloemfontein Convention withdrew British
sovereignty from beyond the Orange River. Thetwo Boer Republics were,

after all, to manage their own relations with their own native neighbours.
This circumstance meant that representatiwe government, which the Cape
received in 1854, would not be the foundation on which South Africa would
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build its future. This was in addition a concession to what the

Gréat Trek and its splrit stood for, ﬁamely racial patriotism and the
isolationist patriarchal outlook that went with it. The two Boer Republies,
however, were out off from the sea. Natal and the Cape dld not share

their revenues. It was less llkely that they'should share with thesse
land=locked republics since they were, themselves, poor. The Republics
were, however, poorer.

The 1862-70 Depression and the Discovery of _Diamonds

The forces of depression, which began in America and made the
looms of Lancashire cease their shuttling, finally reached South Africa.
Indeed, from 1862 to 1870 depression gripped the land. Unprecedented
droughts and the ravages of Iinsect pests made the crisis harder to bear.
For the whole decade not another slesper was added to ‘South Africals
railways. Neither the wool of the Cape and the Qrange Free State, nor the
sugar of Natal were able to pay for iinports and public works needed to keep
South Africa abreast of an industrial and commercial age. Some other |
source was needed, and for South Africa this source became diamonds and gold.

It should further be emphasised that the flow of immigrants from
England and Ireland passed South Africa by, as wages wére not atiractive
and labour was both cheap and abundant within. Bpon the life of the
natives rested all the weight of the benefits of tcivilization.! As
De Klewlet so dramatically expressed its

Each greasy blanket and torn pair of trousers they wore, each

hoe or length of copper wire they bought, each bottle of !Cape smoke!
they drank, was a charge upon their frail resources. Poor though
they were, the consumption of salt and sugar, tea and coffee, soap
and candles, the use of buckets and spades ultimately became habits.
Amongst the agencies which transformed the lives of natlves the
trader was the most influential; for 1t may freely be said that in

1870 there was scarcely a man or woman who was not in some measure
a consumer of manufactured goods. In the same manner did the
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natives become taxpayers of the Republics and the colonies.

In Natal above all, but in other communities as well, heavy

contributions were levied upon the natives. In 1862, when the

customs revenue of Natal amounted to £40,672 native taxes amounted

to £17,925. A very important means of native taxation was by

import duties on articles of native consumption. The increased

tariffs of 1860 and 1863 in Natal were imposed chiefly on

articles consumed by the native population in order %o cover the

expenses of the introduction of coolies from India to work in

Natal sugar plantations. Upon the very numerous population

on European land there dwelt the obligation of rents. Many a

landowner, especlally in the British colonies, obtained an

important incoms from tkaffir farming.! The great landholding

companies were able by this means to lock up blocks of land without

loss to themselves by levying rentals upon the native squatters. 15

By this time dlamonds were picked up and the first gold discovered;
black and white were joined indissolubly to one another in the closest of
economic relationships. Here finally may be seen the explanation of
the failure of South Africa to attract as many immigrants as Canada or
Australia., Her source of labour was within the country. The diamond
fields were South Africals first industrial community. There South Africa
faced for the first time problems of capital and labour. Here, South
Africa confronted a new competition between its white and black inhabitants,
not for land or cattle, but for a place in industry. Industrial Kimberley
Joined the rural Great Trek in its insistence that the town as well
as the country be based upon an economic as well as racial distinction
between black and white. The servile tradition of the farm was introduced
into industry.16
The nature of diamond mining also mitigated against the individual

digger. The greatest proportion of dlamonds were found in the unique

geological formation of pipes of blue ground running deep into the earth.

15De Kiewiet, op. cit., pp. 81-82.

161t was a crude politlcal economy that exploited the ignorance and ihe
poverty of the natives and at the same time perpetuated these defects. It

also demanded vagrancy laws and complained of fidle! natives in the reserves
and locations.
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Thus, mining advanced from a simple to a complex process. Cecil Rhodes
and Barney Bernato, both in command of large capital resources, consolidated
diamond mining at the time when bankruptcies were rife. Men of skills
were Immligrants from abroad. Thus, the wﬁite workers working in these
mines stood out more éharply as they were not of South African birth.
They also set a precedent which was later to characterise South African
Industry namely 1ts dependence on expensive skilled labour. Except

for its wagon bullders, South Africa had no skills upon which the mines
could draw. Thus, the division of labour between allarge body of black
men and a small group of skilled workers, which was later to permeate
the economy, was not only the result of prejudice. The Blacks had no
skills to offer; they were often recruited from what remained of their
tribal commmnities and went back when contracts expired. By contrast,

Whites were bound by many ties to their place of work.

The Wars that Preceded the Unién of South Africa

- It was during this period that the Transwaal was undergoing
its own trisls., It is within South African historical pattern that major
wars there were fought during droughts or threatening famines. During
1877 the severest drought South Africa had known in years began. On the
eastern frontier,; which was largely occupled by the Bantu, the drought
revealéd, as never before, the overcrowding of man and beast. In this
region, the natlves, colonial and imperial troops, fought a difficult and
an expensive war. At the end of this war in 1878, the Transvaal was at war
again with Sekhukhunl, and the war with the Zulus which Natal had feared

for a generation was imminent .17

17pe Kiewiet, op. cit., p. 105.

——




2.
The wars which fellowed led to a great deal of bitterness and

did very little to improve the attitude of the Transvaal which, henceforth,
was to carry the flag of racial patriotism. That the Transvaal, devastated
wlth depression, was Bound to weaken was, perhaps, obvious if it had not
been for the fact that gold was to be found there. From then on, the
Transvaal was to emerge as the leading industrialising force in the country
simultaneously stamping its character on South African political life.18
The Gold Industry

The Witwatersrand gold deposits are at once the richest and
the poorest in the world. They are poorest because the average kold
content per ton 1s low, they are richest because the number of tons of ore
is well-nigh incalculable. In none of the gold producing centres of the
ﬁorld is the average of gold content so low. In the United States the
average richness of the gold ores is three to six times as great. Tt
is, however, the poor ores, those on the mergin of profit, which yleld
great output of gold. The problem of mining, ever since the discovery
of the Witwatersrand, has not been to find rich ores but to make the poor
ores pay. Thus from the very beginning. there was no place for the
individual with pans or slulce boxes. Heavy machinery and railways,
engineers and technicians, scientists and large volumes of capltal were

imperatively needed by the Transvaal mining.

l&l‘he Transvaal was the most rebellious of the Boer Republics. The
period referred to above was an era when the four provinces lacked a much
needed declsive leadership from England. It was during the same period that
South West Africa fell into the hands of Bismarck whilst the British handd
were tled by the Transvaal in a futile war. The most outstanding achievement
of this war was to make Afrikaner Nationalism stronger and less rational.
It also laid a solid foundation for the Anglo Boer War which was to leave
South Africa bitterly dilvided between English speaking and Afriksans speaking.

POTRPE
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This dependence upon the recent achievements of industrial and
chemical sciencs, and upon complex financial direction lnevitably made
the Witwatersrand the centre of industrial revolution in South Africa.

In the midst of the slow moving people there sprang up a& modern industry,
worldwide in its importance. The unusual demands which gold flelds made
on the Transvaal, and the vivid contrast between them and the rest of
the Republic, were a fertile source of difficulties which preceded the
Boer War.

Mining began in a period of low prices and at a time when
the worldt's demand for gold was far in excess of the preveiling supply.
The great machines which were needed to mine the ore found their source
of energy in the sbundance of coal which w;s both cheap and of good
quality. In 1887 obe mine pald a dividend of 57 per cent; and another
25 per cent.lg

It took several years to realise that gold reefs could not
be successfully worked by a largé number of competing companies. Mining
demanded the precise knowledge of its scientists, and the fullest skills
of its engineers. It also demanded up~to=date business and financial
organisation. The deeper the mines went the greater were these demands.
Men like Rhodes and J.B. Robinson, with the experience of Kimberley mines
behind them, were swift to bring order into chaos. Although it had
taken Rhodes nearly twenty years to found the De Beers Consolidated Mines,
within six years the Consolidated Gold Mines of South Africa was an

accomplished fact .20

19De Kiewiet, op. cit., p. 118.

®1p14., p. 119.
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The revolutionary impact of gold on the economy is difficult
to over-estimate. It permeated to the remotest Bantu village and brought
men from distant corners of the earth. Revenues of the Cape and Natal
rose shax-ply.21

The prosperity which came to all manifested itself in dramatic
price r:lses.22 However, many problems were present; a community dependent
on land and cattle, especially when the former was largeiy drawn from
foreign countriss. An industry, narrowly dependent on the world market,
was intolerant of the localism of the Republics. A simple society which
had embraced the wilderness in order to protect its habits of living
was challenged by a complex order in which there was a variety of
industrial and commercial pursults. Freedom which the Boers prized
was limited only to themselves. They had defeated thus far all efforts
to extend it to the natives, and were reluctant to extend it to men.
who disapproved of them and knew not their ways. Because they had little
art, no architecture and no literature, they depended on their bibles,
their farms and the blood to set them off sharply against the natives and
outlander (foreigner). All three loyaities, namely, their Bible, their
farms and their blood ties, sustained their resistance to change and
strengthened their inertia which was normal in their sluggish economy.

The natural disharmony between the o0ld and the new economic
groups, the one homogeneous becalmed and rural, the other cosmopolitan,
urban and aggressive, was intensified by the moral and political disagree-
ments that divided English and Dutch.

2
For example in the Cape, a revenus of £1,990,000 in 1886=7 increased
by over £500,000 in 1889=90.

22A drought ox for example could fetch £12 instead of £3. Firewood
could be sold with price exceeding the original value of the land on which
it ;n“o
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The policy of racial patriotism whish Hofmeyer rejected in the
Cape Colony was fervently adopted by Paul Kruger, the President of the
Tramaal.23 Kruger even sought an independent outlet to the sea to
avoid using the Cape sea ports and those of Natal. By 1889, a yailway line
from Pretoria to the Portuguess border was constructed. In the meantime
the Cape and Natal were engaged in a cut-throat competition for the
Transvaal's merchandise export. Also, in an attempt to bring the Republic
to its knees, Cecil Rhodes organised the futile Jameson Raid.?4 This
event destroyed whatever good faith had remained between the English and
the Afrikaners throughout the land. Extreme racial patriotism of the
Boer Republics was at last vindicated, sald the crities. Kruger signed
a defensive-offensive alllance with the Orange Free State. The Transvaal
politics were brought within the sphere of powers engaged in the scramble
for Africa. German intervention was suSpeéted and Kruger did little to
dispel the fears of England. Events marched stubbornly towards a
conflict which damaged Britlsh prestige=-the Anglo=-Boer War.

' 'Thiis brought to the surface the fact that the native !problem!?
was insoluble. The provinces could not agree on a specified pelicy towards
natives. The war preclpltated the coming together of the four provinces
with natives cilvil rights compromised in the intsrest of unity. Thus,
it became clear at the end of the war that Great Britain had fought

2
3De Kiewlet, op. cit., p. 122. Note that resentment was caused partly

by the gelfigh attitudes of the Cape and Natal in dealing with the Republics,
by the British annexation of the Transvaal in 1877 and by the fact that there
were men from Holland Germany who hailed the idea of an independent Dutch
Republie, free from British control.

2"‘This wvas aimed at aiding an evisaged uprising of the outlanders in
the Transvaal against Paul Kruger=-an event which would have justified
British intervention.
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the war not to hold South Africa but to relinquish her, and that British
viotory would paradoxically end British influence in South Africa. The
Union of the four colonies was formed in 1910.

Following the formation of the Union both moderate English and
moderate Afrikaners were in the position of leadership. Some of these
men exhlblted statesmanlike quallties in varying degrees. Compromiges
were made fvom time to time to hold the Union together. Even the
constitution which reserved certain rights for the jurisdiction of each
province was another feature of this compromise approach. Thus out of
disjointed colonlies was painfully born the political Union closely woven
by economlc ties and weakened by racial bitternsess.

The Union of South Africa

The period following the formation of the Unlon was characterised
by a steady process of industrialisation. However, the rural population
increased and the Bantu also refused to follow what one Australian Governor
called the "natural progress of the abariginal race towards extinction.m
As De Kiewiet put it:

The South African natives, it would seem, possessed’some principle
in their blood which fought cohtamination of drink and disease,
some special virtue of the loins that enabled them to multiply

in spite of wars_and droughts and the loss of most of their
ploughing land.

It has already been stated that many Africans became labourers
on the land they once owned. Some becams squatters and paid rent, others
provided their services for the protection which the farm gave them
against a life which was different from the ones they were accustomed to.
It must be sald that the farmers were not always hard masters. According

to De Kiewlet, cruslty was practically unknown. Yet, within this neat

?5pe Kiewlet, op. cit., pe 179
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pattern, there seems to have emerged serious problems. Natlves in the
reserves were over-crowded. Their religious attachment to cattle

did very little to alleviate the pressure on the land.

The use of land by Dutch farmers was wasteful. As the land was ill

usgéd, It retaliated by decreasing its yleld. The disappearance of trees,
grass and the appearance of deep ravines bore testimony to the ill usage
of the land by the farmers, the natives and nature herself. It was thus
a combination of forces that led to a surplus population which had to be
absorbed by industry. Some of the forces were similar to those which
characterised industrial revolution in Evrope and the United Kingdome
Yet among the Afrikaners were found men who resisted a disciplined way
of life. These were barred from taking employmentwéé farm hands by the
traditional outlook of the Afrikaner towards menial tasks. These men
drifted to oclties only to find themselves competing with natives for
jobs.. The policy to‘industrialise adopted by the Government in 1925 was
directed at absorbing these men into some form of employment befitting
their status as !civilized! men,
The_Introduction of Ipdians into South Africa

Suger producing areas in the early years of the last century

were hit temporarily by the abolitlon of slavery. Several attempts were

made to introduce alternative labour. In Mauritius, for instance, Indians

under the control of Sirdas filled the gaps, but abuses led to an inguiry

26

by the British Government in 1837. Five years later the Indian Govern=

ment agreed to a system of Indian lndentured emigration. Later regulations

provided that migration should be wvoluntary, the recruiters should be

26professor Burrows, Indian Life in Natal (Study prepared for and
published by South African Institute of Race Relations), p. l.
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licensed, protectors of emigrants should be stationed in the old and
in the new countries, and certain indenture conditions adhered to.

Indian emigratiqn on a large scale began to Mauritius, West
Indies and British Guiana. A similar movement to Natal began in 1860. At
that time the number of Ewropeans in Natal was under 7,000. It is true
that there was a large Zulu population but, though virile and trustworthy,
Zulu workers were not amenable to routine of contract empioyment, nor were
they emanable to discplined wage labour. Although various devices were
used to increase the supply of Zulu labour, among which were imposition
of poll taxes, hut taxes and creation of labour pools, labour shortage
persisted. This shortage retarded the development of the colony under
white enterprise and capital. The first insistent demand for increase in
labour supply came from new sugar plantations which were being established
along the Natal coast. There were differences of opinion between those
who wanted a long term policy of immigratlon of permanent settlers and
those who wanted relatively unskilled but dependable labour. Finally,
the British Govermment of .India assented to the entry of Indians into
Natal on definite contracts, and agreed terms of indenture. The main
provision of the initial contracts included free transport from India, an
agreement to work for 10 shillings a month for three years (later extended
to five years), and free food, accommodation and medical attention.  The
first group of Indians arrived in Natal in November, 1860, to work as
agricultural labourers in the Natal sugar estates.

The influx continued, &ithough there were not many immigrants
in the shoi't period of depression, following the American Civil War.

In 1874, the stream of immigrants resumed its steady flow and during the
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next twelve years nearly 30,000 Indian workers entered Natal. Beginning
in 1874 and for a period of twenty years, the Govermment of Natal contri-
buted up to £10,000 a year towards the cost of transporting Indian workers.
Not all these labourers returned to India when their contracts expired.
Glven the cholce between re-indenture, a free passage to India, or freedom
and a small plot of land, they usually chose the last named. The promise
of land, however, was seldom kept. Moreover, beginning in 1896, the
payment of an annual licence of £3 was lmposed as the price of remaining
in the country as free Indians. The sugar fields, however, found it
increasingly difficult to retain workers who were attracted by higher
wages to coal mining and other employment. Some Indians emigrated to the
Trangvaal. Continued Immigration into Natal was, therefore, the only
means of maintaining an adequate supply of indentured labour. Meanwhile,
the number of Natal-born Indians was increasing adding to a growing supply
of free non-indentured labour. In 1904, they numbered 19,000 and consti-
tuted 22 per cent of the Indian population. Because of unpleasant i
developments which involved removal of vestiges of civil rights which

Indians had, the Government of India stopped this flow in 1911.

The Chinese and the Gold Industry

In 1904 the gold mining industry experienced a similar shortage ;
of lasbour. Since mines were not considered a permanent feature of South ‘
Africa, they were a treasure to be efficiently plundered. The permanent
exmployment of poor whites, 1t was expected, would be in industry. Industry
would also absorb any lncrease in the resident white population. Above
all, Milner who was the representative of the victorious British Government
after the Anglo=Boer War looked upon industry which the mines would spur

as a potentlal employment field for those English emigrants whom he thought



"

29.

would come to Soutn Africa. The consequence of this kind of reasoning
was the importation of 10,000 Chinese labourers in 1904 to reinforce
the insufficient ranks of native labourers from within South Africa

and the Portuguese territories. The Boers sulked but the industry
proppered. Company revenue and public revenue allke expanded. The
Chinese by 1907 had increased to 54,000.27 Their presence was justifled
by profits of the industry. By fo:bidding further import licences in
1906 and repatriating all Chinese mine labourers in 1910 the British
Government spared South Africa a further complication of her already

complex life,

The Evolution of the South African "Way of Life"
The political history of South Africa after 1910 was a gradual
movement away from ideas of racial co-operation between whites and
non-vhites. The period was opened in 1913 by passege of a law making it
illegal for Africans to possess land except within 13 per cent of South
Africats land mass.28 Most of this land was already heavily over=crowded ]
and was under tribal chiefs who retained some remmants of the old system
in a rapidly changing scene. To make a bad sltuation worse--the land
was held comnunally so that wilth the rising African population economic
units would be impossible to come by as all peoples here individually

depended on what they could eke from the land.

?The Kiewlet, op. cit., pe 165.

2BThis refers to the Native Land Act of 1919. Prior to Union in 1910,
it was legally possible for natives to purchase land in all of the provinces
except the Orange Free State. In actual fact, poverty, and sometimes pressure,
prevented the native population from relieving the great shortage of land.
The effects of the Act was an enforcement of segregation between white and
black settlement. ecf. footnote 1, p. 205.
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The constitution of the Union (1910) stated that the franchise
rights of the Cape natives may not be changed before the end of ten years.
It was only in 1926 that the question was raised. However, the removal
of this.right from the constitution came in 1936 subsequent to the
enfranchisement of white women.29 This, however, was replaced by a
system of indirect representation embodied in the Representation of Natives
Act. The effect of thls Act is best expressed in the words of G.W. De Kiewiet:

Two Acts, the Natives Land and Trust Act, the Representation
of Natives Act, passed in 1936, were the culmination of the policy
of segregation. The first Act sought to make good the deficlency
which had turned the Natives Land Act of 1913 into a weapon against
native rural life. Recognising that few forces had been more
powerful in diiving the natives to the towns than the overcrowded
reserves and insufficient land, the Act established the South
African Native Trust Fund, to be used for the purchase and development
of agricultural and pastoral industry within the native areas. The
act empowered the trust from time to time to acquire land within
speclally designated 'released' areas until a maximum of 74 million
morgen, approximately 15,300,000 acres was reached. And so the
dispossession. of native land which had been almost a rule of
nineteenth=century policy was reversed in the twentieth century.
Exlled men were to be returned to ancestral lands, or at least
to some of them, Only the future could reveal wheéther'.the history
of a century could be changed by the will of a legislative body.

It followed that men who were to be physically segregated
should be politically segregated too. Formerly men had blanchead
at the prospect of a concerted uprising of the blacks against all
vhite men, now they contemplated a rising tide of black voters
who might swamp them at the polls. 30

The history of South Africa has since progressed tor ards the
crystallization of the above-mentioned pattern. 1In 1948, men who belleved
in the creed of segregation gained office and the coumtry has progressively
moved towards greater intolerance between the races.

The list of oppressive legislation passed since Dr. Malan's

assumption of office range from consolidation of Pass laws, Bantu Education

2'9De Kiewlet, op. cit.. pp. 238=239.
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to the most notorious 'Sabotage Act! enacted in the early sixties. The
Suppression of Communism Act, enacted in 1950, virtually equates any

opposition to the Government with c_omnnmist subversion; a situation to be

cured as one would vermin.

It should be noted that as early as 1910 the Bantu were already
changing their form of resistance. Isolated individuals were sending
deputations to the British Government bitterly complaining about their
lost land. A missionary-educated native by the name of Plaatjie headed
a Native National Congress in 1913, protesting the 1913 Native Land Act.
This movement began when the Bantu were recovering from the strife of
the nineteenth century. By 1935 the All African Convention was formed
to demand with a united front, the disappearing franchise rights. In the
later years, it was the African National Congress which emerged as the

widely recognlised volce of the African peoples. Leo Kuper aptly describes

the process as follows:

For many years, the main African political organisations followed
a policy, or strategy of non~violence. OQver the last decade in par=-
ticular, they experimented with a variety of militant non-violent
techniques~-mass demonstrations, boycott, civil disobedience, and
the withholding of labour, where violence attended the campalgns,
it was not by design; the typical reaction of mass violence was
often provoked by the forceful intervention of police.

The selection of specific issues in these campalgns was related
to the need for mass appeal and thelr relevance to the ultimate
goal of liberation. Pass Laws, which restrict freedom of movement,
limit the right to seek employment and impose a curfew, were an
obvious target. They lay the foundation for white domination, and
continuous police survelllance of African life, they placed the
stamp of office routine on midnight raids and mass arrests and
give legal sanction to rule by force. A4t the same time,the African
masses percelve the Pass Laws as a major cause of théir,«sufferigf,
and their support 1s generally assured in anti-pass campaigns.

These organisations work amidst odds as many Africans struggle
barely to keep alive. Added to this apathy is the overwhelming superior

3:I'Le;o Kuper, An African Bourgeoisie (New Haven, 1965), Chapter 3.



—~

32.

power of the State. This was demonstrated in the final campaign of the
Congress of Alliance against the inauguration of the Republic. The
campaign was advertised and organised in the conventional manner, with
falr warning and ample opportunity for anticipatory action. The Govern=
ment staged a massive display of force, launched mass raids and assumed
and exercised new powers of arbitrary arrest. Many employers exerted
pressure to ensure that their workers would not take part in the
campaign. The issues may have been scmewhat complex for many Africans;
in any event, they lacked the resources to withstand pressure from
employers. The display of state power could not fail to impress, and
there had been many such campaigns, perhaps disillusioning in their
consequences. Whatever the explanations, the Congress campaigns failed to
master sufficient support for impressive display of strength.

The 1960 campaign of the Pan Africanist Congress introduced
nev elements. The mode of action was conventional, indeed it was a
deliberate duplication of the 1952 civil disobedience campaign by the
African National Congress against the pass laws. Africans presenmted theme
selves é.t the police stations and surrendered their passes, inviting
imprisonment. ®The police massacre at Sharpville and illegal police
assaults on Africans in the streets and locations of caée Town enhanced
the political and moral significance of the campaign."32 They were not
planned by the Pan=Africanist Congress, however, and are not new in
South African history.

2rid., pe 0.
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Leo Kuper in commenting on the Pan Africanist campaigns

The innovation lay in the grandiose conception and the

urgency of the campaign. ILiberation was to be almost immediate=-
not ®"in our life-time" as older leaders proclaimed, but in 1963,
and initiated by so massive a movement against the very basis

of white domination that the system would crumble. Although the
campalgn itself was non=violent in the traditional manner, the
Pan Africenist leaders did not accept non-violence as a matter
of principle, a commitment for the future. They projected an
image of themselves as brave and resolute men, part of a great
movement shaping the destiny of the African.continent. They
appealed frankly to Afrlcan Nationalism and perhaps less frankly
or more ambiguously to African Racialism, 33

This campaign achleved mass support in some parts of the
country. It reverberated in the world press. And momentarily, it
threatened the South African Government. The climax, the march of
30,000 Africans to a Cape Town police station in the vieinity of the
Houses of Parliament would have been even more threatening if the leaders
had not come forward to assume responsibility.

The overall results have been an intensification of security
measures and wholesale arrests of leaders. It may be sald, however, that
the period following 1910 was also a period of close inter=racial
co-operation. Races were drawn together mainly by economic needs. Urbani-
sation increased both among whites and non-whites. This will become
increasingly clear as we proceed to examine the structural changes in the
economy since 1925 and the increasing employment of both whites and
non-whites in the industrial sector of the economy. In the mining industry,
the employment of non-whites make it particularly significant in its
contribution towards bresking the tribal structure of the Bantu peoples.
It is the replacement of these traditional values that have presented a

great problem. Missionakies, however, have done much to ease this transition.

331bid.
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The pool of industries compelled various tribes to converge in the
urban centres and produced a new people, a new soclety,. fervently
seeking its place within the rapidly growing economy. It is among
these peoplé that formative leaders of the Bantu are emerging. Their
homes are not in tribal kreals, they would feel as strange in such
surroundings as most of their white compatriots.

With this sketchy outline we should be able to understand
the following chapter which will attempt to outline the structural
changes in South Africa's economy, since 1925, when the Government

decided actively to influence South Africat!s economic development.



CHAPTER II

THE STRUCTURAL TRANSFORMATION OF THE

SOUTH AFRICAN ECONOMY

Structural Changes

In the year 1925 a fundamental change took place in the
economic policy of the South African Government. From 1910 to the late
twenties South Africa was predominantly an agricultural and a mining
country. In 1917 secondary industry contributed 9.6 per cent to the
Net National Income. Agriculture, forestry and fishing contributed
21.6 per cent, whilst mining contributed 20.3 per cent. The remaining
48.5 per cent was derived from the tertiary sector. In 1927=8, secondary
industry contributed 12.2 per cent, agriculture, forestry and fishing
18.2 per cent, mining contributed 18.6 per cent, whilst the tertiary
sector was responsible for 50 per cent of the Net National Income.

In 1959=~60, however, secondary industry contributed 23 per cent to the
Net National Income. The contribution of agriculture, forestry and
fishing had dropped to 11 per cent whilst mining contributed only

14 per cent with the tertiary sector responsible for 52 per cent.1

On the one hand, we see a relative material decline since
the nineteen twenties in the net products of vpastoral groups and mining,
and on the other hand, a very substantial increase in the contribution
of secondary industry. The latter increased by approximately 138 per cent
between 1917=18 and 1959«60.

;A.J. Norval, A Quarter of a Century of Industrial Progress in South Africa

(Johannesburg: Juta &nd: Couwpafiyy.196€), P vii.
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The Government, which embraced industrialisation as a policy,
was motivated both by a desire to solve the poor white problem which was
a source of great concern, and to bring about a greater measure of
differentiation in the economy.

One of the initial steps was the reconstitution of the Board
of Trade and Industries in 1925, This Board was invested with extensive
powers and with all=embracing advisory duties particularly in regard to
protection of manufacturing industries. Trained economists were appointed
to the Board. Theyreviewed and recast the customs tariffs which thereafter
assumed a more protectionistic character. The Board played a significant
part in founding the Iron and Steel Industrial Corporation (ISCOR) which
in turn has been so important for the economic development of South
Africa since the early thirties. It was also due to this Board, for
example, that the sugar industry was soon placed on a sound economic basise.

It can be postulated that a great deal of industrial development
which took place immediately after 1925 was a direct result of the impetus
given by protective measures applied in pursuance of the protective policy
adopted that year. It was not always the protection granted as such, but
rather the fact that the Govermment had pledged itself to encourage and
asslist the development of sécondary industries. This assistance, it
was pledged, would take the form of customs tariff protection, where
necessary. It was thls pledge which acted as a main stimulant.

The effects of the above=-mentioned policy is reflected in

what took place after 1925, both as regards the lmposition of protective

duties and the actual development of new and existing industries. Although

the Board in its recommendations to the Government pursued a policy of
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moderate and discriminating protection, there was an immediate upsurge
in the development of manufacturing industry as will be seen in
Table 1,

The phenomenal rate at which the development of manufacturing
industries took place during the period 1924=5 to 1957=8, after the
introduction of a more protectionistic tariff policy, will be apparent
from Table 1. While the number of estéblishments increased by 143.23 per
cent, the volume of output increased by no less than 2046.7 per cent, the
total number of employees increased by 440.1 per cent and the fixed
capital by as much as 1778.04 per cent. The volume of output per estab=
lishment increased by 790.2 per cent, and per employee by 4978 per cent,
while fixed capital per establishment increased by 666.7 per cent, all
of which point to a considerable material improvement.

The establishments were larger, there was more capital investe
ment per unit, from which it can be concluded that along with improved
organisation and managment, increased productivity on the part of
labour has developed. While the total labour force increased by
440.1 per cent, the number of European employees increased by 317.9 per cent,
vwhereas the humber of non=whites increased by not less than 505.9 per cent,
which when read in conjunction with the increase in the volume of output
shows an increase in productivity which can be accounted for by technical
progress, and as far as the non=whites are concerned, by greater stability
of the detribalized labour force.?

It will be noted that the greatest increase in the number of
establishments took place between 1944=5 and 1948=9; whereas the greatest

2AOJ0 NOI'V&l, OEQ citq, p. 2.



‘ . . paprz 1

TNDUSTRIAL DEVELOPKEND IN SOUTE APRICA
Private Sector
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percen‘l';age increase in total capital investment took place during
1953=4 and 1954=5, when the increase per establishment also reached
its highest level. The percentage increase in total employment of labour
reached its peak in 1948«9, This increase preceded the rise in investment
and the output per employee which took place thereafter. This conforms
to the pattern in which customs téri.fi‘ protection was applled at the
end of the war in 1945, but more particularly after 1948 when import
control was introduced, coupled with the Boardt!s insistence on proper
costing being 9.ppZI.:l.ed.3

The outbreak of the Second World War brought a fundamental
change in the outlook of South African industrialists. The country being
faced with a new supply problem, became conscious of its latent industrial
potential. There was an increase in the use of scientific methods
of production and management. Budgetary cost controls became common,
aptitude testing and ineentive bonus payments to workers were used, and
the testing of products by the South African Bureau of Standards became
a general practice. There was also an improvement in the packing of
products with the latest methods. Industrial falrs were sponsored for
national display of commodities. There wasalep a tying up; on a group
basis, of industrialists.with research programmes of the Council for
Sclentific and Industrial Research. The role of the latter will be
explored in greater detail later. Thezrewzg above all, 'coursea on
industrial organisation and management offered to managers and indus=-

trielists, and the employment of industrial and cost consultants increased

3Union of South Africas "Investligation into manufacturing industries,”
Board of Trade and Industries, Report 282 (Cape Town: Cape Times Ltd. Press,
1945), paragraphs 426=438 inclusive.
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during this period. It can, therefore, be said that this was a
period during which a dynamic foundation for reaching foreign markets
was being laid.

The increase in the use of local raw material by secondary
industries during the period starting from 1924=5 to 1955-6 1s contrasted
with the changes in the use of imported inputs during the same period.
This is reflected in Table 2.

It will be seen from Table .2 that in 192/=5 imported materials
constitute 50.8 per cent of all material used and the rest were South
African. In 1955=6 the percentage of imported raw materials had
decreased to 33.6 per cent and the local material increased to 66.4 per cent.
The highest percentage use of local material was by food industries which
in 192/=5 used 36.8 pér cent. In 1955«6 this percentage had come down to
243 per cent over the years. The metal and engineering group took
only one ;;er cent of the 49.2 per cent of the local materials used in
192/m=5, but in 1955«6 this group took no less than 13.9 per cent of the
66.4 per cent of the local materials used during that year, which again
points to the development in that group of industries during the
interval. Much as percentages vary from industry to industry, they all
point to the direction of a greater measure of self=-sufficiency in the
supply of local raw materials to processing industries.

A breakdown in gross output of secondary industries for the
years 1924=5 to 19567 is shown in Table 3. From the cost analysis given
in Table 3, it will be seen that the two most important cost 1tems are
raﬁ materlals, salaries and wages. It is interesting to note that the

percentage that salaries and wages constitute has steadily declined whilst
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the percentage which raw materials make out of gross output hassteadily
increased over the years. This would seem to poinf to a better utllization
of machine;y and labour. The cost of fuel, light and power shows a sharp
fall after the forties and lately haw remained on a steady level of
around 2.6 to 2.7 per cent. No doubt, the low cost’ at which electric
power is generated and sold is largely responsiblé for thé reduction in
this cost item. It nevertheiess remains ingignificant in comparison
with such cost items as raw materials and salaries and wages. The
remaining expenses and profitsAhave, as Table 3 shows, remained on a
falirly even keel although during the past.few years they hgve somewhat
declined. Which of the sub=items are responsible for this decline
is not possible to determine without a detailed analysis, which ;annot be
made from available statistical data.

Table 4 gives a series of net output to indicate in value terms
the growth of‘p:ri'vate industrieg since 1924w5.

Table 5 illustrates nine classes of industry whose importance
lies in their dominant role as contributors to the Net National Income.

From Table 5 it will be seen that the net output of the hine
industries constituted no less than 88,0 per cent of the total net output
of all the seventeen industries in the year 1957=8. Of the nine classes,
metal and engineering‘were by far the most lmportant. Their share was
not less than 24.2 per cent, which had increased from 17.2 per cent in
1924w5. '

- The foundation on which the development fook place was the

establishment of the iron and steel industry in the early thirtles, and the
favourable price at which steel is at present being supplied in South Africa

in comparison with other parts of the world.
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ANALYSIS OF CROSS OUTPUD OF SOUTH APRICAN I¥DUSTRIBS

Private Sootoi-

TSRS R R TTE SRRV U AR, 15 NS5 O R % A S I 2 5

Gross Outpﬂt 2000 o0 0 69,976 116,267 193’605 341,165

609,748 1140.949 1267,926 1239.611 1344.669 1,413,461 1,503.314 1.386 652
Materials used £'000 .. 35,878 59,866 101,162 174,842 3 149,6 806,850 5,046 815,318

31,356
Percemtage of gross eutput 513 543 523 SL2 544

613,157
531

Salaries and vages £'000 15,667 26,00 39,174 680,321 139,331 242,122

Peroentage of gross output 2.4 2244 20,2 23.5 22,9
10% Depreoiation en plant &

al.2

equipment £'000 « oo 2,007 3,116 4,623 6,161 10,938 23,741

Pdroentage of gross eutpud 30 2.7 24 1.8 1.8

2.1
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2'6

prefite) £1000 .. o0 13,305 23,423 42,908 71,529 115,389 231,624

Poroontage of gress eutput 19,0 201 222 210 189

Druslnded 1n materials used v.o.t. 1954-5,

%Aotual dapaeoiation £25,562,097 plus 10% en electrioity generating stations
£10,502,535.

‘:;:ugo dopreciation £27,693,475. plus 10$ o0 oxmmuy genarating stations
! 1230,63

®lotual up:mmion £32,264,916 plus 10% en eleotrioliy genersting stations
£14,614,336 plus 10§ meter industzy £573,853.
T500 mte 10 20020 Vi
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.= ot amdlabde,
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" 2043
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5941 5944 60:0 59,0
265,012 250,414 261,499 263,602 °
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17,7 18,1 17,5 18,2

’
58 9 5.8
92,913 217,295
195 20,0
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Pfivate Sector

Year Value in £1,000

1924=5 31,069
1934-5 52,529
1939-40 86,705
19445 | 158,010
1947=8 265,657
19534, 497,487
1954=5 - 518,758
1955+6 537,806
1956-7 578,930
1957-8 615,688
1958-9° 571,167

aAdap’t’.ed from A.J. Norval, Industrial Pi'ogress in 8. Africa, Table IV,
cf. Table 1.

e following activities are excluded with effect from year 1955=6¢

(1) manufacture mainly for consumption on the premises, i.e. ice cream
made in #afes; (i1) grain mills and saw mills by farmers at their

own convenience and by retail stores for customers; (iii) repair and
service work carried out by commercial dealers, mines in their own
workchops, cold storage not comnnected with manufacture. For comparative
purposes, therefore, the 1954=5 census data was adjusted so as also to
exclude the above-mentioned activities.

°Motor Industry not included.




TABLE 5*

NET OUIFUT OF BACH CIASS AS A PRRORNTAGE OF TOTAL NEM OUTRUT

12425 193435 103040 10M~d5 104849 105%54 105455 1054-5% 1955-36 1956-57 1957-58

Metals, enginee-
ring y eto. 17,2

18,1

Private Sector

218

2344

®source: A7, Norval,

BSoe noteto Table IV,

A Quarter of a Oentury of Industiial Progress in South Africa

" (Johannesburg: Juta & Compdtiy., 1962}, p. 9.
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The second most lmportant class in 1957=58 was food and drinks,
whose share was 1l4.6 per cent, which declined from 25.8 per cent in
192/~§ despite the phenomenal development in emgifieering industry’during
and after the Second World War. Clothing and textiles come third,
from the seventh position in 192/-5, followed by vehlcles which were
at the bottom of the list of nine in 1924-5.

Table 6 shows regional distribution of industries by their
percentage contribution to @ross output of the Republic's total. From
Table 6 it will be seen that the greatest concentration of industries
is found in the Southern Transvaal, whlch was responsible for no less .
than 49 pér cent of the total gross output of the country in 1954-5, and
for employment of 44.7 per cent of the total number of employees in
the private sector of industries in the country in the same year,
as compared with 15.2 per cent of gross output and 14.0 per cent employees
in the Cape Western area, 1l.7 per cent and 10.5 per cent respectively in
the Durban-Pinetown complex, 7.3 pér cent and 5.8 per cent respectively
in Port Elizabeth and 16.8 per cenmt and 23.4 per cent in the rest of
South Africae.

The foregoing tables, bearing on development of individual
industries, demonstrate the progress of the economy. To broaden this
plcture, it will be necessary to dlscuss the development of particular

industries and the role of the government in inltlating them.

Development of Particular Industries

(a) Iron and Steel Industry:

A well developed iron and steel industry is generally considered

as basic to the industrialisation of an economy. This happens to be very

RS SR IR Ly



k.

-~

H total working force

REGIONAL DISTRIBUTIQON QF. INDUSTRIES

TABIE 6

Brivate Sector

47.

Cape Western Area:

1) % of Republic's
Gross output

2) % employment of
Union total working
force

Port Elizabeth and
Uitenhage: :
1) % of Republic's
Gross output
2) 4 employment of Union
total working force
Purban and Pinetown:

1) % of Republic's
Gross output

2) % employment of Union|
total working force
Southern Transvaal:

1) % of Republic's
Gross output

2) % employment of Union

Rest of South Africa:

1) % of Republic's
Gross output

2) % employment of Union
total working force

21

18.3

4.9
52

12.5

1l.8

34.9

34.0

26,7

3007

e e e e e e e === o= ==

———_ : -

1953-4 | 1954~5 =ﬂ
16,7 | 16.5 16,9 | 17.2 | 14.6 14.8
1642 | 16.6 16.2 | 16.2 | 14.0 14.0
746 866 | 5.0 8ok Te8 842
541 4.8 4.2 549 547 5.8
11.7 | 12.3 13.5 | 13.4 | 13.0 1344
10,3 | 10.8 11.6 | 10.8 | 10.7 10.5
42,6 | 42.6 445 | 42.4 | 441 44.1
44,9 | 446 | 455 | 44.8 | 45.7 | 44.7
211 | 20.0 20.1 | 18.5 | 20.5 19.5
23,5 | 23.2 22,5 | 22.2 | 24.6 23.4

Source: Bureau of Census and Statistics as adapted from A.J. Norval,
of S. Africa (Johannesburg: Juta & Company

Industirial Progress
19%.2 ;ﬂnplg' ;

Note: Comparable date after 1954-5 not readily available.
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true in the South African case. Since the early eighties of the last
century, various experiments were made to produce steel in South Africa,
but apart from useful experience and knowledge geined, these were not very
successful. The first to produce sﬁeel on a commercial basis was the Union
Steel Corporation (S.A.) Ltd., at present known as USCO, from a l0-ton
open hearth furnace in 1913.4

After the First World Wer the country became very consclous
of the need for developing a sound iron and &teel industry. Thus in
19?2, the Iron and Steel Industry Encouragement Act was passed by the
Govermment, making provision for the payment out of Consolidated Revenue
Fund or bounties in respect of pig iron and steel produced in South
Africa from ores mined locally. These bounties were paid only if the
plant was capable of produciﬁg at least fifty~thousand toms.: of plg iron
or s‘i;eel per anium. No producer qualified for bounties until after 1928.
Between 1928 and 1933 an amount of just under fifty~thousand pounds was
paid to New Castle Steel Works, a branch of USCO. These works were closed
down in 1933 and the %Bounties Act! then lapsed after various extensionse

(b) South African Iron and Steel Industrial Corporation Ltd.s

In 1927 a Bill was introduced in the South African Perliament
to promote the development of iron and allied industries within the
Union. This Bill became law in 1928. .The ocbject of the Government was
to create a mixed or semifstate industry in which broad control would be
accompanied by the widest possible public participation. The normal

operations of the corporation were left in the hands of the board of

415C0Rs "Steel in South Africa 1928=1953% (published on the occasion
of the Silver Jubilee of ISCOR) cited by A.J. Norval, A Quarter Cent
of Industrial Progress in South Africa (JolhamesburgWuta & Comphhy. , %62) ’
p.’ 130
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directors, who would assume full responsibility for the affairs of the
corporation.
| The Act provided for an initial capital of £3,500,000 consisting
of £500,000 Government held PA* shares and £3,000,000 "Bt shares to be
offered for public subscription. The participation of the public was
most disappointing and the Government was bound to take up the bulk of
shares in addition to the %At shares.

The work of site clearing began in 1930 and early in 1934
the blast furnace was blown in and soon after the first steel was
tapped from an open hearth furnace. This marked the beginning of an
unpredictable era in the economic development of South Africa.

ISCOR, as this undertaking is known, had initial problems,
and was at the outset faced with competition from Western Europe, in
particular, by w§y'of dumping through a steel cartel. To counter this
disruptive competition, a provision was made in Customs and Excise
Amendment Act of 1936 for special duties on iron and steel products.
The Act empowered the Minister, aftef a report by the Board of Trade
and Industries, to determine a price on board ship at any port of
discharge in the Unlon of any iron or steel products of a class or kind
manufactured in the Union and, if found to be in the public interest,
to levy a special duty if such 1ron or steel products were imported at a
c.1l.f. price which was less than the price determined by him, provided
this price did not exceed the fair avéréga price on world markets, plus
normal incidence and frelght charges, up to the point of discharge. This

was known as the C.I.F. Scheme.



ISCOR's competitive position vis=a=vis the outside world changed
rapldly with the outbreak of the Second World War in 1939. From then on
under capable and energetic management it went from strength to strength.
By 1937, the productive capacity of 180,000 tons originally envisaged
had to be increased through expansion which increased the output from
two blast furnaces to over 330,000 tons per anmum.” With the urgent
demand created through the war and the demand for special steel, plans
were made to establish a second fully integrated steel works at Vanderbyl=
park, some 75 miles from Pretoria. These plans, apart from a plate mill,
did not come to fruition until the end of 1950, Meanwhile production in
Pretoria had risen‘to well over 600,000 tons per annum. Within the next
two years the output of the two works at Pretoria and at Vanderbylpark for
the first time exceeded the million tcn mark. Since production has been
stepped up further in 1960, it exceeded 1,700,000 tons per year. In the
meantime, the ISCOR Board had decided to embark on a great expansion and
modernisation scheme directed at increasing capacity to some 2,350,000 tons
per year,

Through the management of the corporation keeping in close
touch with developments that took place in the iron and steel industries
of the leading industrial countries, the respective plants erected at
Pretoria and Venderbylpark are representatlive of an embodlment of some
of the most progressive techniques in the world. At these, the vast bulk
of large range iron and steel products, to meet the requirements of the

country, are produced.

5ISGOR, Annual Report 1960, as cited by A.J. Norval, op. cit., p. 4.
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It is noteworthy that ISCOR controls known reserves of over
80 million tons of high=grade ore and of much larger quantity of lower
grade ore at a distance of 155 miles by rail,.coming from a known source
of over 400 million tons of ore with more than 60 Fe. some 480 miles
away by rail.6 Thus it has a sizeable control over its raw materials.

ISCOR is associated with a number of companies in closely
allied fields. It has the controlling interest in the Union Steel
Corporation (S.A.) Ltd., the oldest and the next largest steel producing
concern in the country. Along with a number of special steels this concern
also produces copper rod, wire and strip and also aluminium products from
imported aluminium ingots. It in turn has subsidiaries as South African
Bolts and Nuts, and the African Disc Company, both manufacturing companies
of respective steel products.

ISCOR is also associated with and controls the Vanderbyl
Engineering Corporation (VECOR). This corporation undertakes the manufacture
and installation of such heavy industrial equipment as winding gear for
mines, cement plants, crushing and grinding plants, condensing plants,
paper and pulp mill equipment, boiler plant equipment, iron and steel
industrial eguipments, cranes and similar structures. VECOR also under=—
takes the installaiion end commlssioning of complete projects.

ISCOR is further associated with African Metal Corporation which
produces pig-iron, ferro-manganese and some ferro=-chrome. It is the
leading producer of ferro~alloys and concluded a very substantial long

term contract with Japan at the close of the fifties.7

6
Ibid., p. 17.

7
i
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It can be safely concluded that this industry (ISCOR) is of
basic importance to South Africa. There.is hardly a sector in the
country!s economy which ISCOR!s activities do not permeate to a greater
or lesser extent, having regard to the significance of steel and steel
products as basic to a developing economy such as that of South Africa,
with its extensive agricultural, mining and manufacturing activities,
Fortunately, the management of ISCOR has always been conscious of the
Corporationts historic background and its creation as a state enterprise
run on ordinary business principles. It has always been the policy of
the corporation to supply the country with its iron and steel requirements
at prices compatible with sound business.

(c) Engineering and Metal Industries:

South African engineering and metal industries are based
on the strength of the iron and steel industries. Up to the time that ISCOR
came on the market with a supply of steel in the thirties, the engineering
industry in South Africa was little more than a jobbing and maintenance induse
try with little local manufacture. From then on a steady transportation
began. It is A.J. Norvalt!s contention that the local iron and steel
industry became & decisive factor by providing the engineering industries
with a wide range of basic raw materials, which once ISCCR was firmly
established, became considerably cheaper than imported materials. The
growth of this industry can best be expressed in his words:
Reviewing the twenty-five years of developmert  in metal
industries from 1934 to 1959, five periods of about five years
each can be distingulshed. In the period beginning in 1934 when
ISCOR started production up to the outbresk of war in 1939 the
engineering and metal industries expanded rapidly, the number

of establishments rising by a third from 750 to more than 1,000,
employment nearly doubling to more than 40,000 and output more
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than doubling., In the war years from 1939 to 1945 the number
of establishments increased by only about 150, but employment
again nearly doubled, reaching 76,000 and output--taking into
account a 50 per cent increase in the price level rose by
about 60 per cent. The second half of the forties witnessed
an explosive increase in the number of establishments by many
hundreds or about 80 per cent in 5 years. At the same time,
employment grew from 76,000 to 311,000 and the physical
volume of output rose by about two thirds.8

The outbreak of the Korean War gave this industry a further
impetus. According to Norval, between 1950=55 employment increased by
30 per cent whilst output measured in physical quantities increased
by not less than two=thirds. There are however indications that for the
latter part of the decade increase was steadier, with employment
increasing at 15 per cent, whilst output was higher by about a quarter.9

(d) The Chemical Industrys:®

Like the iron and steel industry the chemical industry had its
early beginnings in the days of the Transvaal Republic. This industry,
however, struck root earlier. The discovery of diamonds and gold in
the seventies and eighties, respectively, of the last cemtury led to
the need for explosives. These were first met by way of imports but due
to unfavourable conditions accompanying their importation, it was decided
that they be produced locally. The first factory to produce explosives
was bullt at Modderfrontein in the Transvaal, by a company called
De Zuid=Afrikaansche Fabrieken voor Ontplofbare Stoffen in the early
nineties and commenced to produce explosives in 1895. This factory was
taken over by the British South African Explosives Company Ltd. in 1902

under whose control it remained until 1918.

SI'Did ey Do 180

9Ibid., p. 22

101p34., p. 28.
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To combat the monopoly enjoyed by the Modderfontein factory,
De Beers Consolidated Mines Limited established a factory in the Cape
at Somerset West under the name Cape Explosive Works Ltd. This factory
commenced production in 1903. This was followed by a third explosives
factory established by Kynoch Limited of Birmingham, England, at
Unbogintwini in Natal in 1908,

Nobel Industries Limited of London, through Explosives Trades
Limited, formed in 1918, acquired control of the British South African
Explosives and Kynoch Companies. In 1920 the manufacture of explosives
at Umbogintwini was suspeﬁded and transferred to Modderfontein. In 1924,
as a result of an agreement between Nobel Industries Limited and De Beérs
Consolidated Mines, a new company, African Explosives and Industiies, was
formed to purchase the Modderfontein and Umbogintwini factories and to
share the capital of Cape Explosives Works. In 1944 the name of the
company was changed to African Explosives and Chemical Industries, Limited.
Today the equity of this concern consists of £25,000,000 authorized and
issued share of capital, made up of £22,000,000 ordinary shares of £1
each and 3,000,000 54% cumulétive preference shares of £l each. These
are held jointly by Imperial Chemical Industries, Limited and De Beers
Industrial Corporation, Limited.

The activities of African Explosives and Chemical Industries,
Limited which were originally designed to meet the explosives needs of the
diamond and gold mining industries, in course of time developed to cater
for the needs of coal and metalliferous mining in general and also for
the fertilizer requirements of the country. 1In its price policy it kept
the interests of consumer users in the foregrourd. In the case of

explosives, long term contracts are entered into with members of the
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Chamber of Mines and other large users for the supply of explosives at
fixed margins. The prices at which this is done are supposed to be
the lowest in the world. In the supply of fertilizers to farmers its
aim has been to encourage the use of fertilizers to the maximum by
price reduction. This is forcibly demonstrated by the drop in prices
between 1925 and 1935 when the price per short ton Super-phosphate fell
from £5. 5. 0d. to £3.

With the large scale development of secondary industry in
South Africa, the activities of African Explosives and Chemical Industries,
Limited, while still mainly directed to the service of mining and
agriculture have been fashioned to cater also for the needs of that section
of secondary industry which falls naturally within the sphere of the
manufacture of industrial chemicals. This is demonstrated by the research
vwork undertaken by this concern in a research department, in which over
2000 research workers are engaged and in vhich about £400,000 is spent
annually on reéearch into such fields as explosives, fertilizers and
their application, agriculture and pest control industrial chemicals,
both inorganic and organic, chemical engineering and analytical researches
gensrally.

The wide range and extent of the products manufactured by
African Explosives and Chemical Industries, Limited, include explosives
and explosive accessories approximating £15,000,000 per annum in which
practically the total requirements of the country are met and a
substantial percentage exported; acid--sulphuric, hydrochloric and citric,
ammonia products, cyanide, chlorine and allied products, polyvinyl chloride,

fertillzers, in regard to which the company.is the oldest and largest
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single producer. Until quite recently, it produced 75% of the countryts
requirements. It also produces plant production products, leather=cloth
and allied products., The total value of output of these respective
products amounts to £30 million per annume.

Through Imperial Chemlical Industries of the United Kingdom a
major shareholder in African Explosives and Chemical Industries, Limited,
the latter is linked to one of the largest chemical concerns in the
world. Through its association with the research conducted by this vast
organisation, African Explosives and Chemical Industries, Limited?‘is
kept in the forew=front of the latest developments in the whole of the
chemical field. South Africa, like other small countries such as Sweden,
has found this to be of lagting benefit since research expenditures are
so high. Were it not for this link with the Imperial Chemical Industries,
we might very well wonder as to the degree of success that would have
accompanied the research effort of African Explosives and Chemical
Industries,

The above-mentioned industries should illustrate the degree to
which the Govermment of South Africa actively influenced the growth of the
South African economy. The list of industries falling into this category
may be prolonged.11 Though their development may be of interest, the most
sigpificant aspect of these industries is that they émerged out of a feit
need whenever private capital was not forthcoming, the govermment
initiated these industries with the hope that as the economy grows, the

corporations will fall into private hards. A few of these may be briefly -

llNorval provides a fairly detailed account of all the major semi=public

corporations. His study should provide a useful guide to anyone interested
in the evolution of these corporations whosé effect on the economy should
not be under-sstimated.
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& considered as follows:

(1) The Industrial Development Corporation (I.D.C.) which was

established by. the government in 1940 to assist in the promotion

and development of secondary industry on an economic basis through
the provision of capltal. This provision of capital was to be by
means of loans, preference or ordinary shares. The I.D.C. enter=-
tains applications from both large and small concerns, and

welcomes, in particular, propositions for finance which are repayable
within reasonable periods. Notable among its larger investments

are South African Coal, 0il and Gas Corporation, FPhosphate
Development Corporation, Fine Wool Products of South Africa Limited, é
Good Hope Textiles Limited, South African Industrial Cellulose |
Corporation and Phillips Carbon Black. The cdrpqration is also active :
in the financial field, especially in the provision of medium=term é
credit for the financing of capital goods exports and, through its |
associate company, Industrial Finance Corporation, funds are freely

available for large-scale projects.l3

(i1) South African Coal, 0il and Gas Corporation (SASOL)lgs financed i
by the Government through the I.D.G. It was formed by the Government |
in 1950 and by 1954 it came into operatiémi. Production is based

on nearby deposits of coal estimated at 600 million tons. In 1964

Sasol had 5,000 employees and was supplying about 8 per cent of the

2
1 Union Acceptances Ltd., Scope for Investment in South Africa
(Johannesburgs The Stock Exchange, April, 1964), p. 3l.

131bid.

Yrpia., p. 11.
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country !s motor sbirit requirements.15

(iii) Phosphate Development Corporation (FOSKOR), like Sasol, is

financed by the I,D.C. It was formed as a result of wartime diffi-

16
culties in the importation of essential rock phosphates.

(iv)Klipfontein Organic Products was also established as a result

of wartlime requirements and was continued as a government enterprise
to provide basic insecticides and other chemicals used by
private manufacturers. In addition, it was expected to undertake

regearch into pest, fungus and weed control.

The detalled description given of the development which has
taken place in certain specific industries reflects, we may speculate,
how such industriles have grown in stature over the years, and how they

have accordingly ddjusted themselves to the dictates of a changing econcmye.

Indust®ial Research

The picture of South African growth is incomplete without the
mention of technilcal aid given to industry by the Government. In this
respect, outstanding institutions are the Council for Scientific and
Industrial Research, the South Africé.n 'Bureau of Stanﬁa:_:ds and the
Government Metallurgical Laboratories together with the Fuel Research
Institute. Of these, the most important are the Council for Scientific

and Industrial Research and the South African Bureau of Standardse.

1SThe process employed by Sasol in the production of oll from coal
consists of the gasification of coal. This is done to obtain gas which is
of uniform composition and purity. Thereupon, the gas, with the aid of a
catalyst, 1s converted into petrol and other products.

16This corparation specialises in the production of phosphate fertilizers.
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(a) Council for Scientific and Industrial Researchs

This organisation was formed in terms of an Act of Parliament
passed in 1945. The South African Govermment felt that protection of
industries against foreign competition through the application of
customs tariffs and subsidies were no longer sufficient. A much wider
and more fundamental approach on a technical level was needed. This
would require research carried out on a national scale in the interest
of the economy as a whole, the results of which would be made available
to industry and other sectors of the economy.

The Council maintains laboratories concerned with research
in the chemical, physical and mechanical engineering, telecommunications,
building construction, mutrition, road building, water utilization and
personnel management fields. Scientific liaison offices are maintained
in Washington, Londoﬁ and Cologne.

The Council grants financial support to five industrial research
institutes which have been established by private interests, namely, the
Fishiﬁg Industries, Leather Industries, Paint Industries, Sugar Milling
and Wool Textile Research Institutes.17 Research grants are also made to
South African universitiles.

(b) The South African Bureau of Standards:

The Bureau of Standards was also established in 1945 by an
Act of Parliament. Initially it was an independent institution, but in
1956, it was linked to the Council for Scientific and Industrial Research.
The reason for linking the two was that their functions were considered
closely aligned. It was later, however, declded that the link should be

one of collaboration between two indepemdent units.

17M. du Preez, Industrial Profile of South Afiica (Johannesburg: Da Gama

Publications Ltd., 1963), p. 204.
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The services of the Bureau of Standards include the drawing
up of product specifications and code of practice, and the provision of
routine product testing facilities in its laboratbries.l8

The growth of the Bureau has been falrly rapid. Shortly after
it was established (1945), a staff of nine operated in only two
laboratories. By 1962, it had 37 laboratories equipped with £1,500,000
worth of testing apparatus, and was staffed by more than 500 techniclans
and scientists.’

The significance of these public corporations (excluding

Government Administration, Railways and other Public Utilities) becomes

clearer if we bear in mind that in 1957 they had 47,000 employees who

claimed £23 million out of £203 million of total annual government

expense on wages and sala.ries.zo

white.

Of the 47,000 employed, 22,500 were

It cannot be overstressed that the entry into the export market
will make increasing demands for the application of up=to=date techniques

in the manufacturing sector in particular and the economy in general.

The foundation of this kind of technical progress seems firmiy established.

It is with this picture of the economy that we may proceed to examine

some of the problems inherent in the South African economy.

1814,

1p14., p. 200.

20Ellison Khan, "Public corporations in South Africa,® South African
Journal of Economics,XXVII (December, 1959), 4, p. 280.
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A CRITICAYT, APPRAISAL OF THE ECONOMY

"The legend that South Africa is a rich counbtry possesses

wi

remarkable powers of survival, It is true that South Africa possesses

‘exceptionally rich mineral deposits. It is also true that industrial

development has proceeded with great rapidity within the last twenty-
five years. Yetl reduced to the average standard of living of its.
people, no legend is less true. In 1961, the Gross National Product
per capita in United States dollars was estimated at 427 as compared |
to 2,790 in the United States, 2048 in Canada, 1,475 in Australia and
1,470 in New Zealando2
Comparative statistics stated above and the widespread poverty
among native peoples of South Africa lead Franklin to the conclusion
that (a) South Africa does not produce enough wealth, (b) the wealth
produced is unevenly distributed, and (c¢) that South Africal's productivity
is further inhibited by the mal=pourishment. of its native population,
which constitutes a large proportion of its working force.3
The inequitable distribution of income between whites and non=
whites has its roots in the history of the country as already indicated
earlier. It may be of interest, however, to observe that during the
Second World War, real wages of both Africans and Whites increased

considerably. L. Katzen estimates these increments at 55% and 67 per cent

IN.N. Franklin, Economics in South Africa (London: DZford University
Press, 1954), p. 1.

2P.N. Rosenstein-Rodan, "International Aid for underdeveloped countries,"
Review of Economic Statisties, XLIII (1961), pp. 107=-138.

JFranklin, op. cit., p. L.
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for Africans and Whites respectively for the period beginning in 1939
to the end of the war. It is his contention, however, that since the
war, real wages of Africans have barely risen while those of white
workers have increased by 40 per cent. The effect of this has been a
further widening of the existing gap between skilled and unskilled
wage ratea.4

The structure of labour would seem to harbour a great deal
of South Africat's economic ills; indeed, here, economic problems
become inextricably confused with raclal prejudices. In order to high=-
light the nature of the problem it will be advantageous to examine
problems as found in each sector in turn and briefly review the proposed

solution of the Govermment in an attempt to overcome these difficulties.

The Primary Sector

This comprises both agriculture and mining. It was the very
foundation upon wﬁieh the South African economy began. From the historical
sketch already given in the first chapter, it would appear that this
sector has to a large extent determined the race relations now found
to permeate the entire industrial complex of South Africa.

Minings
In 1947/7 mining contributed 11.6 per cent to the Gross National

Product. In 1956/7 the contribution had risen to 12.7 and 1962/3 it was .

AL

5 s A

13.1 per cent.

AL. Katzen, "The case for minimum wage leglslation in South Africa,®
South African Journal of Economics, XXIX (September, 1961), pp. 195=6.

5South Africa Bureau of Statistics, quoted by Union Acceptances Ltd.,
Scope_for Investment in South Africa (Johannesburgs Stock Exchange, Hollard
Street’ April 1964), P 10.
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South Africa is fortunate in possessing vast resources of
commercially exploitable mineral deposits. Apart from gold, uranium and
diamonds, more than sixty other base metals are mined, both for internal
consumption by the iron and steel and other industries and for export.

Since gold mining occupies a dominant position in this sector
and because of its leading role as a cost determining factor for the
entire mining industry, the composition of its productive structure may
very well represent to a large extent the rest of the mining sector; and
the problems peculiar to it may be found perhaps in greater intensity
in allied industries. It is for this reason that the writer feels justified
in highlighting the nature of the problems encountered in this industry
as representative, perhaps, of the indﬁstrial structure of the country.

C.W. De Kiewiet maintains thats

Of the expenses involved in the extraction of gold the
greatest single item in most years was for wages and salaries.
In 1930 the value of gold won on the Witwatersrand Mines was
£45,500,000, while the amount spent in wages and salaries was
£15,726,173, exceeding the total of dividend and tax payments.
In 1936 the amount expended in wages and salaries was £25,704,865.
Where such large amounts were spent on labour it followed that
the industry should seek to make most economical use of its
labour force. The ability of the mining industry to draw upon
the cheap labour of the native population was unquestionably
the greatest single source of economy. How greatly the entire
extractive industry, including the mining of coal and base
metals, availed itself of cheap native labour was clearly evident
in the fact that in the three widely separated years of 1915, 1925
and 1935 the percentage of European labour was 10.3, 10.7 and 10.76.
In 1936 there were 394,323 non=European labourers in the entire
mining industry out of a total of 441,413. The cheapness of native
labour was most clearly revealed in comparative figures of European
and Native earnings. In 1936 the salaries and wages of 47,090
Europeans in all mining industries of the Unlon amounted to
£16,694,82]1 or an average of £345. 9s. 2d. per head, while the
earnings of 394,323 non-Europeans were £12,483,258 or an average
of £31. 13s. 2d. per head.
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This meant that the average European wage in mining was
nearly twelve times as great as the average Native wage. Trans=
lated into the language of every day llfe these figures showed
that mining depended upon a small group of highly pald White
workers and a preponderant group of lowly paid Native labourers.

In South Africa the organisation of mining labour rested upon
two sharply separated levels of skill and reward, and the
separation between the levels was marked and confirmed by the
differences of race and colour. 6

The situation has not changed fundamentally as the practice
outlined above 1s enshrined in several Statutes of Parliament as will be
shown later. There are, however, experiments with concentrated mining
which have resulted in increased output, making increments in wages a
feasible proposition.7 Yet apart from low wage policy what is more
ungettling is the nature of labour used in this industry, namely,
migrant labour.

Professor D.H. Houghton made a study of some aspects of migrant
labour which seem to underline the nature of the problem and its effeocts
on productivity. He maintains that though migration of workers has
occurred in many countries it was largely a sign that there existed some
real or imagined difference between economic opportunities in different
regions. He meintains that it is a sign of imbalance in the rate of
economic development. Workers tend to move to areas where their labour
can fetch a higher price. The cause of higher marginal revenue produc-
tivity of labour in certain areas may be the presence there of natural

resowrces or of greater application of capital or more advance entre=-

preneurship or may be a combination of all three of these. This movement

6C.W. Dé Kiewlet, A History of South Africa, Socisl and Economic,
8th edition (Londont Oxford University Press, 1950).

7Royden Harrison, "Implications of Concentrated Mining," Optima,
Vol. 13 (Johannesburg: Anglo-American Corporation of South Africa Ltd.,
December, 1963), p. 146.
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tends to bring about a more efficient distribution of labour, and
movement is likely to continue until the original imbalance has been
rectified and an optimum combination of factors of production achieved.
Although initlally it may be only the younger and more enterprising
who migrate, they settle in the new area and make their homes there,
and thus a permanent shift of population occurs. So it was in the
Industrial Revolution in Britain, and other countries have experienced
a similar flow to towns as they in turn have industrialized.

The process of adjustment need not necessarily be brought
about solely by the movement of workers, for a reverse movement of capital
could achleve the same result. 'Howsver, this occurs, the movement
generally tends to bring about a balance or a gtate of equilibrium which
removes tendenecy to further migration.

What is known as migratory labour in South Africa, however,
represents a very different phenomenon. It indicates a movement of workers
from areas of low productivity to where the employment opportunities
appear to be better, but the majority of workers who migrate do not make
their permanent homes in the industrial areas. They merely work there
for a period and then return to their homes (tribal) in the reserves.
Hence there is no permanent shift of population. When one man has
completed his period of work he returns homs and his place is taken by
another migrant. There is, therefore, no tendency towards equilibrium
and the migrations continue in perpetuity. Mass migrations have been
going on for almost a century, and their magnitude has increased with the
growth of the industrial centres and the increasing poverty and pressure of
population in the reserves especially when we bear in mind the fact that

these reserves constitute 13% of South African arable land.
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It is not easy to determine how many migrant workers there are,
because in spite of all the machinery of registration and control, there
are no official statistics of internal migration and the periodic
censuses merely give a person's location on the night of the census.

Professor Houghton cites the Tomlinson Commission as having estimated

503,000 males8 as temporarily absent from the reserves at the time of
the census in 1951.9 They represent about 40% of males between the
ages of 15 and 65 years. Bubt, according to Houghton, the Commission
rightly points out that practically every able=bodied Bantu man in the
reserves goes out to work in industrial areas. Houghtonestimated the
total pool of migrant workers from the Bantu areas of the Union to be
in the neighbourhood of 1,140,000, 1In addition,there were estimated to
be some 420,000 extra=«Union Native Migrant workers in the Union in
1951,lo and, assuming the same ratio between numbers employed at any time
and the pool from which they are drawn, they represent a further 1,000,000
men. It seems that over iwo million spend their lives circulating
between industrial employment and their tribal subslstence economy.
The gold mines depend heavily on this kind of labour. They come from as far
afield as 2,000 miles and from all points of the compass.

Manufacturing industry and commerce also uses a number of

these workers though estimates are difficult to make.

8D.H. Houghton, "Some Aspects of Migratory lLabour in South Africa,"
South African Journal of Economics, XXVIII (September, 1960), 3, pp. 177=178.

9Union of South Africa, Summary Report of the Commission for Socio-
Economic Development of Bantu Areas within the Union of South Africa
(Pretorias Government Printer, 1955), p. 96, as cited by D.H. Houghton,
op._cit., p. 18l.

10Houghton, op._cit., p. 181,
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The third main field of employment of migrant labour is farming
in white areas. Practice d@iffeps widely in different parts of the country.
In many parts the Bantu worker lives with his family upon the farm, and
has lived there for generations. In other parts, the white farmers rely

extensively on migrant male labourers who come to work on contract. The

Tomlinson Commission estimated that there were some 210,000 extra-Union

natives employed in agriculture in 1955.11 They would all be migrant
workers. There is, however, no information available on the number of
Union natives who are migrant workers on white farms. We can speculate,
however, that this number is not likely to be very large.

Houghton has summarised some of the consequences of the migrant
labour system under the following sub=headings: (1) Quantitative waste,
(2) Inability to acquire skills, (3) Labour turnover, (4) Effects of the
system on management, and (5) General destabilizing effects of the system
on economye. |

The Tomlinson Commission attempted to estimate the loss of

manpower involved in travel in periocds of rest or unemployment, and in
the relatively unproductive time spent in the reserves:

Thus out of the total potential of 1,140,000 man-years
(1 year!s labour rendered by one man) available in Bantu areas
(or somewhat less if 2 to 3 weeks! leave per year is allowed for)
only 480,000 manwyears are economically used, and of this latter
total, only 433,000 maneyears are applied in paid employment in
the non=Bantu areas. This means that there are always on the
average 600,000 man-years of labour available which are not econo-
mically applied. Much as it is possible to criticize details of
this estimate it remains probably of the right order of magnitude.
Moroever, it applies only to Bantu migrants from the Unlon, and if
extra=Union migrants are included, the waste involved in the
system would come to almost one million maneyears per annum.

Then there is the cost of transporting 923,000 migrants to
and from their homes. BEven agsuming that their homes are on the
average only 300 miles from where they work and that their home

M1pid., p. 182.
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stint is 18 months, this would amount, according to Professor
Houghton, to about 370,000,000 man=miles per annume 12

Perhaps even more important than the waste of man-hours and the
cost of transport is the effect of the system upon the quality of that
labour which actually finds its way to the mines, factories and farms.
There are many aspects to this matter of quality, but the first t§ be
noted is that from its very nature the migrant system tends to inhibit
the ecquisition of skills and tends to condemn the workers to being merely
undifferentiated units of unskilled labour., The intermittent character
of their employment means that just when they are becoming proficient
at a particular job and of real value to their employer they leave to
return to homes. The next employment is usually of a different kind in
a different place. This kind of "hirds of passage process,® is not
likely to induce excellence. There are, however, exceptional cases of
continued service, that is, where the same man has intermittently served
the same firm for fifteen to twenty years. Yet the overall picture
remains one of considerable waste.

" This leads to the whole question of labour turnover in industry.

The Tomlinson Commission stated:

Iarge firms in Johannesburg (apart from mines) are credited
with having a labour turnover of 117 per cent per year or a replace-
ment period of ten months. The shortness of this period may be
due, however, to the fact that the results were obtained 12 or 15
years ago, when the turnover of labour was more rapid than at
present and at war-time conditions were more conducive to change.13

But two recent surveys confirm what are presumably R.H. Smithfs findings.l4

One of the surveys gives a labour turnover of 119 per cent1? per annum

121pig., p. 183.

13Union of South Africa, Summary Report of the Commission for Socio-

Economic Development of Bantu Areas (Pretoria: Govermnment Printer, 1955), p. 95.

L Smith, Native Urban Employment (Witwatersrand University, 1948)
as cited by Hobart Houghton, op. cit., p. 184.

51p14.
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in East London<1n,1956, and the other gives even a nigher figure of
138 per cent per annum in Cape Town.l6‘
The investigations in East London revealed great.differences
between the lsbour turnover of one firm and another‘and between the
langth'of continuous ser&ices of one employee and another. Firms engaged
in construction (where because of this work there tends to be a higher
labour turnover than in manufacturing) varied from 96 to 600'per cent
turnbver per annum. In manufactﬁring the turnover of male native
employees varied frdh 48 per cent per annum to 204 per cent per annum.17
Viewed from the angle of length of service of employees,the disparities
were even greater. 4In£erest was aroused in this matter by the fact that
in spite of a higher average turnover»of native labour, many of the
better firms sfated that they found their native labour remarkably stable.
The investigations revealed that over one=third of all native adult
males had been in their existing jobs for three yeais or more; a remarkably
stable element in the labour force. At the other end of the scale 10%
had beenvin their jobs for less than three mon'bhs.18 These two groups
together account for over a quarter of the whole and instances were found
of individuals having as many as eight different jobe in a single year
with periods of unemployment in between. It is the instability of this
groﬁp of workers which brings-up the overall average labour turnover.
It‘ is important further to note that unstable groups exist,

both among urban workers whose homes are in the industrial area and among the

16Sheila Horst, ®Native Labour Turnover in the Cape,® South African

Journal of Econumics, XXV (December, 1957), 4, pp. 314=315.

17Houghton, op. cit., p. 184

18Ibid.
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migrant workers. . The unstable groups consisted largely of young
unmarried men in both groups. It would seem that labour instability
cannot be attributed entirely to the migratory system. Both migratory
labour system and cheap labqui policy are jointly responsible for the
labour instability. More will be sald later about the effects of the
cheap labour policy. The. mining sector tends to have a regular
turnover since the system employed is that of periodic contracts. TYet
like the rest of the economy it suffers from the effects of migratory
labour,

The migratory labour system does not seem to have left management
unscathed. With certain outstanding exceptions the general management
of Bantu labour is slipshod agd inefficient in the exhreme.l9 This is a
direct consequence of the migratory system and its twin policy of cheap
labour, because a majority of employers have come to regard the Bantu
worker as not worth taking the trouble. This attitude produces an _ ii
equally irresponsible attitude among workers. They come and go, and
when one leaves there is another to take his place. The better employers,
who select thelr labour with care glve adequate training and superision,
seldom complain about their labourers. These report themselves satisfied
wlth the quality of labour and the turnover is low. The majority of
employers,on the other hand, report adversely upon their native workers.

It should be realized that the mining industry depends almost

exclusively on migrant labour, and the perpetuation of the system seems

19Houghton seems to lay great emphasis on migratory labour system as

such, without adequate emphasis on cheap labour which seems to have a great

‘deal to do with the slipshod attitude of management in a way already des=

eribed in the Introduction.
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to rest on the disinclination of authorities to increase wages and the
belief held that since mining is a wasting asset there should be no
uprooting of natives from their environment with accompanying destruction
of their tribal backgrounds. Its continuance is further supported

by stringent influx control which regulates movement of natives to cities,
partly to prevent unnecessary congestion and partly to ensure a steady
supply of migrant cheap labourers.

Agriculture, Forestry and Fishing Industry:

Wepknesses manifest themselves mainly in agriculture. In the
forestryiand fishing division, suffice it to say that according to
Muriel Horrells -

The total area of plantation has almost doubled over the
last twenty years (1936=46); and further large increases are
likely since parts of Natal and Zululand have been found to
possess mills and wood=board; paper mill and rayon factories
have been established.

There has been considerable developments too, in the
fishing industry, and many factories exist to utilize the products,
for example, those canning rock lobster, sardines, parlemoaen,
pilchards and other specles of fish, or preparing frozen luobster
tails, smoked cage salmon, dried fish, fish pastes, meal, whale
oil, and so on. 20

As a result of the discovery of diamonds and gold there were
great developments in farming as large quantities of food were needed
for the population of the new mining towns. Farmers gave greater
attention to crop production; they began to use machines and fertilizers,
and needed more labour. The establishment of canning, textiles, oil
pressing and other industries provided a market for additional types of

crops.

2ol.uriel Horrell, South Africa!s Non-White Workers (Johannesburgs
South African Institute of Race Relations, September, 1956), p. 2.
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The total value of agricultural and pastoral products was
£343 million in 1953=54. Such products form a large proportion of South
Africats exports, The four items, wool hides and skins, wattle bark
extracts and frult alone accounted for just over a third of the total
value of exports in 1954.21 Yet underlying this performance are weak-
nesses which make agriculture the least productive of all sectors. It is
Franklints contention that productivity of labour employed in agriculture
is low compared with productivity of labour employed in other South
African occupations.22 What 1s even more significant is that it is low
compared with productivity of labour engaged in agriculture in many other
countries.

Whilst it is true that international comparisons of crop yields,
which ignore such factors as differences in soil fertility and amount of
capltal employed in conjunction with labour, may be misleading, such com-
parisons remain of considerable importance especially when we bear in
mind L.H. Samuels! remark concerning farming in South Africa to the effect
that: "In 1925, there were about 10 male African workers for every male
white farmer."23 As a result of the creation of marketss

The growing dependence of farming activities on HondWhife labour
reflected both the increased movement of Africans to White=owned
farms, and the exodus of white pepulation from the rural areas.
Many of the white farmers who left the countryside did so because
of their inability to adjust themselves to the new economic
conditions. They were found to fail, since the farming techniques
with which they were familiar were only suited to the primitive

methods of exploitation of large land=owners, dependent on adequate
_ supply of Black or coloured labour. Thus there emerged a growing

2lpid., p. 2.

22 ranklin, op. cit., p. 80.

23L.H. Samuels, South Africa's Changing Economy (Johannesburg: South
African Institute of Race Relatioms, 1955), p. 2.
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class of rural poor, who tended to join the ranks of the landless 3
whites. Each shock to the agricultural economy disturbed the ' i
loose hold of some of these agriculturalists on the land and :
sent a fresh wave of them into the tounms.
To crown it all, though in 1955 less than 20% of the white working
population was engaged in agriculture, about one half of the Union's total
working population was officially estimated as employed in farming, while
its share in the National Income amounted to one=eighth of the total,

Table 7 illustrates the phenomenon however imperfectly.

TABLE 7
COMPARATIVE YIELDS OF WHEAT AND MAIZE

(100 kg. per hectare)

Wheat, Maize

1034=8  1944=49 1934=8 _ 1946-9
Europe 1.2 12.6 14.9 12.7
North America and Central

America 8.2 11.1 13.3 21.2 | i

South America 9.5 11.1 15.3 14.5
Asia 9.7 9.0 11.2 10,7
South Africa 5.2 446 8.5 846
Africa (except S. Africa) 6.8 6.8 8.4 795
Oceania 843 9.8 15.4 17.6
World Total 10.1 10.4 13.5 16.0

- Source: Food and Agricultural Organization, Food & Agricultural
Statistics, VOl. IV (April-May, 1951’ Tableué)’ 4’ 5.
Year Book of Food and Agriculiural Statistics, 1949, 1,
- Production,.

24Ibid., PPe 2, 3.
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Soil deficiencies,and erratic pests combine to make farming
in South Africa a particularly difficult undertaking ylelding extremely
uncertain results. The abundance of cheap labour seems to be another
additional factor in arresting productivity, as it disinclines farmers
from using mechanized methods and techniques. '

Related to the above=mentioned problem are the Reserves currsiifly
called Bantu homelarnds. Originally these were those areas of South Africa
which, after white conquest of the country, were not occupled by whites and
in which the tribal way of life persisted relatively unchanged for some
considerable time. The areas comprise the Transkei, parts of Ciskei,
parts of Natal and parts of the Transvaal. Together they constitute about
13% of the total area of South Africa.

Several factors have combined to produce modern Bantustans:
traditional communal ownerhhlp, of land, the traditional adherence to cattle
hoarding irrespective of the quality. In addition to this, 50 per cent of
able bodied males are normally away at work at any given time.25 These
remaining are home to rest, whilst agriculture is left entirely to women.
Though, according to Houghton, marriage itself appears to be remarkably
stable, family life in a normal sense has been destroyed, and illegitimacy
is very high. The absence of so many male adults from home accelerates
decline in agricultural productivity, and a situation has arisen in which
the Reserves are both over populated and lack sufficient able bodied labour

1o make use of available land.z6

25Houghton and BE.M. Waton, The Economy of a Native Reserve, II (Pieter=
maritzburgs Shuter and Shooter, 1955)

D.H. Houghton, L.H. Samuels and F.C. van N. Fourie, Sputh Africals
Changing Economy (Johannesburg: South African Institute of Race Relations,
1955)’ pO 230
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Moreover, these areas are among the worst to be hit by soil
erosion, which is a direct result of the use of cattle manure for fuel
and over-stocking of man and beast. Their poverty is appalling. According
to Hougﬁton, the Kelskamahoek rural survey shows that 50 petr cent of
income is derived from earnings of emigrants to industrial areas.27 Thus
the Reserves represent the depressed areas of the South African economy
and are a substantial drag upon its progress.

There is another aspect to the impact of South Africafs changing
economy upon the Reserves. We noted earlier the development of the
manufacturing sector, and this fact strengthens the need for reviewing
attitudes towards survival of the tribal economy. When mining was the
main industrial activity an uneasy accommodation was achieved through the
migrant labour system. The mines were operated succesafully by employing
a large number of unskilled Africans as a permanent force of temporary
migrant workers circulating between the mines and the Reserves. Wages
were generally low because of low productivity of the migrant labour
system, but this had no effect upon the market, for products of the
mines were mainly for export. Within the.growth of manufacturing industries,
two major changes have occurred. First, in manufacturing, a stable labour
force of semi=gkilled operatives is essential, and there is no place for the
temporary migrant worker because of his ineptitude in a modern factory,
and the waste involved in a high labour turnover. Morewver, the cost in
maintgnance and repair of equipment has, according to Houghton, as a result
of using untrained labour upon modern machinery, given rise to the South

African version of the famous “Give us the tools and we will finish the job,"

2T fbid., p. 26.
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taking the tragic form of "Give the job and we will finish the tools.'28

It is for these reasons that the same author aptly described the
Reserves as "little better than a tNational Park! for the preservation of
a primitive and inefficient system and, as augh, a lwany that a poor
country can ill afford.“29

This weakness assumes even a more tragic character as will become
clear towards the end of this chapter when we consider that the answer
of the Government to the problem has been to enshrine the Reserveé in
statutes as the fulure homelands of the Africans in South Africa=-a policy

that flows from the official policy of the Government to keep races separate.

Secondary Sector

The declining importance of agriculture as a source of livelihood
created serioﬁs problems, since there were limited outlets for the growing
class of 'poor whites! in the more remunerative occupations. From the
onset mining and ancillary activities have been organized on the basis of
a small, highly paid white labour force and a large supply of African labour
performing manual work at much lower rates of pay. This pattern of wages
and employment arose because of the original scarcity of the artisan
trading and professional classes, and has been perpetuated by legal and
social conventions in the interests of the white group. Thus, it was not
easy to fit the unskilled white worker into this peculiar economic organiza=
tion, because of his lack of training and his habits of industry. Many
became destitute and created an embarrassing problem of white poverty in a

multieracial soclety.

291bid., p. 35.
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Today, unemployment is insignificant among the white community,
largely because of remarkable expansions of the fields of employment, partiw
chlarly in the manufacturing and service industries.

Between 1918=19 and 1938=39, the net output of manufacturing
expanded more than three times, and it has more than quadrupled again
since 1939. Since the end of World War I, the number of white workers
in factory production rose from about 54,060 to 255,000 in 1951=52. Total
employment- in manufacturing in 1955 amounted to some 800,000 as against
143,000 during 1918«19, accounting for 25% of the countryt!s National
Income compared with about 7% before the war of 1918.30

L. Samuels qualifies this development in the following ways-

There can be little doubt of the vigorous role played by the
State in accelerating the process of industrialization to mitigate
urban white unemployment in the $twentlies! and 'thirties?!. The
measures it took included a fcivilized labour® policy aimed at
enlarging the field of white employment, the establishment of
undertaking such as power and iron and steel production and the
adoption of a deliberate policy of tariff protection. Yet it is
easy to over estimate the importance of these policies.

South Africa enjoyed a number of advantages without which no
tariff for example could have conjured manufacturing into existence.
It has ample supplies of iron ore, cheap coal, and an immense
variety of other raw materials. Moreover, the expansion of gold-
mining and other primary activities increased the supply of capital
resources and-provided a growing market. As incomes have grown, an
increasing proportion of disposable incomes has been diverted from
food and other necessities to the purchase of services and manue
factured products. These changes in consumption patterns created
the conditions for an expansion of the industrial structure.3l

He further claims that tl2se developments have been reinforced by two world
wars which provided South African industries with virtual freedom from any
forelgn competition. The post-war excessive demand and the protective

policy made almost any production profitable. He also points out that much

BOIbid. 1) pp. }4.

M ibid., pe 45
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as the contribution of this sector expanded substantially, the value of
manufactured exports still amounted to perhaps one=fifth of the total
exports in the mid=fifties.

The comments would indicate some serious flaws especially when it
is borne in mind the post=war years experienced an immense inflow of
capital from abroad. The weaknesses seem to be traceable to soclo=political
factors. In the Union, the expansionary process is taking place within a
framework of custom and legislation which seeks to confine the use of"
African and other coloured labour. A legal colour bar pervades the
economy and in this sector, operating largely through white trade union
pressure, has prevented non=~whites, particularly Africans, from being
apprenticed and gaining access to the skilled trades. This has resulted
in labour stratification into a series of nonydompeting groupa.32

This peculiar economic organization should not be regarded as
entirely rigid. During the post-war years the scarcity of labour compelled
a considerable breach in the system. However, the opportunities for
Africans to acquire skills remain limited. A complex structure of controls
restricts their freedom of movement into urban areas and their right to
acquire property in a property-owning society. These regulations together
with prohibition of African Industrial Associations seem to have_seriously
hampered the quality of native labour. It removes polltical discipline
and habits of industry essential for high productivity. The effects can
be generally traced out in such terms as these:33

(a) Obstacles to making full use of labour raises the level of

industrial césts.

32114,

33Franklin, op._cit., p. 191.
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(b) Employers compelled.to incur unnecessarily high costs must
charge high prices.

(c) High prices are injurious to consumers and limit the market for
products.

(@) Producing for an unnecessarily small market, employers produce
an unnecessarily small output and demand less labour than they

otherwise would.

Tertiary Industry

This sector is the largest contributor to the National Income.

It includes Commerce and Transport, Public Authorities, Services, Finance,

and so on. Whilst in 1946/7 it constituted 54% of the Gross National Product,

in 1962/3 this was estimated at 51%.34

As might be expected, this sector would have some of the weakw
nesses found in the above sectors. It is from this one that estimates
concerning the administrative costs of cheap labour in the form of police
patrols for the enforcement of influx restriction, the administration of
the elaborate laws and proclamations affecting migration to and from cities
and other laborious instruments of native control can be assessed. Vet
as the sector includes services and finances, figures available are
usually published in a composite form. The size of the sector does
indicate their share, this sector will diminish in size.

There are, however, problems in this sector which may be of
interest purely from the éevelopmental point of view. It will be noted that
the long distances which separate markets combined with steep gradients

between coastal and inland centres and a complete absence of navigable

34ynion Acceptances Ltd., op. cit., pe 10.
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waterways have raised transport costs which have not eased the process of
development. Railways and Road Transportation play a very important role
in comnecting industrial centres.

The railway system of South Africa was based on the South Africa
Act which embodied certain safeguards which were believed would ensures >

(1) That political influence would be excluded, especially in
so far as inland communities might be prejudiced thereby or
certain coastal areas favoured at the expense of others;

(2) That railway rates would not be used as a means: of taxation;

(3) That industrial and agricultural development would not be
retarded by unnecessarily high transportation costs resulting
from inefficiency or arbitrary discrimination.

These safeguards were embodied in South Africa which provided
specifically thats

(1) ™Subject to the authority of the Governor=Generalein=Council, the
control and management of the railways, ports and harbours of -
the Union shall be exercised through a board consisting of not
more than three commissioners who shall besgppointed by the
Governor=General=in=Council, and a Minister of State, who shall
be Chairman.® (Section 126) 36

(2) ®The railways, ports and harbours of the Union shall be adminis=
tered on business principles, due regard being paid to agricule-
tural and industrial development within the Union, and promotion
by means of cheap transport of the settlement of an agricultural
and industrial population in the inland portions of all provinces
of the Union.". (Section 127) 37

(3) “So far as may be, the total earnings shall not be more than are
sufficient to meet the necessary outlays for working, maintenance,

betterment, depreciation and the payment of interest on
capital . . . o " (Section 127)38

35C.S. Ribhards and J.C. Laight, "South African Railways and the Newton
Report," South African Journal of Economics, XVIII (December, 1950)/4,p. 385.

31pid., p. 386.

37114,

381114,
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The interpretation of the act resulted in the Railway policy
formation resting with the minister.

It followgd from this that the rating policy of the Railway
Administration, instead of being determined by an independent lmpartial
authority on business principles as laid down by the Act of Union, was
dictated by the Minister who possessed complete power to carry out
whatever policy that he and his cabinet colleagues might think fit.

It was this rating policy which the Newton Commission was appointed to

investigate after several criticisms and controversial discussions from
individuals and organisations. Among these was S.H. Frankel who carried
out an investigation at the request of the Gold Producers' Committee of
the Transvaal Chamber of Mines in 1927. This was followed by the

Departmental Railway Tariffs Inquiry Commission of 1930, Then followed

in 1945, the Report of the Board of Trade and Industries, then the

Page Commission of Inquiry (1945) which was followed by the Government

White Paper (May 1946): this was essentially a defence of the system.

It was, therefore, with the above background of argument and

counter-argument that the Newton Commission was appointed.

The findings of the Newton Commission confirmed as justifiable

the criticism levelled at the Railway management. These were as followss
That though the critigism of the tariff policy was not based on the fact
that it discriminated, discrimination as a principle was itself open to
serious objections. In particular,

(1) Much low~rated traffic was being carried at rates which did
not cover actual terminal and haulage costs. In effect, there-
fore, this traffic was being esarried at a loss, and was being
subsidized by the small volume of high-rated traffic which
pald more than average total costs.
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(2)

(3)

(4)

(5)

(6)

82.

The classifications of goods was not based, as it should have
been, on differential cost of conveyance and value in relation
to weight. Many commodities included in the highest rate group
were not luxuries, but essentisl industrial materials or
ordinary household requirements, which did not require special
facilities for transportation. A large proportion of high-rated
commodities was conveyed at owner's risk, when the risk of damage
was negligible and that of theft avoidable.

The assistance given to agriculture,was no doubt justified under
Section 127 of the South Africa Act. But this section lays down
that due regard shall be had to industrial development as well,
and the settlement of an industrial population as well as an

agricultural population, in the inland portions of the Union.

The existing rate structure actually penialises many industrial
users of the railway, as well as the consumer. Discrimination
between different sections of the community, if considered
desirable, should be done openly by means of taxation and direct
subsidies and not through railway tariff policy.

Railway charges on coal conveyed from Witbank to the Witwatersrand

were unreasonably high, whereas rates on export and bunker coal,

as well as long hauls (e.g. Cape Town) were uneconomic, i.e.

below the actual direct costs of haulage coal was carried in

full truck-loads, the gradients were easy, loading and

unjoading were performed by the consignee respectively, the

traffic was regular and non-seasonal and was carried at owner's g
risk. Further, coal was an essential raw material for industry z
and also entered into the cost of electric light and power. 'i
&n average profit of 300 per cent appeared to have been made on

coal traffic to the Witwatersrand. In 1925 the gold mining

industry and the V.F.P. Company contributed approximately £500,000

more than the actual cost of conveying the gold consumed by them.

Export rates (.e.g. on maize, maize-meal, fruit, etc.) were further
examples of unfair discrimimation. When the traffic moving from
the coast to the interlor considerably exceeded the traffic moving
in the opposite direction, it was reasonable to expect the

former to bear the cost of returning empty trucks to the coast

and also to offer low rates to exporters to develop return traffic.
By 1927 the outward traffic had come to exceed inward traffic, ae
that the reverse policy should have applied.

If it was state policy to encourage exports, then the greatest
export industry in the Union, viz. gold mining, should also have
been encouraged. This could have been done by changing low rates
on materials and stores consumed by the gold mines. In 1926,
however, 65% of these essential requirements were conveyed at the
three highest tariffs,
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(7) Preferential rates on South African produce and manufactures were
objectionable. Protection of domestic industries against foreign
competition in the home market should be afforded through tariffs
or subsidies. Preferential railway rates benefitted producers
sitvuated at the coast only so long as they sold in inland mrkets.
Inland producers did not need such assistance when selling in
inland markets, since they paid little or no raillage to such
markets. If they sold at the coast, the imported article paid
no railage at all so the preferential railage rate was ineffective.

(8) tpistributiont and 'nearest port! rates afforded protection to
certain firms merely because they happened to be situated in cer-
tain areas, i.e. inland. In many cases the application of these
special rates resulted in direct loss to the railway because they
did not cover the direct costs of conveyance.

(9) In view of the above, it was imperative to have an independent
body of experts who would fix railway rates on a basis which
would be both fair and reasonable to all classes of 'railway
users. At present (1927) the rates were being determined
"behind closed doors by a handful of railway officials and
politicians.® Under a system of indiscriminate protection
through railway rates the success of any partisular kind of enterw
prise comes to depend to an ever=increasing degree on the '
favourable or unfavourable decisions with regard to it made by
such rallway officials and politicians rather than on the
inherent strength and suitability of enterprise itself or the
initiative and efflciency with which it is conducted; such a
system is open to gravest abuses, ' f

(10) where, for reasons of public policy, Parliament decided to provide
for transport of goods or passengers at no cost at a rate below
thet which would normally be charged for such traffic, the cost
should be ascertained and met from the consolidated revenue fund.
in accordance with Section 131 of the South Africa Act.39

Tt should be noted that by 1949 these criticisms were still largely

valid and the Newton Commission, in a cautiously written report, recommended

what generally amounted to the revision of the General goods classification,
the increase in rates in lower tariff groups and reduction of rates in
higher tariff groups, the abolition of special rates and urged that since
transportation costs were to be borme in the long run by the community,

it should know what they are and how they are met. This, it concluded, would

also be a means of telling whether essentially limited resources were

31b1d., pp. 388-90.
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belng wasted or not.

These diffliculties are prominent in the Union because of the
sparseness of the population and its concentration in a relativély small
number of well defined but widely separated areas.

It has not been possible to ascertain to vwhat measure the
Newton's recommendations were implemented. However, rates are still on the
bagis of "what the traffic can bear" as parts of the interim report of the
Bureau for Economic Regearch of the University of Stellenbosch suggesf.ao
In this report, a few facts are significant:

(1) That railway and road transport were eliminated by restricting
commercial vehicles to specific areas and mileage.

(2) That road transport offers economies which would improve
efficiency.

(3) Thgt the prcblem remains a problem of fostering a constructive
cdrporation between road haulage and the railways.Al

Thus even as late as 1959, the transport problem was still a
subject of investigation.

Much as the transport problems could have caused a great deal
of discussion it is not as intractable a problem as the very foundation

of South African industrial structure=--epitomized by the Job Reservation Act,

vhose operations were aptly described by Mary V. Percy, as an extension
of a customary practice. This comes out clearly in the following texts
The allocation of work according to the face of the worker is

by no means an innovation in the Union. But it is almost an
innovation to legislate and to delegate general powers of

40J.C. Laight, "Road transport of goods in South Africa," South African

Journal of Economics, XXVII (June, 1959), 2, p. 137.

I‘J.Ibidc’ ppo 139"1400
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determination and control of such work, allocation or reservation
1o any one body or person of State. In the Union it has up to now,
with one or two notable exceptions, been a matter of custom,
implemented by various means more or less according to the require-
ments of varying circumstances and change.
The exceptions to this concern certain Government undertakings and,
principally mining, where conflicting claims to work showed up in the early
period of development. Here c¢ertain work became subject to the provisions

of the Mines and Works Act (1911) and was thus effectively reserved by

Statutes for whites.43
The same author explains the immediate causes of a demand for
'protection against racial competition! in the following manners

In the first place, there is a process of the tdilution® of artisan
work and semi=skilled work, one of the results of technological
development and improvement. This entails the passing of the old
type craftsman work and the original economic justification for
craftsman work and the rates of pay, the evolution of many more
jobs at toperative! level and the tendency for rates for these

to be set so that non-whites are found in this 'diluted?! work.

A similar movement, though not connected with the dilution of
skilled work, is the tendency mentioned previously for rates to be
fixed so that non-whites are employed in work which has always
been unskilled or semi=skilled, but which was untll recently
occupied by whites in accordance with the "clvilized wage" policye.
The relaxation during the war of the trade union hold on these
Jjobs and the adaptation of the economy to the needs of war and
post-war developments were largely responsible for a quickening

of both processes. The second principal cause is the introduction
with the new Industrial Conciliation Act of 1956 of legislation
designed to bring apartheid in trade unions which will change

the relative positions of different races in negotiations with
employers over wage rates by allowing employers to negotiate
separately with whites and coloureds. Here we are not so much
directly concerned with African trade unionism as it stlll has no
official recognition nor any part in recognised negotiations,
despite the recommendation of the Commission of Enquiry into
Industrial Legislation, and as far ax bargaining is concerned is
generally ineffective. 44

sz.ruary Plercy, "Statutory Work Reservation," South African Journal
of Economics, XXVIII (June, 1960), 2, p. 120.

431p14., p. 120,

Mh1pig., p. 129.



#Q

It is to be realized, however, that the increasing tendency
toward more use of ‘operative! labour poses the problem not so much in
terms of racial competition as much as it is in terms of raclal comple=
mentary. It is further emphasized by the author that ®South Africa is not
so rich that it can afford to make proper use of the greater part of its
human resources. wh5

Index figures, and comparative figures (index) at that, camnot be
used for exact measurement, but the broad indications given by the Indices
of Productivity per labour unit presented in the Standard Bank Review show
that there is still considerable scope for produéetivity advance in

South African Industrys
TABLE 8

INDICES_OF LABOR PRODUCTIVITY IN SELECTED YEARS

Year Union of South Africa U.K. U.S.A. West Germany Japan

1952 98 95 96 94 80
1953 100 100 100 100 100
1954 103 104 102 105 107
1955 99 108 107 113 113
1956 98 108 108 115 119
1957 99 111 112 122 128
1958 P 113 115 126 121

Source: Standard Bank Review (S.Africa), 1959, pe 6.

The Commission of Enquiry into Industrial Legislation reporting

in 1956, appreciated the importance of the proper deployment of the view

451014,
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that "The suggestions made for the protection of workers of each race
fail because they do not ensure the optimum use of labour resources . . « «
It appears that the Union is not employing its avallable resources to
the best advantage . . . 46 The Comisslon went on to quote from the
Board of Trade and Industries:47
The optimum use of labour resources is a question not merely of
formal classification of labour categories, but 1ls one much more
of the wage rates at which each category is allowed to work. The
extension of manufacturing industry ofthe Union can be stimulated
especially by a reduction of the high cost structure through increased
and improved mechanisation so as to derive the full benefit of the
large resources of comparatively lower paid non-European labour.
As skilled and unskilled labour are cooperative rather than
competitive factors, an extension in the use of Native labour
would, in the opinion of the Board, if the National economy as a
whole is considered, lead to an increase rather than a decrease
in the demand for European labour . . . .

There has been in fact a marked shortage of skilled white labour
of the type required. The problem: seems to be that of improving the
competitive position of the economy generally. This 1s essential for
expansion. Without expansion it becomes clear that racial competition
without safeguards is likely to create the kinds of prohlems which are
anticipated in the legislation for the reservation of work in favour of a
particular race.

Obstacles to expansion become clearer in the light of investi~
gations carried out by the Board of Trade.48 These investigatlions led the
board to report that "South African industries have . . . been slow to

46Union of South Africa, Report of the Commission of Enquiry into

Industrial Legislation (Pretoria: Govermment Printer, 1951), no. 62, para. 1150.

oard of Trade & Industries; Report of Investigations into Manufacturing

Industries in the Union of South Africa (Pretoriat Government Printer, 1945),

475

No. 282.
481pig., para. 4l4e
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make the fullestvpossible use of operative labour which as a percentage
of the total labour force is probably lower in the Union than in any

other industrial country.® The 1959 Industrial Tribunal Report’? after

a similar investigation into the furniture industiry reported as followss

The problem . . . is that dilution of artisans work goes
hand in hand with the lowering of the wage structure. Should
the work be transformed to operative work as a result of -
mechanisation and the Europeans still have the assurance that _ i
as operative workers they would receive adequate wages and i
would not be in danger of belng replaced by unskilled labourers,
many of the complaints over the uncertainties of their existence
would probably fall away . « « "

These statements speak for themselves especially when we consider
that there are coloured and Asiatics. The problem is not leasened by the

fact that even the Tomlinson Commission’” estimated that in the year

2000 A.D., assuming that the Bantustan scheme would be developing on the
lines outlined in their report, there would still be 6,000,000 Bantu é
within the White sectar.51 How many mcre are there likely to Ee in the '
absence of this development? It would seem that South Africa will face l
this problem for many years to come unless the idea of racial separation is
abandqnned and the economic problems faced with the realism they require.
In the next chapter we shall proceed to observe the Intermational
trade aspects of the economy keeping in mind the inherent weakmesses oi

the economy discussed above,

49Union of South Africa, Industrial Tribunal Report (Pretoriat Government
Printer, 1959), 8, p. 21. '

5°Tomlinson Commission was set up by the Government to investigate prose=
pects of developing the reserves into viable economic units as homelands of
the entire Bantu population. Among the recommendations was a total expen=-
diture for the first ten years of £104,486 million, a sum more than forty-one
times the Net National Income of 1962/63.

51D.H. Houghton, "Summary of the findings and recommendations of the
Tomlinson Commission, " The Tomlinson Report (Johannesburg: The South African
Institute of Race Relations, 1956), p. 22.
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CHAPTER IV

SOUTH _AFRICA'S TRADE PATTERNS SINCE 1925

Thus far we have examined the growth of the South African
economy and highlighted this growth as it reflects itself in particular
industries. We have also unddrscored somc of the problems which have
been obstacles to this growth. Although government activity has played
a majo: role in shaping the economy, the importance of the international
commodity trade (especially gold) for South africa's development cannot

be overestimated.

As a general observation, protective tariffs are closely assoclated

with the growth of trade in developing count¥ies. They tend to be used to

encourage growth. This should be clearly distinguished from national

self-sufficiency closely associated with Mercantilism. The underlying
assumption ig usually the tinfant industry'! type argument for protection.
Added to this is the minimizing of luxuty-item-consumption, which drains
foreign exchange reserves, and maintenance of full employﬁent vhich is an
accepted datum in the already developed countries.
In the South African case, the only relevant assumptions ares

(2) Protection as an instrument for encouraging internal industries;

(b) Protection as an instrument of rationing scarce foreign

. exchange reserve;

(c) Protection as a means of providing employment only for a

sectioﬁ of the population.

It 1s in the light of the last reason that migrant labour became

an institution, as permanent absorption of natives into the economy cannot be

89
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anticipated. Hence natives in reserves, who were invariably underemployed,
could not be a significant problem, nor a nulsance whenever they were not
needed by the industry.

It seems clear that a policy of protection based on these
assumptions would result in the growth of internal industries whose
development process invariably absorbs foreign exchange reserves in the
form of capital goods imported from abroad. This will become increasingly
clear as we proceed.

The efficacy of protectionist policy can be judged by its
success. This should range from improvement in productivity with the accom-
panying aompetétiveness in the international markets. This improvement
should justify removal of tariff. The cost of protection can be expressed
in terms of resources used which have alternative costs. It 1s on this
understanding of costs incurfed that an industry receiving protection
should justify the protection it receives. In South Africa, short of an
overall investigation of costs incurred over the period of protection, the
success of protection policy cannot be adequately determined.

It.is,houever,impossible from the performance of the economy
in the 1950'3; when import relaxations took place, to asseés'the degree
of success achieved by protection. This aspect will be dealt with in the
next chapter. The present chapter attempts to illustrate from the South
African experience, that protection meant a shift.of demand from consumer
to investment goods, that foreign exchange earning assets became of
strategic importance, and that instead of foreign trade decreasing, it

increased causing a strain on foreign exchange reserves.
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Tariffs are thus not a process of creating walls against trade;
their greatest disadvantage lies in creating sub-optimal units which
produce so inefficiently that they cannot stand any relaxation of the
prohibitive tariff structure. Considering the amount of trade which takes
place between the a;ready developed countries, we may infer, perhaps
prematurely, that with the spread of technological progress, there will
come into being an expanded choice in goods and services and consequently
an increase in welfare.

Before examihing the trade patterns during the period prior to
1950, we shall briefly outline the tariff policy of South Africa which
brought about this pattern.

The deliberate policy of industrial development was laid in
1925 by the Hertzog=Pact Govermment. This was based on a report by the
Board of Trade and Industries.l

Towards the end of 1924, the Board was asked by the then Minister
of Finance, Honourable N.J. Havenga, to recast and revise the existing
Union?s customs tariffs for consideration during the 1925 session of
Parliament.

In general, the policy followed by the Board in recasting the
tariff structure was based on the following qonsiderations:2
(a) The dependence of the government on the customs tariff as

its principal source of revenue;

(b) The protection of industries which had already been established

and had been found to be capable of a further expansion with

lUnion of South Africa, Board of Trade and Industry (Pretoria: Governmend:.
Printer, 1925), No. 51.

2
Norval, op. cit., p. 113.



92.

increased tariff assistance, and the encouragement of aew
industries which were likely to be established with a moderate

measure of tariff assistance;

(c) The free admission on importation of those raw or semi=manufactured.

or even manufactured materials. not produced within the Union

which did not involve the surrender of considerable revenue.

(d) The due consideration of the interests of primary industries,

(e)

(£)

development of local industries in a substantial manner by means of:

farming and mining, whose costs of production had to be
protected against an undue rise in the cost of living, as a
result of which protection to manufacturing indugtries had
to be administered with caution, moderation and discrimination;
The creation of a wider-field of employment for civilized labour,
tariff assistance being partly conditional on good labour condi-
tions and on the understanding that, wherever possible, a larger
proportion of civilized labour would be employed; and
The use of the tariff as an instrument for negotiating not only
with Great Britain and the British Dominions and colonies. but
also with countries outside the British Empire. ‘
The two main principles embodied in the customs tariff up to

the outbreak of World War II were that it should be a device for yielding

a substantial revenue, and that it should be utilized for encouraging the

3

(a) reasonable protection for existing indust®ies which showed

prospects of successful development on economic lines and which

would provide employment for the country!s growing population;

3bid., p. 1L4.
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(b) suspended duties for the pmrpose of encouraging the estab-
lishment of new or the expansion of exlsting industries prior
to the imposition of such duties;

(c) admission free of at low duties of requisites and raw materials
not produced in the country for all industries, both primary and
secondary; and

(d@) the protection of local industries against dumping.

Norval contends that "from 1925 up to the outbreak of the Second
World War, the Govermment poliéy of eﬁcouraging the employment of civilised
labour becems a cardinal feature of the country's economic policy.“4 As a
result, the poor white problem was wiped out in a comparatively short
period.. The Government!s policy of maintaining thealthy'! labour conditions
in industry was furthermore carried into effect by withholding, through a
provision in the Customs Tariff and Excise Dutles Act, the privilege of
importing (under iebate duty) raw materials and requisites from those
manufacturers who malntained unsatisfactory labour conditions. Thus, it
can be said that since 1925, the customs tariff was framed and applied
in a manner that avolded any possible hindrance to the supply of primary
industries' special re&hirements.

As far as secondary industries were concerned, the general pollcy
was not to increase the duties on capital goods, such as machinery and plant
or on raw materials and requisites, when not produced locally. Relevant
duties were either reduced or the necessary materials and requisites

admitted under rebate of duty. As a result, importation of these goods.

4Ibid. It should be observed, however, that to ensure that this policy

was carrled out, leglislation covering wage fixatlion, terms and conditions
of labour was passed.

EpE PR e T AT MRS T L e

-

S A

RN TeRER



¢4

e

increased substantlially. The assistance rendered to all classes of
industry in this way, through the South African customs tariff, contributed
greatly to the development of local industries.

The granting of rebates, along with keeping duties on capital
goods low, precluded the necessity for extending high protective duties,
especially when we bear in mind that the moderate level of protective
tariffs, particularly during the period 1925 to 1939, was assisted by the prace
tice ‘of: imposing dumping duties. Such duties were indiscriminately applied
to an extent that would not be possible today, under the provisions of the
General Agreement on Tariffs and Trade. At the outbreak of the World War II,
there was a large range of commodities, imported from different countries,
vhich were subject to dumping duties of one kind or another. This was,
however, rectified during the war. It is generally believed that there is
no country where dumping duties are so expeditiously and effectively
applied as in South Africa. |

Although the customs tariff contributed to the development and
expansion of industries, in respect of which a nucleus existed in 1925,
during 1925 to 1939, it failed to stimulate others. Among these were
capital intensive industries. The reason for this lies in the then policy
of the Board of Trade and Industries which extended suspended duties
only after the factory was erected. Not many prospective manufacturers
were willing to take the risk of establishing an industry which may not be
able to stand competition during the period of establishment.

Early in the war the Government adopted the policy of giving
an assurance in advance that customs tariff protectlon under clearly

defined conditions would be granted to specific essential industriles.
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Among these conditions weres?
(a) That the industry is actually in operation and is technically
in a position to satisfy the country's requirements ofa parti-
cular commodity up to at least 50%;
(b) The commodity should measure up to its price;
(c) That the Board should satisfy itself that all other requirements
including the prospects of the industry are satisfactory.
After the war, the Government empowered the Ministers
with the right to impose on recommendation of the Board of Trade
and Industries, temporary special duties on goods which were of
a class or kind produced in South Africa, if he was satisfied that
such goods had been or were being or were likely to be exported
to South Africa at an export price and in quantities which could
seriously prejudice the production or manufacture of goods of
that class or kind in South Africa. 6
The temporary special duty together with any other duties payable,
excepting dumping duties and certain other discfiminatory duties, could
not exceed fifty per cent of the current domestic value in the country
of export.7
In order to combat disruptive competition from low wage

countries, which were not entitled to the most=favoured=nation treatment,

special provislon was made in the Customs Act in 1950 to empower the

5Ibid., p. 116, Specific essential industries comprised agricultural
implements, electric motors, spinning and weaving, pulp and paper and
certain chemicals. This policy found more general application after the
war and in particular during more recent years. The Board also carries
out investigations on incomplete information to aid would=be. investors.

6Ibido s Po 117,

7This limitation was later removed and the provision of such temporary

special, dutles was seldom used. It was regarded as an emergency msasuree.

- cf. Ibid.
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Minister to impose, on the Boardfs recommendation, special duties in the
maximum column in cases where the duty could be levied, together with
other duties. This was not to exceed the extent of 100 per cent of the
current domestic value.8 Finally, in 1955, the Minister was invested with

further special powers. where he had reason to believe that goods of a

* class or kind produced in South Africa had been or were being. or were

likely to be exportea to South Africa at a price which in his opinion
was below a reasonable price for such goéds, to impose a special duty.
This was a device calculated to combat end-of=-season and close=-out sales.
All these respective provisions in the Cnétoms Act (empowering
the Minister to impose the three categories of special éuties) vere
subsequen.ly repealed when the Minister was empoweredvto impose any duty
on imports from any country in order to give effect to any recommendations
of the Board of Trade and Industries.
It is Norval's contention that "in the Board!s experience
the average level of tariff protection .found to be adequate seldom went
teyon? 20 per cent, except on imports from countries falling under the
maximum column of the tariff in which case it is almost treble that
figure.'g
It would seem that the comparatively low level of duties was
a result of rebate duties on inputs, and the effective use of dumping
duties. The powers of the Minister and the Board of Trade acted as
deterrents against injurious imports. Furthermore, advance - commitment

to protect industiies has had the effect of leading them on, often with

8Thid.

9Ibido s po 1190
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little or no actusl protection.
The main instrument of protection used by the South African
Government has been custom tariffs. applied on anbgg valorem basis. or on
a specific basis (i.e. a levy made on a unit or weight basié). No sube=
ventions are paid, nor is there any control of impérts“by licensing
except in the case of a_ﬁﬁmbér of agricultural products; Apart from these,
the c.i.f. scheme is applicable to iron and steel products and agricultural
implements. If commodities falling under these groups are imported at less
than average world prices, then a duty equal to the difference is imposed.
This scheme has not been in operation since the Second World War, and the
agricultural implements are now being protected on an ad valorem basis.
In summary, the following objectives would seem to underlie the
protection policy of the South African Government:lo
(a) the maximum industrial development commensurate with economic
resources of the country and with sound business principles;
(b) the desire to attract to South Africa éapital and tknow-how?
skills from abfoad;
(e) thé freedom to establish factories within any industrial area
within the general framework of the country's laws;
(d) the granting of adequate customs tariff protection on the
récommendation of the Board of Trade and Industries;
(e) the preparedness to grant assurances in advance of protection on
acceptable industrial propositions submitted to the Board of
Trade and Industries; v
(f) concessions to import, under rebate duty on recommendation of

the Board, essential raw materials not procurable in the country;

14, p. 124.
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(g) the determination to protect all local industries against

every form of disruptive campetition through the imposition of

dumping.  duties as expeditiously as possible.

It is within this general framework that trade developments .can
be understood during the period 1925 to 1950. Significant influences were
the 1930 depressions, the Second World War and the poste=war conditions.
For this reason the periﬁd can be roughly divided.into three:

(a) the peripd of recovery from the Great Depression up to the
slight recession of 1937.and the upswing fostered by the rearmament.
race of 1938=39;

(b) the war years from 1939 to 1945;

(¢) the immediate postwwar years up to the imposition of quantitative
import controls of 1948.

We shall briefly examine the three periods mentioned above
including the period prior to the depression.

According to a report of the Customs Tariff Commission of 193911
as clted by G. M’arais,12 the increases in the rate of growth in manufacturing
industries could be ascribed td.the policy of protection followed by the
Government during the period 1925 to 1939. During the period 1930 to 1939,
output increased by 38 per cent..13 Accordingly, the output of private
manufacturing industries increased from £33.5 million in 1925/26 to

£79.9 million in 1938 to 1939. The increase in the value of raw materials

11G. Merais, "Tariff Protection industrialization and the Balance of

Payments 1925-1939,% South African Journal of Economics, XXVIII (March, 1960),
1, pe 59

lzThe Commission was set up to explore the effects af the protection
policy on the economy.

13Marais, op. cit., pe 59.
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imported was accompanied by a decline in the wvalue of imports of certain
finished commodities. Table 9 shows these changes.

The development of importecompeting industries resulted in a
decline in the value of imports of the manufactured foodstuffs, liquor and
tobacco as a percentage of ;hhe total value of imports of merchandise, from
5.2 per cent in 1928 to 3.5 per cent in 1939, and the value of imports of
textile manufacturers, as a percentage of the total value of imports,
declined from 1£.6 per ‘cent to 12.0 per cent during the same period.

Industrial development resulted also in an increase in the value
of imports of capital equipment. The value of imports of industrial machinery
rose from £997,479 in 1925 to an average of £3.7 million in the period
1937-39. M4

TABLE 9

COMPARISON OF IMPORTS OF CERTAIN RAW MATERIAIS AND OF FINISHED

PRODUCTS MANUFACTURED FROM THOSE MATERTATS

(1925 - 1939)

Commodity 1925 19%9
, £ £
Leather in piece 260,037 685,173
Footwear 1,029,787 442,889
Rubber menufactured 10,258 735,930
Rubber, fab. 818,739 642,674
Wood unmanufactured 1,595,512 2,377,503
Furniture 101, 264 127,637
Paper 958,777 2,192,067
Books, publications 917,709 1,324,015

Source: G. Marals, South African Journal of Economics,XXVIII
(March, 1960), 1, p. 59 (Table II).

uIbido, Pe 600
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It is Marals! contention that the growth in the manufacturing
industry caused a large increase in the total volume of imports, because
it resulted in rising incomes. The following seems even to suggest an
income elasticity of demand for imports greater than unity:

The high income elasticity of demand for imports resulted

in a considerable rise in the volume index of imports from 100

in 1925 to 200 in 1937, in relation to an increase from 100 to

179 in the index of National Income adjusted for price changes.
The growth in real National Income affected the demands for
durable consumer goods. Thus the imports of Motor Vehicles
increased from £4.,2 million in 1925 to £8.5 millimn in 1937 to
1939 . . . . Because of the decline in value of total merchandise
exports from £40 million in 1926 to an average of £33 million

in 1937, an increase in merchandise imports from £73.26 million in
1926 to £103.3 million in 1937. It was left to gold exports, which
increased from £,3 million to £83 million in this period1 to
maintain equilibrium in the Uniont's balance of payments. 5

It will be noticed that the propensity.to import has remained
relatively high throughout the relevant period. This can be traced to
the demands of industrialization.

Before considering salient features of South Africats trade as
appeared in Kelly!s s'budyl6 on South Africats trade between 1933 to 1953,
it may be advisable to bear the following in minds

(a) The free interchange of goods between three Protectorates of
Basutoland, Bechuanaland and Swaziland, and the Union of South
Africa means that the South African import figures published by
the Customs Department include goods imported into the protece
torates from outside South Africa and South African export
statistics exclude exports to these territories. To the extent

that protectorates have commercial intercourse with the Union

B 1pi1d., pp. 60-61.

6
T.H. Kelly,. "South Africats Forelgn Trade 1933=53," South African
Journal of Economics, XXII (March, 1954), 1, pp. 73=90.

I
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and with the rest of the outside world, official statistics
of the Union of South Africa®s imports and exparts are
slightly inaccurate.

(b) A further difficulty arises from Customs Department's practice
of keeping separate records of imports of Government stores.
Details of these were not published during the war years
though ' ‘the annual aggregates were disclosed after the war.
For similar reasons of security, no statisties of shipst?
bunkers of wool shipments were included in the war-time export
statistics, thoﬁgh the yearlytotals were subsequently made
available. These omissions prevent the presentation of a
completely accurate picture of the direction of trade during
the war.

A problem arises in comection with the handling and treatment
of gold., It has always been hard to decide whether to treat exports of
gold as merchandise or as payments abroad of international money. A large
gold producer like South Africa is not quite in the same position as a
country which regards gold only as a banking reserve. Up to 1939, the
Customs Department viewed gold bullion exports as merchandise exports.
Fortunately it is possible to use a series on sales of gold to parties
outglde the Union, estimated by the Reserve Bank., These have been used
in the outline below, and they include earmarked gold.

A complicating factor emerged since 1949 when the International
Monetary Fund gave permission for export of considerable quantities of
semimprocessed gold and of articles manufactured from gold. Though
strictly not monetary gold in the ordinary sense in the circumstances,

these exports can scarcely be treated legitimately as normal "merchandise.®
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Notwithstanding their sale at a premium above the official monetary
parity, and the assurances given by the Governor of the South African
Reserve Bank that semi-processed gold exports wére for non-monetary

use only, they are best linked with all other goods and commodities. The
values of processed and semiw=processed gold used in this study were
furnished by the Reserve Bank of South Africa. They refer to sales of
gold and therefore differ from actual physical exports, as recorded by the
Customs Department,

Table 10 shows the values of merchandise exportsl7 (inclusive
of ships! stores and re-exports, but exclusive of gold), all exports
(inclusive of gold) and Merchandise Imports (including imports of Govern=
ment Stores and imports of goods subsequently re=exported) from 1929 - 1952,

The series commences with figures for 1929 (which was a peak
year) in order to show the effect of the great depression on the value
of both imports and exports. The cushioning of gold exports is apparent.
Whilst the value of merchandise lmports and merchandise exports fell by
60 per cent or more below the 1929 figures, all exports({nelusive of gold)
fell by about 30 per cent,

The year 1933 marked the beginning of a recovery which carried
imports to a new peak in 1937. But whereas all exports in 1937 greatly
exceeded the 1929 figure, exports of products other than gold had reached
by that date only about twowthirds of their pre=depression level,

17Va1ues of imports are f.o.b. in country of despatch, therefore do
not include the cost of transferring the goods to South Africa. Export
values are f.o0.b.
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TABLE 10

SOUTH AFRICA'S TRADE BALANCE INDICATING THE
ROLE OF GOILD EXPORTS
(1929 - 1952)

Merchandise
Year Exports All Exports Merchandise A1l Exports

(excl. Gold) (incl. Gold) Imports less Imports

£ millions £ millions £ millions £ millions
1929 62.0 97.9 83.5 1.k
1930 46.3 83.4 64.6 +18.8
1931 32.8 7.8 53.0 +18.8
1932 21.4 69.9 32.8 7.1
1933 25.5 95.4 " 49.3 +6.1
1934 26.0 82.2 66.3 +15.9
1935 30.9 102.4 75.3 +27.1
1936 32.4 115.2 86.3 - $28.9
1937 42.6 125.5 103.4 +22.1
1938 35.3 104.7 95.6 9.1
1939 34.1 125.5 91.3 +3442
1940 42.6 133.0 105.1 +27.9
1941 49.8 169.7 121.6 +47.1
1942 5845 113.5 116.3 + 2,8
1943 52.9 142.9 106.9 +36.0
1944 77.1 155.3 102.7 +52,6
1945 77.5 157.1 112.4 Yy
1946 97.6 193.1 215.1 -22,0
1948 136.7 298.8 35345 “54.7
1950 218.2 340.1 306.9 +33.2
1951 281.7 434.0 4701 -36.1
1952 267.7 426,6 420.1 + 6.5

Source: Union's Customs and Excise Department as arranged by
T.H. Kelly, "South African Foreign Trade 1933-53,%
South African Journal of Economics, XXII (March, 1954),
1, p. 75.

The war years gave conslderable impetus to merchandise exports,
but after 1941 imports fell owing largely to shipping difficulties. 1In
the immediate poét-uar jears the rush to satisfy the pent=-up demands

for foreign goods, reinforced by rising prices sent imports soaring
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to £353 million in 1948. At that juncture, exchange rationing and
quantitative controls were applied to protect gold and exchange reserves.
The Korean War emergency reinforced the trend of rising prices. This,
together with some relsxations of import controls all combined to push
imports to the record figure of £470 million in 1951. Imposition of
import control was partly .;cesponsible for cutting the amount of

imports to £420 million in the following year.

Merchandise exports in 1952 were about eleven times their value
in 1933 and about eight times their value in 1938. South Aﬁica ts merchan=
dise exports have for many years fallen short of the country's' merchandise
imports. This gap was widening from 1933 to 1941, but had -nar:rowed again
by the end of the war. The deficit occasioned no serious probhlem as
long as gold exports more than covered it to permit the financing of
merchiandise imports and to leave a surplus to meet current inviisible
imports, and dividends, interest and capital redemption paymentts. Except
in 1942, such a surplus was available every year until the endj of the war.18

The situation underwent an appreciablé change after 191,5. Wherea:
merchandise exports and gold exports expanded respectively,. merchandise
imports outstripped their combined total. The familiar su,rp_lﬁs appeared
only in 1950, when imports had been severely restricted by import centrols,
and again slightly in 1952. In the first few years after the war this
unwelcome deficit was more than made good by capital imports, but when
capital imports tailed off the strain became really acute. The period

covered above closed, with exports of merchandise and gold combined only

1&I‘he slight defieit in 1942 was most likely caused by postponed ship=
ments of gold owing to shipping difficulties. Gold was actually accumulating
in South Africa in later years of the war.
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Just about balancing merchandise imports, leaving little or nothing

for meeting commitments on capital account and the cost of other

invisiblese.

The changing- position of gold can be shown inh another way,

however, as Table 11 indicates.

of all exports.

Here gold is expressed as a percentage

Before the war that percentage was roughly 70 per cent.

In the later war years, this had fallen to around 50 per cent. It

increased to nearly 60 per cent by 1949, but in the early part of the

fifties, it began a downward trend reaching 35 per cent in 1951.

TABLE 11

CHANGING POSITION OF GOLD

. Year Percentage

{h 1929 37
1930 - 44
1931 54
1932 69
1933 73
1934 68
1935 70
1936 72
1937 66
1938 70
1939 73
1940 68

Source:

Year

1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952

Percentage

7
48
63
50
51
49
57
54
58
36
35
37

T.H. Kelly, South African Journal of Economics, XXII

(March, 1954), p. &2.

The above is not surprising when we compare it with Table 12

showing the percentage composition of merchandise exports excluding gold.

2
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TABLE 12

PERCENTAGE COMPOSTION OF MERCHANDISE EXPORTS

(excluding Gold)

Animals &
Year Animal Products of Products of Mines QOther
Products Land Articles
1930 . 38.7 26.1 28.9 6.3
1931 37.3 25.4 29.1 8.2
1932 Lh o2 29.9 20.1 5.8
1933 49.0 25.1 18,7 7.2
1934 42.8 27.9 22.3 7.0
1935 43.7 29.2 21.1 6.0
1936 465 22.7 23.2 7.6
1937 41.9 31.7 18.0 A
1938 9.1 30.4 21.9 8.6
1939 34e3 36.3 20.0 9.4
1940=44,

(average) 24.6 2.8 25,2 27.4
1945 20.2 19.5 27.7 32.6
1946 40.4 14.3 26.2 19.1
1947 33.5 19.6 26.2 20.7
1948 34.8 25.5 20.7 19.0
1949 33.7 18.9 28.6 18.8
1950 34.5 12.9 37.1 15.5

Source: Bureau of Cenaué and Statistics as adapted by
T.H. Kelly, South African Journal of Economics, XXII
(March, 1954), pe 8hke
This table shows clearly the increase (from 1940 to 1950) in the

proportion of other (i.e. manufactured) articles during the war years.
There was in addition large-scale storage of wool in the Union. Although the
resumption of wool exports on the customary scale after the war meant that
manufacturers were unable to account for as high a proportion of exports
as during the war yeafs, they have, nevertheless, made a consliderable advance
over their pre=war status. It is the writer's contention that the rise

in percentage export of the manufacturing sector was bought at the cost

of serious balance of payments which characterised the end of the period
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discussed above. This point will be developed further in the next chapter.

The United Kingdom has always been a principal source of imports
for South Africa, though towards the end of the perliod, namely 194849,
there was an appreciable decline in South Africatls trading relations

with this country. The fact is illustrated by Table 13 below.

TABLE 1

PERCENTAGE OF MERCHANDISE IMPORTS BY COUNTRY OF ORIGIN

Year U.K. Rest of Common= UeS.A. Other Countries
wealth
1933 50.3 9.9 12.2 27.6
1934 48.7 10.3 16.3 24.7
1935 48.6 9.7 16.9 2.8
1936 46.3 9.4 18,7 25,6
1937 42.6 CIYA 19.5 28.5
1938 43.2 10,1 17.4 29.3
1939 41.6 12.3 19.1 27.0
1940% 35.9 19.9 24.4 19.8
1941% 29.5 20.1 38,0 12.4
1942% 38.0 25.1 19.8 17.1
194.3% 2.2 24.6 15.6 35.6
RTAA 23.0 24.2 17.6 35.2
1945 33.2 21.9 27.7 17.2
1946 344 16.9 26.4 22.3
1947 31.2 13.0 35.0 20.8
1948 33.4 "13.3 347 18.6
1949 41.7 15.9 25.8 16.6
1950 41.2 15.8 16.0 27.0
1951 354 15.8 19.4 2.4

1952 34.9 16.3 20.8 28,0

Source: T.H. Kelly, South African Journal of Economics, XXII
(March, 1954), 1, p. 85.

# Excluding Government Stores and Specie.
The other members of the British Commonwealth, taken together,
have improved their relative position. In the period of recovery from the

Great Depression, about 10 per cent came from these and other British
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dependencies. During the war, South Africa became much more dependent
on them as sources of supply, obtaining then (apart from Government Stores) as
much as a quarter, by value, from them. The proportion fell in the
period of heavy buying from the United States of Americd just after the
war and by 1950 it was about 16 per cent. Nevertheless, the other parts
of the Commonwealth have not compensated for the fall in the United
Kingdom?!s share. Whereas in 1933 the proportion of the value of imports
procured from all the British Commorwealth countr¥les was as high as
60 per cent, it was by 1948 only 46.7 per cent and has barely exceeded
50 per cent since. -> )

From Table 12 it would appear that the United States has, next
to the United Kingdom, been the largest individual supplier of South Africats
needs. The sﬁafe of the United States was on an upward trend from 1933 to
the outbreak of the war, increasing from 12~per cent to 19 per cent. The
first two years of the war saw the proportion double itself (i.e. in 1940 it
was 24.4, increasing to 38 per cent in 1941). Later in the war, presumably
as South Africa turned to other sources of supply, the U.S. proportion
receded to a percenfage comparable to pre-war years only to rise again
between 1944 to 1947 from 27 per cent to 35 per cent as shown on Table 13.

The proportion flowing from all other sources has remained
constant around 28 per cent for the period covered except for 1943 and 1944
when it increased t0435 per cent. This, Kelly asgribes to heavy diverslon of

purchases from South Americah countries, 'especially Argentina and Brazil.19

190 .H. Kelly, op. cit., p. 86.
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With respect to exporté a similaf pattern emerges. Table 14
shows the relative importance of Britain and other Commonwealth countries,
the U.S. and othér cogntiﬁee in relation to South Africdfs merchandise
export trade. Table 14 1s distorted for the years 1940=1944 by the
omlssion of valﬁes of wool exports, details of destination which were not
published by the Customs Department. The followling points are nonetheless
significant. Whereas before the war the United Kingdom took about
40 per cent of South Africats exports, the proportion since the war has
been little more than a quarter. Other parts of the Commonwealth taken
together increased their share from an average of about 15 per cent to
about 25 per cent, the proportion has remained steady at about 20 per cent
and compared with 50 to 60 per cent before the war. The inereasing impor-
tance of parts of the Commonwealth other thah Britain is partly explained
by the then growing trade with other British countries in Africa, especially
Southern Rhodesia.

These are the countries which constitute the main market for
exports of South Africat!s manufactures. The U.S. pre-war percentage was
less than 3. During the war, however, this percentage increased substantially
to about 19 per cent as shown in Table l4. This was t§ be expected, as
large Buropean countriles were cut off from supplies. As soon as they were
able to demand South African produce after 1947, American percentage
declined, but it was still about twice as much as before the war in 1948,
1949 and 1950. Exports to other non=British countries, at about 45 per cent
of the total, were still higher in relative magnitude than they were before
the war. Apart from 1941, when the Uniled States was the principal buyer
and supplier of South Africa, the United Kihgdam has always been the leading

market. The relative positions of other coumtries have, during the
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period 1925 to 1950, not followed a stable pattern. The opening of the

year 1950 was, thus, a period of a growing manufacturing sector causing

pressures on the foreign exchange reserves. This will be our next

consideration.

TABIE 14

PERCENTAGE_COMPOSITION OF EXPORTS BY COUNTRIES OF DESTINATION

(1932 - 1952)%

Year U.K. Rest of Commonwealth  U.S.A. Other Countries
1932 42.6 15.7 1.8 39.9
1933 38.0 14.5 3.2 Li.3
1934 4l.2 14..9 2.5 Ll.4
1935 42.6 13.0 2.3 42.1
1936 41.0 12.0 3.8 43.2
1937 39.5 13.1 3.5 43.9
1938 39.6 15.0 2.7 42,7
1939 40.9 17.5 8.5 33.1
190%% 52.2 27.4 11.2 9.2
19/ 1% 32.2 37.6. 19.3 9.9
19/ 2% 27.5 37.9 17.4 17.2
1943 2444 41.1 10.9 23,6
19445 23.6 37.7 5.5 33.2
1945 24.6 36.1 14.6 24.7
1946 20.3 21.4 19.9 38.4
1947 30.7 26.9 11.8 30.6
1948 28.3 25.3 7.4 39.0
1949 25.9 24.3 Te7 42.1
1950 26.5 20,0 8,8 LL7
1951 244 20.3 10.8 445
1952 27.2 20.9 6.8 45.1

Source: T.H. Kelly, South African Journal of Bconomics, XXII
(March, 1954), 1, p. 88.

*  Re-export
#% Excluding exports of wool.
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CHAPTER V

SOUTH AFRICAN TRADE DEVELOPMENTS IN THE 1950!s

Given the trends as indicated in the previous chapter, the
experience of the South African economy in the 50!'s merely emphasized
South Africals growing appetite for imports. Gold continued to play a

significant role in financing growth during this period as Table 15 shows.

TABLE 1

SOUTH_AFRICAN BALANCE OF TRADE
(excluding gold bullion)

Year In favour of S. Africa Against S. Africa
1951 - £123,567,619
1952 - £ 31,165,889
1953 - £ 85,746,444
1954 - £121,854,941
1955 - £112,007,851

Source: Union of South Africa, Foreign Trade Statistics
(Annual Estimates Department of Customs and Excise)

(Pretoria: Government Printer, 1951=1955j.

By way of illustration Table 15 shows, in value terms, the trade
deficit that South Africa had to finance with gold exports. An examination
of later years as shown in the Appendix clearly indicates that excluding
gold bullion, trade balance was against South Africa by an average of not
less than £100 million per annum throughout the decade. In 1958, as a
result of the relaxation of import controls, the dlsparity became large
enough to cause concern. The relaxations in import control were instituted
in 1951 with the hope that the South African economy would, by then, be

able to withstand foreign competition, after having enjoyed a relatively

11
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protected market for twenty-five years. This was not fo be the. case aa will
becoxre increasingly clear as we proceed. This decade’is significant to the
degree that it provides a period during which the protective polity of the
government could be put to a test.

For the sake of simplification, the South African forelgn sector
may Ee examined within the framework of the Department of Customs and Excise.
This department divided both exports and imporﬁs Into thirteen classes. |
Since facility will be achieved by referring to the commodities involved
by class, these will be set up in the manner they appear in most of the
trade statistics of the'countr&.l

Class I (a), (b) and (c) :consisss of.agricultural and pastoral products.
Class I (d) consists of foodstuffs.

Class II : Ales, spirits, wines and beverages.

Class III ¢ Tobacco.

Class IV ¢ Consists of fibres,vyarns, textiles and apparele-vessels.
0lass V ¢t Consists of metals, metal manufactures, machinery and vehicles.
Class VI ¢ Minerals, earthenware and glasswafe.

Class VIT ¢ 0ils, waxes, resin, paints and vehicles.

Class VIIIs Drugs, chemicals and fertilizers.

Class IX : Leather and rubber manufactures.

Class X : Wood, cane wi&ker and manufactures thereof,

Class XI ¢ Books, paper and stationery.

Class XII ¢ Jewellery, timeepleces and musical instruments.

Class XIII: Miscellaneous. -

1The Appendix shows totals of all these classes and specifically
excludes gold bullion. ,

s e e e
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Concerning Class I (a), (b) and (¢), South Africa was a net
exporter of these products with a considerable margin of roughly £70 million
in excess of imports per annum. Class I (d) had a similar position placing
the whole class into a category of a powerful source of forelgn reserve.

Ciass II began the decade as a net exporter. With the exception
of 1957 when this excess of exports over imports was as low as £900,264, it
has maintained this position throughout the decade.

Class IIT began the decade as a net importer with the exception
of 1952, when exports exceeded imports by £8,760. This excess of exports
continued into the following year. It amounted to £60,422 in 1953. The
reversal of this trend took place in 1954 when the class had an export sur-
plus of only £193,377 to be followed in 1955 by an import surplus of
£1,566,727. Thus between 1955 up to 1960 South Africa was a net importer
of tobaccoe.

Class IV emerged as a considerablé consumer of forelgn exchange.
This consumption ranged from £60 million in 1950 to £126 million in 1951
voth extreme years. This disparity persisted throughout the decade. The
average net consumption of foreign exchange per annum was roughly about

591 million.

Clags V, like Class IV, was an overall consumer of foreign exchange.

An annual surplus of imports over exports was £117.7 million for the whole
decade. In 1957 and 1958 the excess reached a peak of £12/ million and
£16/ million respectively.

Class VI was an overall net exporter, with an annual earning
power of approximately £6.7 millions in foreign exchange. This earning

power lmproved in the latter half of the decade, when it reached an annual
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average of £19.4 millions. It was these five years that raised the
decade's average to the £16.7 million mark. |

Class VII,on tﬁe other hand, was a: net importer with an annual
deficit of £41.7 million over the 10 years. This deficit seems to have’
remained stable during the years 1950 to 1960.

Class VIITI was another net importer. It began the decade with an
import surplus of about £5 million in 1950. This doubled in 1951 and
declined to £ million in 1953, only to rise the following year to £12 million.
This rise continuéd to the end of the decade, giving an average annual
trade deficit of £15.3 million over the ten years.

Class IX, X and XI emerged as net importers with annual averages’

of £5=7 million, £11.7 million and £16.7 million respectively.

Class XIT was a net exporter with an annual average of £17.3 million,
The years 1951, 1952 and 1953 experienced an export surplus of £26 ﬁillion,
£170 million and £56 million respectively. This tapered off towards the
close of the century. Information concerning this peculier behaviour ‘is,
however, not available. |

Class XIII was another net importer with an annual average of
£9.4 million over the years 1951 to 1960.

Thus Class I with an average contribution of £132.9 million per
annum to foreign exchange, stands second only to gold as a subsidiser of
the South African economy. Out of the thirteen‘olaeses considered above,
only four were net exporters. It should be clear that these four classes
with the exception of Class XII (consisting of jewellery, time-pieces and
musical instruments) were primary producﬁs and/or simple processed

materials like preserved foods,vwool,-sugar; etc. The picture which thus
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.emerges is that of South Africa as being predominantly a producer of

primary products.

For the entire period, gold helped to subsidize the trade deficit
incurred by the process of development. Considering the fact that South
Africa is not an agricultural country (with only 15 per cent of arable
land, poor rainfall and other accompanying weaknesses already dlscussed
in the earlier part of this study) it becomss clear that this sector of the
economy deserves much more aﬁtention than it has hitherto received. Gold
remains a wagsting asset. This fact, therefore, should underlie the importance
of lmproving general productivity in the manufacturing sector of the economy.

Before considering the review statements issued by the Governor
of the South African Reserve Bank for the light which they may cast on
developments within the fifties, it is necessary to indicate the importance
of forelgn investment for the continuing growth of the South African
economy, and the direction of trade.

In general, an examination of the role of foreign investment
is important. Forelgn investment is often a cause of much misurderstanding
in various countries. Some underdeveloped countries regard foreign
investment as an instrument of foreign control of their economy. Some
countries regard it purely as a supplement to domestic savings.2 In South
Africa, a simllar misunderstanding was expressed by some leading officials.’
The depth and breadth of this misunderstanding derived its support from

2This fact becomes even more pertinent when some highly placed officials,
who should know, claim that South Africa can enjoy & high rate of growth without
foreign investment~-cf. Digest of South African Affairs (Pretoria), Dec. 18,
1961, p. 4 and South African Scope (New York), August - September, 1960, p. 6.

i .e. Chairman of Industrial Development Corporation of South Africa
declared that "Development should, if necessary, be financed from the Union's
own resouzces ¢ « « oM cf, South African Scope (New York), August - September,
1960, Pe .
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statistics of financing of investment in South Africa, as shown in
Table 16.

TABLE 16

SOUTH AFRICA: FINANCING OF INVESTMENT, SELFCTED YEARSW

(millions of iand;a per cent of Total)

Value Per cent Value Per cent Value Per cent
Personal éavings 242 28 396 39 38 35
Corporate Savings 140 16 72 7 134 13
Current Surplus
of Public Authori- 110 12 126 12 136 13
ties
Depreciation
Allowance 222 25 334 33 392 37

Gross Domestic
Savings VAVA 8l 928 91 1030 98

Net Foreign ~ '
Borrowings 162 19 90 9 26 2

Gross Capital
Formation 876 100 1018 100 1056 100

#Source: United Nations, Department of Economic and Social Affairs,
Economic Survey of South Africa Since 1950 (New York, 1959),
p. 215.

8pand - £0.5 sterling.

~ Table 16 shows that during the selected years 1953, 1955 and 1957,
South Africa experienced a relatively high rate of internal savings. Such
a situation can lead to a general feeling that an economy can grow without

undue reliance on foreign lnvestment. S.S. Brand's4 study of the

4S.S. Brand, "Economic growth and the exxerné1 balance in South Africa,®
South African Journal of Economics, XXX (December, 1962), 4, p. 301.
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South African economy reveals that in the case of South Africa, such a
feeling was not justified. Brand contends that levels of investment such
as those shown in Table 16 are export measurements and, therefore, do not
necessarily indicate exwante requirements:of capital, foreign or demestic,
for financing a desirable growth rate. The conclusion from these data,
that South Africa can finance a definite growth rate without a net capital
inflow from abroad, reveals an incomplete appreciation of the role of
foreign capital in a developing ec:onom;v.5

The balance of payments problems of developing economies "result

from a specific input=output unbalances and disproportionalities that arise

in the course of growth rather than from the usually assumed grand imbalance

between the investment required for attaining a certain grewth rate and
domestic savings."6 From this viewpoint, in addition to supplementing or
perhaps substituting for domestic savings, foreign capital inflows have
also another function. This is the financing of imported capital goods,
processed intermediate goods and raw materials essenfial in the development

of the growing sectors of the economy.

The above argument is further re=enforced by Brand!s contention

oxpressed in the following:

The more simple view of foreign capital as a mere supplement to
domestic saving cortains the implicit assumption that there is
free substitutability between domestically produced capital
gocds, intermediate goods, raw materials and consumer goods,

and those imported from abroad. In other words, it implicitly
assumes thait, say an increase in domestic investment can be
realized wither by increasing domestic production of capital
goods, or by increasing imports of similar capital goods from
abroad, the choice being masde on the basis of cost or quality
differentials, and perhaps the availability of foreign exchange.

5Ibid.
6

Albert O. Hirschman, The. Strategy of Economic Develapment (New Havens
Yale University Press, 1961}, p. 169.
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This choice.is, however, not open to an industrially less
advanced economy, or one in which what industrialization there
has been, has been concentrated in final consumer goods
industries rather than in basic industries with strong forward
linkage. In such an economy, an increment of investment can be
realized only by increase in imports of capital goods, or at
best by increases of both lmports and demestic production of
caplital goods in fairly fixed proportions. It i1s thus easily
concelvable that a shortage of forelgn .exchange to finance
these additional imports may inhibit capital formation even
at a high rate of domestic savings.

It follows, therefore, that in a‘developihg country, the level

of investment may be Limited by the ability to import capitsl goods,

‘rather than by the rate of savings. This, however, should not distract from

the importance of domestic savings, no matter where it is derived. The
additional import capacity provided by an increase in foreign exchange
availability can onl& be translated into capital formation if accompanied
by the act of domestic saving. This point was made by Ragnar Nurkse in
his discussion of financing of capital formation in underdeveloped
countries, though perhaps without an equal emphasis on the function of
foreign exchange.8

To explain South Africat!s increasing dependence on foreign trade,
we may employ Brand's approach. He examines the structure of the South
African economy in relation to the balence of payments. This is shown
in Table 17 below. 'The value of metal products, machinery and transport
equipment produced in South Africa is shown in relation to the total net
output of manufacturing; presumably to give a rough indication of the

relative growth of "hardware" industries in the country.

7Brand,.og. cit., p. 302.

8Ragnar Nurkse, Problems of Capital Formation in Underdeveloped Countries

(Londons Oxford University Press, 1955), p. 88.
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SOUTH AFRICA: COMPOSITION OF NET OUTPUT OF MANUFACTURING
TN SELECTED YEARS*

(Per cent of the Total)

Metal Products: Machinery . All Other Total
Year and Transport Egquipment Manufactures Manufactures
1934-35 23.5 = : 76.5 ~ 100.0
194445 27.6 T2.4 100.0

1954=55 35.7 64.3 100.0

. #Sources Union of South Africa, Bureau of Census and Statisties
' (Pretoria), Jubilee Issue, 1910=-60.

Brand contends that, despite substantial advances suggested in
Table 17, South Africa haé remained dependent on foreign suppl:lgs of these
goods. This he illustrates by Table 18 below. .Here, it is shown that
a similar category of goods have increased their proportion of South

African imports since 1925.

TABLE 18

SOUTH_AFRICA: COMPOSITION OF IMPORTS IN SELECTED YEARS#

(Thousand of Rand; Per cent of Total)

Metals, Metal Manu=

Year factures, Maihinery All Other Imports Total Imports

and Vehicles\®

Valus . Per cent Value Per cent Value Per cent
1925 34146 25 100642 V4T 134788 100.0
1935 51142 3hek 97494 65.6 148636 100.0
1945 55846 25.4 164072 74.6 219918 100.0
1955(b) 304620 31.7 657360 68.3 961980 100.0
1958(b) 399794 36.0 711134 64.0 110928 100.0

(a) Excluding motor vehicles and parts.
(b) Including South West Africa. This change in coverage does not signifi-
cantly affect the present use of data.
®Source: S.S. Brand, "Economic Growth and External Balance in South Africa,"
South African Journal of Economics, XXX (Dec. 1962), 4, p. 303.
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The data in Tables 17.and 18 suggest that the structwre of
the South African economy is such as to require heavy rellance on imports
of capital goods to provide the real component of domestic invesiment.
A table compiled by D.G. Franzsen, showing the composition of South
African imports, is also helpful in this respect and is partially

reproduced below (Table 19).

TABLE 1

SOUTH_AFRTCA: IMPORTS BY COMMODITY GROUPS IN SELECTED YEARS®

(Thousand of Rand; Per cent of total)

1957 1958

Commedity Gfoup Value Per cent Value Per cent
1. Finished Consumer Goods :

Perishable 33,028 3.0 34,172 3.1

Other non-durable 155,868 14.2 138,346 12.4

Durable 76,896 7.0 84,074 7.6
2. Finished Capital. Goods 306,854 27.9 354,812 31.9
3. Intermediate Goods

Raw Materials 97,972 8.9 90,764 8.2

Processed Intermediate .

Goods o - 429 ’018 3900 408’760 36.8
TOTAL: _ 1,099,636 _ 100.0 1,110,928  100,0

#Source: D.G. Franzsen, "Some Aspacis of the Union's post war Experience,"
Growth and Stability in a Developing Economy (Pretoria: 1960),p.21.

The data in Table 19 not only support those in previous tables
but also show the relative importance of imports of raw materials and
processed intermediaté: goods in particular, both of which provide inputs

for domestic industries.
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A detailed breakdown showing the import content of capital
formation is not available for all sectors, but Franzsen does present
data based on information for largé mines which indicate that only 14.9 per
cent of capital goods used in the mining industry were imported in 1956
as against 20.4 per cent in 1946, 46.1 per cent in 1939, and 58.6 per cent
in 1930.9 The value of finished capital goods in 1957 (cf. Table 19)
was 29,1 per cent of the gross domestic capital formation in that year
(of. Table 16). With the figure for the mining as low as about 15 per cent,
it is evident that in at least some other sectors, the import content of
capital formation must have been substantially sbowe 30 per cént.

Some information on the structure of South African economy was
provided recently by D.C. Krogh.lo Krogh, who constructed an input=output
analysié of South African economy, found that with only two exceptions
a classification‘of South African industries, according to the relative
strength of forward and backward linkages, corresponds closely to those
made by H.B. Chenery and Associates for the U.S.A., Italy, Japan and Norway.ll
The relevant fact in this analysis was the predominance in the South African
economy of industries with a high backward linkage.l2 This predominance
of sectors with high backward=linkage is closely associated with a heavy

reliance on imports for supplying the necessary imputs of the economy.

9D.G. Franzsen, "Some Aspects of the Unlont!s post war Experience,®
Growth and Stability in a Developing Economy (Pretoria: 1960), p. 2l.

10D.C. Krogh, ®An input-output analysis of the South African Economy
1956=57,% South African Journal of Bconomics, XXIX (December, 1961), 4,
pp. 258=269.

11cf. Hirschman, "Strategy of Economic Development (New Haven, 1961),
pp. 106=107. cf. Chenery and Clark, Inter=industry Economics (New York, 1959),
p. 278,

12Krogh, op._cit., p. 264.
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Apart from the import and export classes already discussed in
the earlier part of this chapter, the foregoing illustration should suffice
to indicate South Africats great reliance on imports for her continued
gl‘OVbho

‘The implication of this pecullar structure of South Africats
economy was thrown into sharp relief in the decade after World War IT,
Brand expressing this phenomenon states thats

The share of gross investment in National product reached an

average of about 26 per cent over the period 1946=1958 as

compared to about 20 per cent in the upswing of the 1930%s.

At the same time the relative share in gross investment of

manufacturing industries, with its high import content of

both capital formation and current inputs,increased to mere

than that of the mining industry, thus reducing the adequacy

of the import financing Junction of the gold mining industr{

and leading to severe pressures on the belance of paymentse. 3

The pressures mentioned by Brand above occurred in spite of
14
substantial net inflows of foreign capital. The persistent running down
of gold and monetary reserves from 1946 onwards forced the authorities
to resort to direct measures of cutting imports of consumer goods. This cut
was’ effected through the introduction of a comprehensive import licensing
system in 1949, in terms of which preferential treatment was given to
imports of capital goods and industrial materials,’’
Measures designed to curb the level of domestic expenditure

may be adequate in the short run but when they take the form of cutting down
consumer goods, they pose a danger of inflation. Cutting down domestic
expenditure meens slowing down ths rate of development. Cutting down

on consumer goods apart from demanding corresponding deflationary policy

' ‘13Brand,' op. cit., p. 307. Note that references mentioned above have
demonstrated this conclusion by adopting a serles of approaches which we
need ndt enter into for the purposes of this study.

Yhcf, Brand, op. cit., Table VII, p. 307.
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can, by no means, be regarded as a solution. It is on this basis that
Brand suggests that a high rate of domestic savings should not deceive
anyone but measures must be taken to restore international confidence in
South Africa. This lack of confidence expressed itself by large outflows
of foreign capital during 1960=61 after the Sharpville incident.

Van Waasdijk, in his investigation into South Africals terms of
trade, contends that South Africats present concern with falling prices—-
apart from the concomitant decline of real income in mining and
agriculture=~is explained largely by the growling importance of export
earnings in the countryts balapce of payments. This is illustrated in the

following:

Had our present ratios of exports, and gold output to imports,
been the same as those prevailing in 1938, more concern would have
been felt at the fall in export prices. But unlike the prewar
days, when the value of gold production amounted to two or three
times the earnings from export, the latter source of foreign
exchange now exceeds the value of gold production by some 80 per
cent. Hence, the movement of export prices has become a matter
of paramount importance to the country. 17

In spite of the diminishing importance of gold as a major farelgn

exchange earner, its importance by now should be fairly clear. It may be
said with some jﬁstification thét had it not been for gold, the South
African manufacturing sector would have had to come to terms with problems
of efficiency soonmer tham it seems likely to. Gold has provided South \
Africa with foreign exchange to pay for its high import content, it has
provided the revenue for subsidizing railways, agriculﬁnre and other

serices. Gold has also enabled the menufacturing industries to maintain

16Thia point will be developed later when we examine the balance of
payments problems.

17
T. Van Waasdijk, "Changes in South Africa's terms of trade, 1950=1958,"

South African Journal of Economics, XXVII (June, 1959), 2, p. 119.
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inefficiency, sterming from careless use of labeur resources because the
urgency of their competitiveness in the international market was miti-
gated by the ease with which they obtained imported inputs of capital
goods financed from gold mining revenus. This situation has been further
prolonged by the opening of the Orange Free State gold mines which are a
continuation of the Witwatersrand rock formation.

According to WeP. De Kocki® the hisbbry of these fields dates back
to the early days of the discovery of the Witwatersrand. With the advent
of geophysical methods of exploration, so successfully applied by the goMflelds
fest of Randfontein, there followed a sequence of discoveries. This,
allied to the increased gold price in 1932, and again in 1950, changed
geld mining in South Africa from a rapidly declining industry in the early
thirties to a strong, rejuvenated industry, which will not reaéh its zenitiz
for several years to come. By 1951, the Frse State gold fields had

emsrged from the prospecting stége and entered the development stage. The

R I I U T R S e

PRSP S AT

first two mines were expected to commence production within a year ending
June, 1952, and the remainder within a decade. De Kock forecasted full

capacity production by 1966. The tempo with whichjthe remaining mines

eledid s SR

would enter the list of producers was considered to be dependent on severai
factors of which the availability of labour supplies would be the most
serious.

The significance of these mines may be assessed from the
follouing statement by De Kocks

Present indications are that the grade of the 13 developing mines
in the Free State will be appreciably higher than that on the Rard

e d e S Ve T e Sl Dl 1

18H.P. De Kock, *The Influence of thd Free State gold flelds on the
Union's Economy," South African Journal of Economics, XIX (June, 1951), 2, p.729. ,
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and even if the prospective mines are included, it is still a
reasonable assumption that the average grade in the Free State
will be considerably higher than on the Rand. What the actual
difference will be, can only be determined after much more
intensive and extensive development has been accomplished.
Tentatively, we can from all avallable evidence assume a grade
of between 6.5 and 7.5 dwt., with an average of about 7 dwt.

An esimate of the Govermment Mining Engineers! Department
places the total gold production of the Free State at
350,000,000 ounces, valued at £4,344,000,000. In comparison,
thé total gold production of the Rand to the end of 1950 emounted
to nearly 472,000,000 ounces, but as a large proportion of this
production was sold at 8, shillings per ounce, the net selling
price of the Orange Free State gold production at the current
price would exceed that of the total gold production of the
Rand to date.l?

From the above, it seems self=evident that this enormous
production, which represents new currency, would have a profound and
lasting influence on the economy of South Africa.

It is rather difficult to assess the cpntribution of these

nmines over the last decade since figures isolating their contribution are

not available. Yet their influence can be seen from the emerging centres t

of Welkom, whose attraction for industry and services remains a testimony }
that the Free State mines are going to play an increasingly important role
in the growth of the economy. Needless to say that the 1950's experienced

an upward trend in gold production as Table 20 below indicates.

191bi4., p. 6.



)

126.
PRODUCED BY SOUTH AFRICA
Year " Fine Ounces South African Percentage
1951 25,866 S L5
1952 26,485 446,
19538 24,500 ‘ 48,7
1954 25,900 51.1
1955 - 27,200 53,7
1956 28,300 56.2
1957 29,400 57.9
1958 30,300 58.3
1959 A 32,500 ' " 61.7
1960 : 33,900 . 63.1

8)s from 1953, figures exclude U.S.S.R.

Source: A.J. Norval, “A Quarter' of a Century of Indugirial Progress
in South Africa (Capetown: Juta & Company Limited, 1962), p.l5l.

The Balance of Payments problems which characterized the 19501ts

are illustrated in Table 21. This table also underlies the role of gold in

‘easing this problem.

Table 22 completes the pattern of trade that was outlined
in the previous chaptei'. This table indlcates that the most significant
change in the origin of South African imports was the rising share of
Western Buropean countries. ‘

From Table 22, it séems clear fhat the United Kingdom and Western
Europe constifute SOtihh Africats main source of foreign exchange. However,
it is also evident that South African exports ‘Eo underdeveloped countries,
including Rhodesia and Nyasaland, are lnrgér than imports from these areas

in percentage terms. Rhodesia and Nyasaland had a very stable proportion of

IR L



TABLE 21
SOUTH AFRICA: BATANCE OF PAYMENTS
(£ m.)
1955
Current Accounts . :
Export, fe0.b. ,370
Import, foOobo 489
Trade Balance _ =119
Net Bxpert of Gold_ 183
Other Current Items (Net) =109
Balance . - 45
Capital Account
0official Loans 16
Short Term Liabilities - 1
Net Private Capital Movements 10
Balance 25
Change in Gold and Foreign
Exchange Holdings - 20

196

412
501
- 89

193

=105
- &

1)

3 \ON{—\

1957

446
558
~112
214
-112
- 10

2
7
- 29

- 20

- 30

South Africats exports throughout the decade of the 1950's, whilst

1958

290
441
=151
160
- 88
-7

10
27

20

57

- 22

Europe had a much less stable series, a situation which seems to have

coincided with some of South Africafs severe balance of payments strains.

Source: The Economist Intelligence Unit Limited, Union of South
Africa - Annual Supplement (London, February 1960), p. 10.
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TABLE 22

SOUTH AFRICA: EXPORTS BY COUNTRY OF DESTINATION
(Per cent of total; Bxcluding gold bullion)

Rhodesias
United Western and United

Yoar Kingdom Burope Nyasaland States Japan Others

1950 26.5 33. 10.20 8.7 - 2’0.9

7 o
1951 24.0 29.5 11.27 10.7 0.7 23.8 C
1952 25.2 33.9 12.08 - 7.0 1.5 20.2
1953 26.2 31.5 12,50 6.0 ‘1.0 22,8
1954 29,0 21.9 15.50 Te5 2.0 2.1
1955 31.2 18.0 15.0 8.0 1.6 26.2
1957 27.3 - - 21.9 1444 6.3 2.2 28.9
1958 29,8 - 18.3 13.7 7.1 1.3 29.8
1959 28,1 18.1 13.7 9.1 3.1 28.0
1960 30.0 37.5 13.2° 6.8 3.8 18.7

Source: Adapted from Union of South Ai‘rica, Trade . Statistics, -
_ Department of Customs and Excise (1950l :

We have dealt se far with intqfnal var:lables which have ra:léed
South Afrieats propensity to consume foreign exéhange in excess of its
ea.‘rﬁing capacity. We have outlined the role of gold in this development.
We have also indicated the pattern of trade that flo\}s from this structure.'
Yet, among the most influent;!.al factors in South Affica's growth were
exogenous variables. The Second World War helped South Africats manufac-
t&ing industry by lessening compstition which would otherwise have comse
from Ed.ropean producers. Tﬁe post-war boom éuatained the proceass of
growth by providing a growing demand for goods.and services. The Korean
War further reinforced this process. It is in the light of the above that
the follewing remark becomes reztlevant.l:ao l

The past eighteen months to two years have, over a large part of
the world, been characterized by a resurgence of inflationary

20

Bank to a meeting of shareholders August 8, 1956," South African Journal of
Economics (September, 1956), 3, p. 184.

e
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B.H.D. Arndt, "Addrdss by Deputy Governor of the South African Reserve




pressure and the increased application of the various instru=-
ments of monetary policy as a means of countering this trend,
even in countries such as Australia, which had formerly relied
almost exclusively on direct comtrols. In the United States,
for example, the discount rates of the majority of Federal
Reserve Banks were raised progressively from 1 to 23 per cent
by April, 1956, while in the United Kingdom the rate was
likewise raised from 3 per cent to 5% per cent by February, 1956.
In fifteen countries of Europe and the Commonwealth alone, no
fewer than twenty=gix rate inoreases were effected between the
beginning of 1955 and June of this year (1956). . .
Acc‘ording to iﬁbhe same author, the basic trouble was an excessive
level of agg}egate demand. Whether this was due to hereaaes in private
consmption,gmrnmnt spending; or inveétmerit, it did lead to overall
full employment and :I.ni‘,la.ticm.:21 As might be expectegi,“‘ South Africa was,
by no means, an. exception. There were however some labour shortiges,
bottlenecks of various kinds, back-logs in respect of housing, power,
transport and other services.
According to the same address, during the year ended in
June, 1955, the Union's net income increased by £187 million to a total of
£1,633 million. ~This was equivalent to 5% per cent increase compared to
8% per cent the previous yea.r.22 With allowance made for the general
increase in the price level and the normal population increase, the real
national income per head of population would appear to have increased
only slightly. The Union's balance of payments, which in 1954 had shown &
surplus of £44 million, revealed a deficit of £20 million in 1955.
On the current account, exports of merchandise increased by
£37 million in 1954=55. This increase was caused mainly by an increase of

£15 million in exports of wmmudmss.Although diamonds lesd, fruit and maize

A1bid.
221pid., pe 187.
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accounted for a further £13 million, net gold output increased by -
£18 million. The liberalization of import control during the second half
of 1954 and early 1955, however, was reflected by an increase of £48 million
in merchandise imports for the year ending June, 1955. Net payments on
visiblécacoount also increased by £15 million., The effect of the |
latter increase was a reduction of ‘52 million in the defieit on current
account to £28 million. |

The capital account showed a marked deterieration in 1955 as
compared to 1954. The et capital inflow fell from £74 million in 1954 to
£8 million in 1955. The net’ ofﬁcial receipts amounted to £3 million.
There would appear to have been a net inflow of £3 million in private
capital. The latter excludes a decline of £2 million in shorteterm
foreign liabilities of the banks. Identified receipts of private capital
amounted to £14 million, and the net on;tflow of unidentified private
capital was in the neighbourhood of £17 million.:

This last mentioned outflow, according to Arndt,23 consisted
almost entirely of sterling. Ittook place mainly in the second quarter
of the year ending June, 1955. The principal factor responsible for
this outflow would accordingly appear to have been a considerable net
sales of South African gold shares by United Kingdom holders to Union
residents. But it is also poassible that higher rates of interest
prevailing in London markets encouraged retention of some South African
funds in that centre and also expedited remittance of funds to meet
obligations in the United Kingdom. |

231biao, p. 188,0
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The decline of £20 million in the Union's reserves during 1955
had been anticipated when further relaxation of import control was 3
agreed upon towards the end of 1954. It, therefore. gave no cause for '
alarm. The reason for this relaxnﬂon seems to have been an expected
increase in gold and uranium output as well as an antlcipated increase
in exports. - _

The following year (1956) was described by the Governar of the
Reserve Bank as follows:

The outstanding feature of the Unlents balance of payments
in 1956 was that, for the first time since the end of the war, it
showed not only a surplus on current account, namely £10 million, .
as contrasted with an average annual deficit of £39 mXllion
during the three preceding years, but also a deficit of £2 million
on caplital account, as compared with an average annual surplus of
£37 million during the three preceding years.
On current account, there was an improvement of 238 million
between 1955 and 1956, which resulted from increases of £15 million
in the net gold output and £42 million in merchandise exports as .
against increases of £19 million in imports and £10 million in net ;
current invisible payments abroad, mainly in respect of freight :
dividends and profits. Of the increase in merchandise exports, '
uranium accounted for £9 million, other mineral preducts accounted : |
for £10 million, wool £13 million, and other products £6 million,
while, ia the case of imports, there was an increase of £12 million
in Govermment stores as agalnst & decline of £13 million in other
imports. On capital account (including tbede credits) the deficit
of £2 million resulted from net repayments of more than £3 million
in respect of official loans as against a net inflow of private
capital of approximately £1 million. 24

From the same address, the following facts emerge: namely, that
South Africa received £ million from drawings under a loan granted by the
World Bank at the end of 1955.%° On the other hand, repayments of foreign
debt by the Government amounted to £5,400,000 of which £3.6 million
represented instalments due under previous loans granted by the

W ' -
. De Kock, "Recent Eeonomic and Financial Developments in the Union,*
South Afriean Journal of Economics, XXV (September, 1957), 3, pp. 187=202.

251b1d., pe 190.
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International Bank, and £18,000,000 a repayment, at maturity of a
five=year loan from é.;_rgrbup of Amerisan banks. These net repayments of
over £13 million during 1956 were in sharp contrast to the net receipts
of £13 million during 1955, which accrued from loans raised by the

Government in the United States and the I\Iei‘.herland's:..26

In the case of private capital movements, however, the net
inflow of £1 million during 1956 contrasted with net outflow of about

£3 million during the previous year. There was, however, also a decrgase

in net identified private receipts from £4 million in 1955 to £12 million.
This means that the net outflow of unidentified private capital declined
from £17 million in 1955 to £11 million in 1956.%/ This fact would appear

to be attributable to a substantial decline in net sales of Squﬁh African

securitles by foreigners to Union residents; and to the restriction

imposed by the Government on exchange transactions with the Sterling Area

by Union residents. This device was intended to protect the local market

against the attraction of the considerably higher level of short term

rates ruling in London during the period from February, 1956 to
February, 1957.

In March, 1957, the Government decided to introduce further

relaxation of import control. The effects of this showed in the balance

of payment setback of the year ending June, 1958. There was a sharp

decline in the Reserve Bank's gold and foreign exchange holdings from
£126 million at the end of June, 1957, to £76 million at the end of

June, 1958. This tendency contrasted sharply with the favourable

26
Ibide

2T1psd., p. 191.
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developments prior to the year 1957/58.
This is revealed by the report of the Reserve Bank when it
states thats

Revised balance of payments estimates, incorporating results of
1956 census of foreign assets and liabilities, taken by the
Reserve Bank indlcate that, during that year, the Union had a
surplus of £11 million in its total balance of payments, namely
a surplus-of £, miilion on current account and a net capital
inflow of £7 million. As far as the cwrrent account was
concerned, the attainment of a surplus represented a great
improvement over the precediag ten years, whlch had shown a
substantial annual deficit, Moreover, during the first half of
1957, the position improved even further, in the sense that

the customary seasonal deficit on current account was reduced
to nil, as compared with £30 million during the first half of
1956. Indeed, during the twelve months ended June, 1957, the .
current account showed a surplus of no less than £34 xnillion,28
which probably constituted a peace time record for the Union.

It was against the background of these favourable trends that

further relaxation of import control were introduced in various stages

during 1956/57.. It was from the middle of 1957, hqwever, that the position

of the ocurrent account began to change. During the second half of 1957,

for example, it showed a deflcit of £13 million as against theA surplus of

£34 million during the corresponding six months of the previous year.

De Kock suggests thats

The reason for this sharp deterioration on current account was,
firstly, an increase of £45 million in imports over the figure
for the second half of 1956, as compared with an.increase of
only £11 million in total exports excluding the net gold output,
and secondly an increase -of £13 million in net current invisible
payments.

The current deficit, however, was not the major factor responsible
for the decline in the Union's gbld and exchange reserves during 1957, taken

&3 a whole. According to later estimates, it accounted for only £13 million

28M0H0 De Kwkg 21). Cito’ mI (_September, 1958), 3, Pe 185-
P 1vid., pe 188.
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of the total decline of £31 million during that periocd. The remainder
was attributable to a net capital outflow of £18 million, namely a net
outflow of private capital of £27 million as against a net inflow of
£9 million in respect of official and banking institutions, including
éhor'b term advances of £7.1 mlllion received by the Reserve Bank from
an International Banking institution.

As regards ﬁhe outflow of private capital, net repayments of

unidentified loans amounted to £10 mill‘ion, while stockbroker returns

‘showed net purchases by Union residents from foreigners of about £12 million

of Union securities. According to De Kock, in addition to long term investe
ments made by Union residents in other countries, there was a net outflow
of short term funds. Furthermore, the Union financed a larger proportion
of its forelgn trade itse]i‘.Bo

To a large extent these capital movements would appear to have
been attributable to higher interest rates elsewhere and the lax applica-
tion of exchange restrictions vwhich were then in force.

As far as the first half of 1958 is concerred, there was
actually an estimated net capital inflow of £41 million. The Union Govern=
ment recelived £12.9 million from the International Monetary Fund, £2.1
million net from the International Bank and £8.5 million from loans raised
in New York. The Government, therefore, received a net amount of £23.5
million from abroad, while the Reserve Bank obtained a further advance
of £3,6 million. In addition, there was also a net increase of £10.6 mil-

lion in the foreign liabilities of the commercial banks. As regards other

. caplital movements, there was a net inflow of about £3 million, after

30Ibido 9 Po 189.
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allowing for net repayments on uranium loans of £2.4 millione

Notwithstanding this net capital inflow of £1 million, the
Union?s gold and exchange reserves showed a further decline 61‘ £29 million
during the first half of 1958, Thus there was a current deficit of no
less than £70 million.31

Taking the year 1957/58 as a whole, total exports were only
£16 million lower than during the preceding twelve months, whereas
imports showed an incxjease of no less than £80 million. Thus, it can be
sald that there was an abnormal increase in impo_rts especially of motor
vehicles and textiles.

In the year 1958/59, there were some changes in trends. From

July, 1958, imports were in every single month lower than in the corres-

. ponding month of the previous year. The result was that total imports

in 1958/59 amounted to £505 million as compared with £593 million in
1957/58.%% |
Merchan@ise exports, unfortunately, also declined further
during the second half of 1958. Compared with £445 million in 1956/57 and
£,19 mi1lion in 1957/58 for example, they amounted to only £391 million
in 1958/59. Fortunately, however, the net gold output increased from
£21/ million in 1957/58 to £233 miliion in 1958/59. The net effect of
all these.changes was that.the current balance of payments changed from
a deficit of £78 million in 1957/58 to a surplus of £14 million in 1958/59.
In describing the year 1959/60, De Kock contrasts it with the

two previous years, and accordinglys

3l ater estimates placed the current defioit at £78 million.
B%OH. DQ’KOOk, OPe cito, XXVII, 3, PPe 203=218.
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The third year 1959/60 emergea as a period of gradual return

to more normal relationships between the main items in the

current aceswnt.. Thus imports increased from £506 million in

1958/59 to £537 million in 1959/60, which although still

relatively low if account is taken of considerable declime in

inventories between the middle of 1958 and the first quarter

of 19604 would nevertheless appear to have been a level at .

least more normal in relation to gross national product, than

that of elther of the two preceding years. Merchandise

exports, in turn, increased form £391 million in 1958/59 ts

£453 million in 1959/60, which was someithat in excess of the

figure for 1956/57. Since the net gold output increased

from £233 million in 1958/59 to £263 million in 1959/60 and

net current invisible payment rose by £ million, the final

result was a further considerable improvement in tihe current

account, namely from a surplus of £13 million Sas revised)

in 1958/59 to one of £68 million in 1959/60. 3 '

From the same address, the following emerge:

(a) That on capital account, the balance of payments suffered a
severe setback during this peri‘éd.

(b) Compared with a net inflow of £31 million during 1958/59, there
vas a total net outflow of £71 million during 1959/60.

'('c) That the official and the banking sector was responsible for a
net outflow of £7 million during the latter period, which
meant that we can suppose that the net outflow of private

- ca'pitﬁl amounted to as much as £71 million.

The main facter contributing to this outflow was the net purchase
by Union residents from foreigners of about £35 'm‘iilion worth .of securities
listed in the Johannesburg stock exchange. Although uhis took place
mainly during the first half ‘of- 1960,‘- there were aflreédy signs during
1959 ofml selling by 'fhéﬁqﬁldus'. * Thus';the net outflow,
through this chanhel, amounted to £7 million during the first half of

1959, £14 million during the second half of that year and £21 million

3 Bné Kock, og c'it., XXVIII (September, :196b), 3, pe 194.

T A A, € L A R AN BT T T T A PN ST S YR NI IOT A SN TR TR T R L L e e g A A e




LEl

during the i‘irst. half of 1960. ‘ In addition, there was again an
appreciable nat nﬁtflbw of Union res:idant.é' fundé for direct investment
mainly in the Eed_eratidn of Rhodesia and Nyasaland. In contrast to the
previoﬁ_s year, there ﬁere also substantial net withdrawals by foreign
investors of short term as well as long term funds through other
channels than the stock éxchange.. |

Th_e net effeet In the balance of payments was a de‘cline from
18,/ million of foreign exchange reserves at the ;and of Juns, 1959, to
£110 million at the end of Jume, 1960. This decline seems o have
carried over into the year 1960/61 as De Kock?s addrgés indicated.

The defiecit in the South African balance of payments cannot,
a3 has frequently been the case in the past be attributed to
excessive imports relative to exports. According to provisional
balance of payments estimates for 1960/61, compared with
figures for the previous year, “here wiks indeed an increase of
£15 million in merchandise exports, and net gold output,
but even after allowing for an increase of £22 million in net
current invisible payments, there was still a surplus of
£17 million on current account as a whols. .

The real cause of the net deficit was the continuation of
a considerable outflow of capital. Thus while there was a
surplus of £19 million on current account in 1960/61, the
countryt!s gold and exchange reserves showed a decline of
£37 million. In short, there must have been a net capital:
outflow of £56 million, in addition to £82 million in the
previous year.

This capital outflow during the two years (1959/60 = 1960/61)
originated entirely from the private sector in contraat'to the official
and banking sector. The latter was actually responsible for a net
inflow of about £3.5 million during this period after taking into account
drawings of £13.5 million on the International Monetary Fund. The net

St i b b Lk b e ok UMY St 2o a2 ey b e’

BI'Da Kock, op. eit., XXIX, 3, p. 176.
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capital outflow, however, amounted to £41.5 millien in 1959/60 and
569 million in 1960/61.

The main reason for this continuous priwte-éapital outflow
would seem to be the decline in foreign confidencé in Soﬁth African
investments, which was accentuated by police shootings of unarmed men,
women and children protesting" against apartheid restrictions. This
event took §hce' in SharprVilie in March, 1960. De Kock suggested,
however, that this attitude of foreign investors can be attributed. to
indiscriminate association in their minds, of conditions in South
Aﬁ'ic7 with those of other parts of Ai‘rica. _

The decade of the 1950!s closed, therefore, with South Africals
economy having clearly defined the crucial role of foreign éxchange and .
forelgn capital in meeting the requirements of the growing economy.

Thus the effects of protection has been to foster.ax} qcohonv heavily

dependent on foreign trade.

. b
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- in the presence of stringent controls on consumer imports.

c Vi

CONCIUSION

The growth of the South African economy has indeed been
phenomenal. The role of geid in this development has been almost allw
persuasive. Its discovery openéd South African industrialization. It also
brought with it large supplies of foreign capital which have played an
important role in South‘Africa!s growth. Even as recently as 1960, gold
alone accounted for 38 per cent of the country's exports, and over
40 per cent of the import bill was paid froﬁ,gold reserves. Thus, the
entire growth of the manufacturing sector of the economy owes its
inspiration to the gold mining industry.. Improvements in the
agricultural sector. were stimulated by the mérket which the gold fields
fostered and the ports which served lt.

However, the years that are relevant to this study reveal that
South Africat's development has been characterized by a continual trade
deficit which as the cbuntry advanced, could not be adequately offset by

gold production. This means that the South African economy,as it developed,

increagingly became reliant on trade. With devélopmant, there was a
proportional increase of pressure on. foreign exchange reserves. This
phenomenon, was both the result of the developmental process itself and of
income effects. It is in thisAregard that import restrictions have‘been

instrumental in restraining the drain of foreign exchange reserves.
The relative stickiness of native wages must have done much to

ease inflationary forces which the economy would inevitably have faced

The extent to
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which this influence has been éxercised is difficult to assess with the
available data; howéver , this policy (which was pursued psrtly as a convention
aﬁd partly enforced by Statute) has not been without its.cost. The restrice
tion of non-whites -to unskilled occupations has tended to cause a waste of
labour resources in the .Mer- outlined by He. Myint. Migrato;'y labour
has had its cost in terms .of both Joss of efficiency in production and
the general disruption of traditional Bantu life and cultﬁre. The African
peoples have not received an acceptance into the industrial community
of which they are a part. Their tribal social patterns can no longer
offer them security in a vastly changed environment. Finally, migrant labour
system encourages the numerous Africans to become acquainted with a variety
of occupations without ever becoming competent in any. This is a serlous
impairment to their productivity.

It has been stated earlier that the cheap labour policy of
South Africa encourages an equally careless attitude in management. It
has also deprived management of the motivation that underlies technical
progress. The management is not compelled by rising labour costs to
oreate labour saving teshniques which, in turn, can stimulate the general
productivity of the economy. Thus, after twenty=five yéars, South
African manufacturing industry could not earn,unaided, its requisite foreign
exchmige. ‘

The other significant inhibiting facter to economic growth in
South Africa has been the chronic shortage of skilled workers. These have
had to be supplied by immigration from Burope at a cost that serlously
prejudices South African competitiveness in its manufactured products. This
situation has he.d the general effect of cancelling any gains the country
night claim from the existence of cheap labour policy.

S
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The general picture which emerges from this study is that of an
economy with a high importe-consumption, non=competing labour groups;
inefficient manufacturing sector, thatvis'caught between the countryfs
raclal policy on the one hand, and the demands of efficlency on the other.
The underlying trends would seem to indicate»thgt'inefficiency:yill be
preferred to an integrated non-racial society.:

For developing countries, however, the South African experience
has much to offer. It-isjciear from this study that the growth of the
South African economy has been influenced to a very large degree by the
government, through a great variety of instruments, such as credit faciw
lities for young industriea,'puhlié investments where risks are too large
for an individaal investment, the setting up effﬁesearch Institutes and
other organizations specifically concerned with fostering growth. The
establishment of the South African Coal, Oil and Gas Corporation, Iron and
Steel Industrial Corpération Limited and others, #ature prominently in
this regard. The setting up of the Gouncil for Scientific and Industrial
Research is a laudable attempt at making available fruits of research to
small industries==s feature which has: become permanently‘aséociated,with
economies of séale characteristic -of large cerporations.

Yet the relative sparseness of the couniryis population and

relatively low puréhasing power of the non-whites, who form a large portion
' of the population,’inhibits the development of an internal market required

~.

The degree to which South Africa's non-economic facters have
inhibited growth is apparent, but remains difficult to assess in '

‘quantifiable terms. Its racial policies have greatly poisoned attitudes
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affecting relations between men of differentmraces at the time when serious
attempts are being made elsewhere to improve race relations. The denial

of rights to people whose only crime is their race, seems difficult to
Justify in a world that seeks to efface the past and tackle serious economic
problems of underdevelopment.

The developments in March, 1960, when a crowd of men, women and
children, protesting against the inhuman restrictions which South African
racial policy imposes on them, were ruthlessly dispersed, do not augur
well for the future. International conscience was stirred with the stock
exchange providing the most spectacular indicator of the effects of the
collapse of confidence both inside and outside the Union. Though gold
shares were exposed to a wave of selling from February énuards, the
index of the Orange Free State gold mine shares was still at 128.0
(1958 = 100) immediately before the Sharpville violence.l Thereafter,
prices fell steeply and the Oraﬁge Free State index was dowa to enly
102.9 by May 10 of the same year,

'Industrials? also declined, though less seriously, from 116
on March 15 to 103 on May 10. The total fall in the Union security values
since March 18, the date of Sharpville, has probably been in the order of
£200 million.

However, South Africa survived this 'erisis and the early sixtiles
seem to have experienced a boom which started in 1962 ending with the

close of 1965.2 The Govermment was largely instrumental in bringing about

1
c.f. Economist Intelligence Unit Litd., "Union of South Africa,

. Quarterly Economic Review (London, June 1963), p. 63.

2American Committee on Africa, 'A special report on American involvement
in the South African Economy,® Africa Today, XIII (New York, January, 1966),
p. 10.
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this recovery as the following indicates:

One other side of fore:lgn interests in South African economic

affairs is the outright loans or credits which the U.S. and

International banks have made to the South African Government.

Initially loans from the U.S. banks and from the World Bank

and Export=Import Bank of Washington were made in the fiftles

to help finance expansion of transportation and power systems.

But following a severe drain on South African reserve in 1960

after the debacle at Sharpville, more than $100 million was

raised or repewed for South Africa. In addition to these loans

and credits, the South African Government was forced to take

measures to cut imports and deny repatriation of capital to

foreign countries. At one point, the gold reserves dropped

below the $2.8 million mark despite these checks, although

eventually the protective policies and credit extended by the

International Monetary Fund and private individuals and

ingtitutions had their effects and the South African economy

again revived and made a tremendous come back.3

From recent reports, it would appear that the most recent boom

further accentuated the balance of payments problem. A major crisis in
‘currency reserves was only averted by a large inflow of capital. It would
seem that the economy is not entirely out of danger as the following suggest:
WClearly the boom has ended, and with it inflationary pressures. But then
what happens if foreign capital, most of which is short term, is withdrawn?
Private capital saved the economy in 1965, it could just as easily wreck

it in 1966."4'
Some of the anxiety seems to stem from the upwerd pressure of
wages and salaries which, having been raised in certain sectors of employment,
way continue to rise in the remaining sectors of the economy. This it is
fell might further prejudice the competitive position of South African
exports at a time when the country needs them so badly for continued growth.
Concerning the direction of South African trade, conclusions are

oven harder to draw. Whilst it may be inferred that South African demand

31bid.

4Bconomist Intelligence Unit Ltd., op. cit. (January, 1966), p. 4.
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this recovery as the following indicatess:

One other side of foreign interests in South African economic
affalrs ls the outright loans or credits which the U.S. and
International banks have made to the South African Government.
Initially lcans from the U.S. banks and from the World Bank
and Export=Import Bank of Washington were made in the fifties
to help finance expansion of transportation and power systems.
But following a severe drain on South African reserve in 1960
after the debacle at Sharpville, more than $100 million was
raised or renewed for South Africa. In addition to these loans
and credits, the South African Government was forced to take
measures to cut imports and deny repatriation of capital to
foreign countries. At one point, the gold reserves dropped
below the $2.8 million mark despite these checks, although
eventually the protective policies and credit extended by the
International Monetary Fund and private individusls and
institutions had their effects and the South African economy
again revived and made a tremendous come backe.

From recent reports, it would appear that fhe most fecenx boom
further accentuated the balance of payments problem. 4 major crisis in
currency reserves was only avertéd by a large inflow of capital. It would -
seem that the economy is not entirely out of danger as the following suggest:
WClearly the boom has ended, and with it inflationary pressures. But then
what happens if foreign capital, most of which is short term, is withdrawn?
Private capital saved the economy in 1965, it could just as easily wreck
it in 1966.“4

Some of the anxlety seems to stem from the upward pressure of
wages and salaries which, having been raised in certain sectors of employment,
may continue to rise in the remaining sectors of the economy. This it is
felt might further prejudice the competitive position of South African
exports at a time when the country needs them so badly for comtinued growth.

Concerning the direction of South African trade, conclusions are

even harder to draw. Whilst it may be inferred that South African demand

31bia.

bBconomist Intelligence Unit Ltd., op. cit. (January, 1966), p. 4.
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pattern is like that of most developed countries, it may be equally
inferred that this is purely an income effect resulting from the growth
process peculiar to all developing countries as they experience rising levels

| of income. It willl be recalled that according to S.B. Linder, as cited
earlier in this study, trade in primary products is explained mainly
by_ factorhendownents, while trade in manufacturing is explained mainly by
similarity of demand patterns in the trading countries. Industries are
supposed to develop in a country because of the existence of an internal
market potential. An industry is able to expand and export once the home
market has grown to enable industry to attain significantly large scale
economies to become competitive in world markets. The strongest market
is, in turn, found in a country with a similar per capita income.
Deviations frum this pattern are perhaps obvious in the South
African case, because of the sparseness of the population and because the
purchasing péwer of the nakive population is artificially limited. Yet
manifestations of Linderts a.rgmnex;t appear when we assume Rhodesia, Zambia
and Malawi (formerly the Federation of Rhodesia and Nyasaland) to be South
Africa's internal market. Most of South Africa's manufactured products have
been finding their strongest market in this area during the period 1950=~1960.
Thus, an average of 1, per cent of South African exports went to this area
whilst South Africa only obtained 3 per cent of her imports from this
region. Otherwise, South Africa's trade would seem to be strongest in those
products which Linder earmarks as dependent on factor endowment and her
relatively weak manufacturing sector would seem to indicate that in spite of
the Rhodesian market, her internal market is not optimm. Most of her
imports, however, come from the already developed countries, notably the

Gnited Kingdom and Western Europe. Inasmich: as a substantial portion of

i
i
i
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South Africat's exports found their way to other underdeveloped countries,
these countries camnot be considered strong markets as the percentage
trade with these was spread wide and thinly. In view of this, there would

seem to be a great deal to be said for Linder's argument though more
studies would be required to generalize it.

Given the problem which the racial attitudes of its ruling minority

introduce into the economic fabric, South African growth has indeed been

remarkable., Tt is to be regretted that a country with so much potential

should be hampered by old fashioned race relations. Greater use of indi=

genous labour (African) more efficiently would improve the performance of

the economy considerably. By cutting costs to reascnable levels, the economy

could enhance its competitiveness abroad.  This would, in turn, lead ito a
gereral improvement in the living standards of 80 per cent of South Africats
people. The intermal market created thereby would further strengthen the

struggling manufacturing sector laying a solid foundation for a modern
economy with mass consumption.

The implication of a healthy, well-developed economy in the
Southern tip of Africa could greatly ald in the growth of its northern
neighbours instead of the painful relations to date that are caused by
South Africats racial oppression within.

There are enough signs, however, that the Government, within the
limits imposed on the country by apartheid and the international communityts
reaction towards it, has done much to sustéin the present rate of growth.

Politically, this has been done by repeating to the world that the Africans
have a homeland somewhere in the country.

world will £inallly believe, it is hoped.

By this repetitive process, the

At this point in the development
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of Souﬁh Africa, domestic capital formation is sufficient to finance a
5% per cent rate of growth. This does not mean that foreign investment is,
in any way, being discouraged for reasons which by now should be obvious
to the reader. At the end of 1962, the total foreign investment in
South Africa was $4.222 million, contributed largely by the United
Kingdom (60%) and the United States (11%). Other major contributors were
France.with 6 per cent, Switzerland with 4 per cent and International
organizations whose contribution amounted to 4 per cent.

In 1962, the average net profit to net worth ratio for United -
States firms was 25 per cent, rising two years later to 27 per cen'l:.6 The
return on raw investment is 13 per cent compared to a worId average of
7.7 per cent..'7

Funds for expansion tend to be supplied from undistributed. profits.
There is freedom for current profili, royalty and interest remittances and
also for repayments of parent compary loans. South Africa has, in addition,
various tax allowances for re-investmemts of profits. These, together with
export encouragement, fostered by deductions for exporters of 125 per cent
ofb allowable expense incurred in the development of a new market, are some
of the policy measures devised to drive the economy towards a greater degree
of self sufi‘iciency. These measures, combined with an enlightened labour
poeliey, could bring to South Africa, a degree of prosperity that would
create a healthy basis for improved race relations. Needless to say, these

are indispensable in the interest of equity, stability and efficiency. .

_ 5Union Acceptances Limited, op. 'cit.v, Pe 39.
6American Committee on Afriéa; og; cif.., p; 9.
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Year
Class
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- I(a)

II
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The Compesition of Imperts(N) and Exports(X)

APPENDIX

by Group Classifiocation fer

Selected Years®™ (Excluding Geld)

(in £1000)

195 1951 1952 1953 1954 1955 195 1957

4378

19394
19812

25588
416
2409
955

894
67764

4476
100110

26288
11922

24822
33430

4451
9429

3862
1104

4852
10026

1225
10948

1156
2325

46082
7401

2Tl

6475
96316
19385

39507
6417
2928
1261

875
132004

6740
157218

36864
14293
28472
41163

5139
14198

2842
U1

6930
16072

1875
22763

1929
53301

18720
10908

3672

53917

80036
26183

35966
1027

3157
683

872
72653
6930
160512

44175
17256

21898
39655

4593
15142

2994
8381
5916
14441

1833
19456

2011
4840

T4T15 60124
10576 10637

4098 4779

1257
88938
26843
41759

1433

3317
663
1323
84770
8267
148722
49692
17231
21452
39693
6079
12440
28178
9488
6299
11407
2157
14541

2112
4525

9034
82834
25099
637417
'1495

3698
808

1001
97160

8515
145685

63755
16133

20230
43161

8331
16265

36717
10085

6572
13484

2296
17409

2318
5250

8747
12346

454

3932

85506
21392

68815
1890

3000
2759

192
88888

6612
180587

94612
16181

36892
41135

8495
20660

3544
14007

6017
16962

1913
19841

2464
7816

8760
14090

4268

3024

91393
21493
75962

1957

2576
3317

129°

85328

6889
216873

116607
16956

38108
51596

9667
20495

3727
12968

5994
10522

2382
10572

2429
5291

9063
6857

- 4883

4731

97652
18572

83424
2082

2966
1M1

368
96685

7516
249897

124008
18517

41493
556317

12018
22211

4659
14122

6471
16626
2544
21626

2899
8259

10782
19138

5852

1958 1959

3787

13460
19932
84826

2089

3553
1490

367
81426

6702
245415

111685
19908

36473
52286

9922
22755

4331

12421

5278
15707

2351
21146

2517
8063

10715
18832

5180

1960

4690

81501
24540

80304
2100

3374
1877 1969

674 1081
76104 91451

7103 6659
211247 251448

125850 136532
18903 - 20882

42935 44332

4155

89520
27286

73606
1917

3332

W7.

50555 51367

11845 10200
23833 26457

4915 5595
13893 15065

6143 | 5505
1540 13313

2466
20725 23489

2757 2916
7681 8384

12391 11758
18907 26373

57130 65719

X 288621 456469 396206 389653 413056 456144 494883 549818 555463 488627 555604

X 228212 313813 289256 299176 280172 331321 369834 402662 357363 369272 398893

Egeurcet Uniem eof South Africs,"Azmual Estimates of Trade ﬂiltil;iol‘.
Department of Oustems apd Rroive (Preteria, 1950-1§60 imoclusive).

2557
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