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" Tugene R. Black, President of the International Bank for Reconstruction
and Develop’n‘ent; announced today that the Bank hed made loans totaling
'$50,'0'0‘0,000 in the Union of South Africa: $30,000,000 for electric power and
$20,000,000 foér transport facilities. In addition, the Unlon has arranged,
through Dilloﬁ, Read and Company, for the private plagemenf with eight large
American cormercial banke of $10,000,000 of the Un:ién's F‘prcipissory h'o%as, abs
well as a $20,000,000 revolving credit with such banks which r,e'piaces a re= .
volving credit of sim;lla_r amounti In making the. announcemen‘i: ).Mr; Biack: stated:
"This is the first occasion where theré has been simuitanééus participation by
the private financial markets in meeting the cepital requirvements of our member
countries , and one which 1s most gratifying to us," |

The International Bank'!s loan of $30,000,000 was made to the Eleetricity

Public Disclosure ﬁuthorized

Supply Comnmisslon, an emtonomous state agency) to assj.ét in the exparﬁion of _

"1ts generating, transmission and distribution facilities. This 1oan is for a

term of 20 years and carries an 'iz}terest rate of 4%, including a 1% commission,
‘which, in accordsnce with the Bank's Articles of Agreement is aﬁlloc_a'béd 'ti/o the
Bank's speclal reserve fund. Amortization pa,vment‘sf,. calculeted to retire ;:‘he
‘loan by maturity, will start én May 15, 1954. The loan 1s gueranteed by the
‘Unfon of Seuth Africa, |
_The International Benk*s loan of $20,000,000 was made to the Union for “
/ ’the ex;)ansion and improvement of ata‘be-owned transport facilities 5 operated by
"the South African Railways and Harboura Adminietration, This loan is for a

' ‘ " term of. 15 years and carries an- interest rate of 3 3/#%,1nc1ud1n3 the statutory

. l% comnission. Amortization peyments calculated to retire the 1oan by maturi.’cy '
will start on May 15, l956.
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Particlpating in the private rinanclng.-eyranged by the Union through
Dillon, Read and Company were Bank of America, N.T. and S.A., the National Cit;}
Benk of New York, Central Hanover Bank and Trust Company, Bankers Trust Coupany,

Chemical Bank and Trust Compeny, The New York Trust Company, |

Bank of the Manhattan Company, and the First National Bank of Chicago.
The $20,000,000 i'evolving credit 1s wfor a term of 3 years and replaces an
existing credit of similar amount. The promis%br:y notes for the additional
$10,000,000 mature half in 1955 and half in 1956,

The contracts for both the Intermetional Bank loans snd the private finan=-
¢ing were signed today at the Internationsl Bank'!s headquarters in Washington.
"After approval by the International Bank's Executive Directors » Bugene R. Black,

Px%éident , signed the loén “document_s on behalf of the International Bank for
Reconstruction and Develovment. The Loan Agreement for the transport project
and the Guarantee Agreement Zor the electric power project were signed by
Ambassedor G, P, Joogste, on behalf of the Unlon of South Africa; and the Loar;w
Agreement for the electric power projJect waé signed by A. J. van Lingen of the
New York Agency of Barclay's Bank (Dominion, Colonisl and Overseas), on behalf
of the Electricity Supply Commission, The loan contract for the private Zinan-
cing was signed by representatives of the participating private banks ’ l;nd by
Ambesseador Jooste on behalf of the Union of South Africa.

The leans by the American ‘banks are for general purposes of ‘bhe Union
Treasury. However, the Union has advised the International Bank that fund.e
equivalent to the proeeeds of tha $10,000,000 of promissory notes will ba made

avellable to the South Africen Railwavs for transportetion purposes during 1951,
and. 1952, as required. Thus $10, 000 000 of the private financing and the
~ International Bank's loan for $20,000,Q00, in effect, constitute one credit

transasction for tr
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| S}ecifi'-cally fh'e Intérnat:fonal‘ Bank's loan of $30,000,000 to the
Electricity Supply Commission (ESCOM) will assist in financing the foreign
exchange costs of importing equipment during the years 1951 end 1952, Such ,‘
equipment will include tubbo-generators, boileré and accessories, electrical
apparatus, including switch gear, transformers, power end control ’cabie s
cable for station 1ighting and grounding, pumps, piping and structurel
materials, Power is one of the basic requirements for the qontiﬁued expansion
of the South African economy. FSCOM supplies about 75% of the electricity con=-
sumed in the Union., Its systems cover an area of 73,200 square miles of thé
more 1nc1ustrialized parts of the country. Although ESCCOM has increased its
g‘erierating, transmission and distribution facilities more rapldly since the
end le"c>f the war than at any other comparable period, ﬂzs i‘ac:[g.ities are ,‘ih-
| adequate tb meet current and future expected demends, Its e:;ans:t'on progrem,
which the International Bank's loan of $30,000,000 will help to ,f:tnané:e, is
deslgned to keep pace with the economic development taking place in all parts
of the Union and to supply the large expected industrlal demends of ti;e new
Orange Free S’ba‘be gold fields. - , | )
The International Bank?!s loen of 20 000, OOO to the Un:!on will ass...st :ln
financing the fo*'eign exchange cogts of im:pozvtd,ng eaui;mnent needed. for the
Union's transporfb expansion progrem during the years 1951 and 1952 and will be
specifically devoted to the purchase of such items as rolling .stqc‘l':;‘ woi‘kshop
‘ machinery, road motor equipment, spare parts for aireraft and. speclal machinery.
: ‘a‘nd:‘ equipment- for maintenance of airci'af'b structural materialéf aﬁd »miséellah-
| eous equipment In en 1ndustrially developed. but sparsely populated country
like South Africa, with vast open spaces end long distances to be tmereed to
reach markets or ports, the eﬁiciency of tmsport serviqes‘ is of vital im=

‘portance to the economic welfare of the nation. Tramofb(facﬂities of all
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kinds have‘;l’;eeh inadequate to handle the enormous increase 1in treffic “brought
about b5\> the heavy expansion of the Unjon's 1ndustries and. the general develop-
ment of ’chq country during the var and ;post-war Yyears. The Railway Admintstra~
.tié,n'g gix~year program for the expansion and improvement of its transport facll-
{ties has be’ven planned to £it both 'i:he irmediate and future needs of "South Africa
“and should overccme the present difficulties and greatly increase the efficlency
of all forms of transport, particularly the rallweys.

With reéard to expenditure of the International Benk loans, 1t {is e,.s{'.:_l;
| meted, hgsed. ofx orders already placed for equipment for the trensport and
electric power projJects, that about 20% of the equ;lpment required will be
drawn from the dollar area, with the remsining 80% to come from the United
Eingdom, except for a very small dmoﬁnt which might possibly be- supplied from.
Contine.ntal Buropean sources.

In ennouncing the Int;nxatiOMl Bank loans for ‘d,evelopmen% pur_poees in-
South Africa y Mr. Black pointed out that the rapidly developimz economy of
South Afr:lca makes necessery the mportation of capital from abroad, 'bo -sup=
plement 1ts local savings. South Africa's trac.tional mejor source of supply
of capital has been the tm:tted Kingdom, which, in present circumstances, does ~
not consider itself eble to -furnish capitel te a total come Y /

" mensurate with the Union's needs, Consequently, South Afric‘a cmust‘ ‘seek

frbher'
sources of external caplital for :its large 1uVas“bment 'needs. Withoﬁt -thd Iﬁter-

national Bank loans, import of equipment for 1ta prqgram of expension of trans-—

pprt and electricity fe,cilities could be secured only 'at the oxpense. of foré:l'gn |
exchange reserves. In view o:f' the extent to which the Union is subJac'b to the

‘ irregular :lnflow of private foreign cap:ltal, maintenance of forelgn excaimse

- reserves et a satisfac'.bary level is 'parbzcg;;arly important to this country. By
enabling South Africe to avold fe;;:c,mssive”i'ecqurse %o the use of its cfore:ign |
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exchange reserves, the International Bank's loans will contribute directly

to the maintenance of a future 'ste’ad-:;r rate of investment ‘and’ econemic
:f\progress.a .

) South Africats exberna" debt record 1s good and the level of its
direct governmental debt s including the present loans and the private
financing previously mentioned, 18 8ti1ll only a little over half. its pmar

figure.: Service charges on this debt are small in rplation to South Africals

\\

torelen exchange earning capacity, and do not constitute a serious burden on

the country. . ; ‘
Mr, Black stated that the International Bank has 1nd.1.cated to the Unlon

Government that 1t is w:llling, in principle, to entertszin further applications

fowloan facilities in reapect of future acceptable productive projects..
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N\ WWWTEM' BY THE INTERTATIONAL BANK
-2 OV THE FCONOMEG POSTTION OF THE UNION OF SOUTH AFRICA

The Union of South Africa, a Dominion of the Commonwealth of Nations,
is a country with a large area of 472,000 square miles and a relatively
sparse populetion of only 12 million of ».hich nearly 70% are native Africans,
21% are "European" or white, and 9,a are either Astatic or of mixed blood.

The mineral resources of Scuth Africa are extensive. The gold mines
are at present the most valuable, but the exploitation of other minerals is
gaining in importance. The chlef mineral resources, apart from gold and
d1amonds, are coal, iron, copper, manganese, chrome and asbestos, as well
as smaller amounts of many other minerals, In fact, the essential minerals
needed for heavy industry ere available in large quanti'bies in South Africa.
The growth of menufacturing has proceeded steadlly, and the industrialization
of the economy is now well advanced. The net output of manufacturing induetry
increased almost threefold in the twenty yeers of the inter-war period. How=
ever, spart from a small asrea in the southwest around Cape Town, the agricul-
tural development of South Africa has been hampered by natural disadvanteges =«
most of the country suffers from a reguler six months winter drought and in
the swmer the rainfell is irregular and often insufficient.

Course of Economic Development

The develorment of a modern econcmy in South Africa dates only from the
latter part of the nineteenth century but has proceeded with great rapidity.
The dlscovery of dlamonds, vhich signified the start of South Africa's economic
revolution, ceme in 1867 bub-it-was the later gold discoveries of 1886 which
provided the greatest magnet for European cepital and technical skill and
vhich gave the Unlon its most importent basic industry,

The speed of development in mining and other occupations has been
made possible by the tmport of substantial amounts of cepital mainly from
the United Kingdcm. As most of the private capltal went into gold nmining,

investment has proceeded 1n a series of bursts characterized by optimistic
over-lnvestment at some perlods and excessive caution at others.

Factors Affec‘bing Development uince ‘Iorld Wa.r II )

Since the end of the war several factors hgve combined to nroduce a
sustalned investment and consumption boom, The economy ended the war with

. the banking system in a very 1iquid condition and with emple foreign exchange

reserves; there was the wartime backlog of investment and consumption demand
to be made good; the discovery of a new gold mining area in the Orange Free
State created an altogether new demand for investment both directly in mining
and in the provision of services and utilities; the general high level of
activity stimulated a continuation of the wartime growth of secondery industry
end demanded a general expansion of the public utilities. The boom was ac-
celerated and facilitated by &m exceptionally heavy flow of capital to the
Union frem the U.K. in 1947 and early 1948 and by credit expansion within
South Africa. During this peried internal sevings were very low and the high
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~ but there seems little prospect of a decline sufficlent to close the gap be-

&

level of 1nvestman'l7 and consumption expenditure was maintained by mcurring

large deficits on the balance of peyments covered either by capi'bai inflow

or by utilization of foreign exchange recerves. The total balance of pay-
ments deficits in 1946-1949 period was S, A. £515 million end in this period
forelgn exchange reserves fell from S, A, ¥266,8 million ($1160 million equi-
valent) to S, A, £104.6 million ($293 million equivalent)

To meet the situatlon presented by falling reservae s South Africa im-
rosed controls on imports from hard currency countrles in 1948 and extended
them to cover all imports in 1949. The position was made more serious by
the virtual cessation of the inflow of capital from Britain between the
spring of 1948 and September 1949, the date of the devaluation of sterling.:
After September 1949, private capital again began to enter the Union and-
this, together with the much lower level of imports, brought about a reversal
of the domward trend in the reserves of foreign exchange.

Eutu;‘e rEc onomic Position

°  In the future South Africa's international economic position will be ‘
greatly dependent, not only on the rate of inflow of private capital but also
on the earnings of her two most impoytant exports, gold and wool, Gold 1is
South Africa's most important source of forelgn exchange although it does not
occupy the preponderant position which it did immediately before the war. In
1937 gold production was equal to more than twice the value of all other
exports combined, but in 1948 it was equal to only 85% of other exports. In
1950, even though devaluation has increased the value of gold production exe
prossed in South African pounds, gold output wes only a'bout 70 or T5% of the
value of other exports,

N The value of gold output in 1950 was about £140 million but over the
next 10 years it will be substantlally lncreased as a result of the opergtlons
of the new mines in the Orange Free State. By 1960 total gold output is
likely to be larger by about 50%.

South African wool is of high quality, moxe jtha.n 80% of the clip being
merino. Since the war, there has been a very great increase in the demand for
wool, prices have risen and the value of the South Africen wool clip has in-
¢reased from S,A, £14 million in the 1946/47 season to S,A. £38.9 million in .
19’49/50 Since 1945 s world wool consumption has exceeded production by approx=
imately 20% and the substential wool stocks which were accumulated during the
war have now been fully liquidated. The high level of consumption of the past
few years may reasonably be expected to decline somewhat in the near future,
tween production and consumption except at prices substantielly higher than J
those of the 19%49/50 seagon. At present, prices for South Africen wool ars
nearly 50% above levels prevailing before the season opened last August. It
was expected that the 1950 South African clip would bring in S.A. ETT million
as compared to S.A. £38.9 million the season before. ;
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. Otner mpor'bant exports are dismonds,. hides end skins, fruit, copper,

- and. coal and coke. South Africa also has very large reserves of many base
metals, including manganese, chreme, platlinum, vermiculite, and esbestos, and
the total value of exports of theee commodities, although smell, 1s hcreaesnng.

Need for Additionsl Capitel

In spite of the pwoppects of increased forelgn exchange earnings from
her exports, it-is still lmportant for the Union to-attract ex’bemal\\capital.
The size of the investment program, both public and private, considered- nec= '
essaxy by South Africa for the next few years, is considerably larger then” N
can be financed out of local savings. Consequently, continued development of C
the econcmy at the desired rate 1s dependent on the continued inflow of
forelgn capital. The difficult position in which South Africa found itself
in 'mid-19h9 , with i1ts foreign exchenge position seriously depleted, was the
result of the cessation of the Inflow of private capital during the second
half of 1948 and the first half of 19ko.

\Although the U.K. has been the traditional source of capitel for South
Afriea, in view of the many ‘other demands on the capital resources of the
UKy .».t 1s doubtful whether, for the next few years at least, the U.K.
will be able to supply all the capital which Soyth Africa will need in
order to mainta:ln the current rate of economlc development. This applies
certainly to the pubilc sector and probably also to the private sector.. v
‘ The Govermment has, therefore, been anxious to borrow dollars and other
W hard currencies to meet its own investment requiremtents and has encouraged
the inflow of private hard currency capltel. The International Bank's loens
will make possible the desired investment in electricity end trensport without
draving down foreign exchangs reserves in peyment for 1mports needed for
this investment.

Balance of Payments Pr@pec‘-:?:s

Although South Africa 1s anxious to encourage thp 1nflow of dollar
capital as a supplement to that available from the .l.} she does not suffer
from a current dollar shortage. Even in texms of repayyent of a dollar loan,
South Africats capacity to borrow is determined more by its over-ell balance
of payments prospects than by 1ts bilateral dollar (including gold) position.
With current gold production taken into account, South Africe has at present

- a substantilal surplus in 1ts cwrrent account balance of pay yments position with
the dollar area. The hard currency surplus in 1950 was. -about S,A, £55
millton ($154)million) and is expected to continue at a rate of at leagt S.A..
350 million in the next few years, Moreover, es the new gold mines in the
Orange Free State come into full production, this surplus should be an in-
creasing one. The surplus on the dollar and gold account will be used to
settle the deficit on the non=dollar account and the atrength of the total
vosition will d.opend. on the relation between the two.

5 " ~ The most pro'bable development in wle South Africa.n balance of payments,
9 at least for the next decade, 18 a position with a current account deficit
not fully covered by gold production, but with the gep filled by the flow of
foreign cepitel to South Africa.. This, it should be noted, 1s the typical
position of a country whose developmental investment is proceedins more
rapldly than can be T nawe&. out of dmg‘bic aavj.nes. ;




