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The history of Scuth Africa is a lang chronicle of outside intervention and what
we are witnessing today has had its precursors since before missionaries
canpaigned for the freeing of slaves and against the maltreatment of Hottentots,

It must, however, be clear that it is neither possible to talk about mternatl_onal
pressure without dealing with damestic issues, nor possible to talk, in present
circumstances, about economics without also getting involved in politics. I have
assumed that it is because I am an economist that I have been invited to o
participate on this panel and I intend, therefore, to give an econamist's view,
But” it will inevitably be a view which deals with the complex connection between
international pressure and the demestic South African situation and the no less
comlex camection between economics and politics. Taking the title Of this
seminar as my guide T will attempt to be as realistic as possible when dealing -
respectively with 'Options for Government® and 'Opticns for the Corporate Sector'.

Options for Govermment

Being realistic, fram the Government's point of view, requives consideraticn of
two very different things. It requires consideration of first, the eccnaaic
implications of sarctions and, secondly, the likely response, to any action one
might think of taking, of one's domestic constituency.

Time does not permlt me devoting the attention I would like to the detailed
implications of econamic sanctions, therefore it will have to suffice that I will deal
with these only generally. The research I have conducted is rewvealing and sexves

as a useful point of reference. It has been based on two critical assunptions.
'First, that although the sanctions we presently face are of lowintensity, they

are likely to escalate for a number of reasons, domestic as well as external, and

s0 will exercise an increasingly negative influence on the economy. Secondly, it

has been assumed (contrary to the hopes of township revolutionaries and to the
beliefs of many pecple akroad), that the citadel of Afrikaner power in Sauth Africa
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is net in fact teetering on the brink of a chff, waiting for someone to push it
into the abyss of disaster. The assumption, on the contrary, is that the citadel
is secure, that the powers of repression are formidable and that, as far as
sahctions are concerned, the Government has prepared well in advance =~ it hasn't
been aslecp on the matter.

What follows fram such assumptions when one considers the processes of demography
and underlying economic forces? I can mention only my conclusions but these are
significant enough. One of them is that by the end of the century there would be
as increase in unamployment of around two million pecple, over and above what
would have happened had sanctions not been imposed. »2s far as black shares in the
incame of the non-agricultural sectors of the econany axe concerned, an interestin
picture emerges. At present, blacks corpiise about 72% of the total South Africar
population: (including the "TBVC' territories), rising to over 76% by the year 2000,
vhether we have sanctions or not. On the other hand, the black share of non-
agricultural income is now in the order of 28%. If the cconaay were to grow in a
narmal manner without sanctions between now and the end of the century, that share
would increase to around 36%. However, with sanctions of the kind I have specified,
there is every likelihood that the growth of emplovirent would be checked altogether.
Such a check to the eccnomy's job-creating capacity would reduce the black share of
non-agricultural income to abcut 20%.

If these figures sound outlandish, just remember that in the last five years real
GDP growth in South Africa has averaged only 1% per annum, while the total population
has been increasing by 2,5% per annwn, with the black proportion increasing by over
3% per annum,

The contrast, therefore, lketween ‘the 36%' ﬁossible share of blacks in non-agricultural
income and the 20% probable share, is stark and sanctions amount to nothing less than
a terrible rip—off of the black commmnity.

One could expmnd o the statlst..cs here indefinitely hut I tust also comment on
what the flgures mean for the country's socm-*polltlcal Stﬂbl]itYo In that context,
the prospect is harrific = something from wnlch we all mist'withdraw, the Government
in particular. The Government, when faced with this kind of prospect, must surely
be aware of what it means.. for. Stablllty and should be moved, one would have thought,
to take all appropriate act:.on to head off the disaster. The prospect of sanctions
is very real. -We are not talking about a theoretical situation. The document I
have here, the Comprehensive Anti-Apartheid Act of 1986 (vidge Southern Africa Record
no. 45) of the US Congress, mekes it very clear what the Reagan Administration is
going to have to do. For example, it says that it is the will of Congress that the
President of the United States showld raise the matter of mandatory sancticns in the
UN Security Council in terms of Article 41 of the Charter, with a view to the UN.
adopting such sanctions in the future. The wording of the Act is not binding on the
President in this case, but just imagine what would haopen if a non-permanent.
Security Council member introduced a resolution calling for the imposition of
sanctions .in. 1987 that were below the threshold of the sanctions the US itself has
already passed into law, Could the Reagan Administration then veto? It might be
very difficult for them and then the rasponsibility, from South Africa‘'s point of
view, of vetoing, would pass o Britain, for France, presumably, would not be
reliable. Even Mrs Thatchor's government, in such circunstances, would probably
find it very difficult to stand alone. And so statutory sanctions is a prospect I

" think we should brace ourselves for. Nor should we underestimate such sanctions
were they to be of a 'lowest common dencminator' kind, Once in place, they would
represent a basis for escalat:.on in the future. '

So from the point of view of the economy, the sancticns prospect is not a happy one.
What I have spelled out, the Government must itself know, even though it may not

be talking about it tco loudly at present, in concmtra.tmg most of its attention

. on meeting the sanctions challenge.
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As far as the Government's concern akout its domestic constituency is cancerned,
serious problems can be identified, The present National Party came to power in
1948 as the iost authentic voice speaking on behalf of Afrikaner interests, That -
has changed 10 &’ ¢cnsiderable degree and today it speaks more ambiguously, -
Internal contradictions and. mconsnstencn.es make the Government talk very often
about the protection of 'white' interests when really, at the bottom line, it is
Afrikaner mtarests it is most concerned about. The rejection of the EPG
initiative has its e@lanatim, I believe, very largely in that. When the
Government talks about group survival, its arguments really only make sensz when

it is Afr:L]\aner survival that is at issue. We have serious problems, therefore,

of a < of clarity of true objectives and motivations in the vexy Cfuart\.r frcm
which shculo come a national' lead.

It is cbvicusly very impertant when cms:.dermg suc’d a sa,tuatmn that there -should
be an evaluation and balancing of prospective costs and benefits, by Govermment,. -
before deciding how to act. Put simply, it has to weigh the costs and benefs .ts of
sanctions agalnst the costs and beneflts of bowirg to cuts:Lde pressure. SRR

Let us consider then the costs of sanctions and the cost.: of compliance first.
'I'hey can be listeri as fol_lo_ws

Costs of Sanctims " I Costs of Bowing to Outs:.de Pressues

1} reduced scope for expon:ts. 1) risk of aggravatmg internal wirest as
2) aggravatad cgpital flight. ... . anti-apartheid groups are encouraged.
3) ‘incrc.ased forelgn company : 2) rlsk of loss of r:.glrrt wmg sumart

" withdrawval. ce -

4) increased brain drain.
5) increased unenployment.
(mainly in the long-run).
6) ,the danger of :anreased socnal
Cunrest,
7) greatly increased cost of
‘security and deferaz. . '
8) increased strategic stockpiling.
9) aggravated 'laager' psychosis.

It is not, however, only costs that reed to be considered. The benefits would
balance costs almost directly, For example, neeting some outside demand could
help reverse the w:.thdrawaJ of fcreig“i capital and reduce the threat to esxparts.
But defiance has' its benefits too in the form of boosted white suppart for the
Governnent and the creation of a climate which makes it easier for th._ Goverment
to pursue colmles of heavy repression agamst dlss:dents. ' { '

Given th:.s balanc::.ng cf possz.ble costs and beneflts, ‘it seems to e thaw.. tm.re are
two approaches ¢pen to the Government. It can either assune that nothing can be -
done about sanctions or it can assume they can be mddified, ‘depending on - -
Government's own initiatives. Government action may either be meaningful. to

having sanctions rémoved altogether or it may help to minimise their effect and/cx.
escalation in the future.  We need to consider the d:.fferent options wh“ch pu:esent:
themselves uné‘er these oppesing scenarios. o z

If we assure that nothing at all can be done about sanctions, two aoticns present
themselves to the ‘Covernment, The’ first option is to regard sanctions as.a . -
declaration of economic war against South Africa, in which case it becames °
necessary to mobilise the country on a war footing. .



This would mean:

a) suspending the market eccncmy and replacmg it with a system of direct
controls wherever that was considered to be adninistratively expedient;

b) restrictmg the availablllty of information, especially with regard to
exports; and

c) going for maximum economlc growth with the objective of countering social
turbulence and matching the increase in pcpulation (resorting to deficit
f:nancmg and accommodating nmetary policy).

But there are costs in domg this. Briefly, they would involve a sewvere
curtailment of both economic and other freedoms, a big sacrifice of economic
efficiency, a serious aggravatlcm of inflation, the likelihcod of further currency
collapse and an increase in balance of payments ccxnplicatlons

My view is that the chanc&: of such a policy a.ctually succeeding are moderate to
poor, although it may appeal to many in government today and even to sane in the
private sector. :

The second option Cpen to the Government, if it assumes that nothing can be done
about sanctions, is for it to regard sanctions in their present form as serious,
hat not critical, and to leave sanctions-busting mainly to the private sector,
giving that sector the greatest possible support. This would require:

a) " retammg the market-oriented econanic policies which we presmtly claim;

b) retaining the free flow of information and restrictmg the publ:cartlm cnly
of the most sensitive material; and

¢) giving the economy the most powerful supply-side mcazragenemt by:

i) deregulation, particularly in order to encourage the informal sector
because on it mach of our hope is going to have to depmd in prov:d:ng
jobs for the unemployed

ii) privatisation of existing public sector enterprlses because, by doing
so, efficiency will be promcted

iii) reform of the tax system.
Cand

iy pursmng accormodatlve monetary. pOllCles while at the same time keqamg '
- - fiscal d:tsc1p11ne, partlcularly to minimise inflation risks, ‘

In rry cpmmn, the costs of such a pOlJ.C_Y would be nﬁnmra}. in pr&sent circmstances

and its prospects of success would be reasonably good. This is the policy = we are
talking about sanctions remember - that is publicly favoured by the Government at
the moment and it is also the policy adveocated by Dr Gerhard de Kock of the’ Reserve
Bank, and by the busineﬁs sector.

So-mach for assuming that nothing can be done. about sanctions. The altermative
scenario is to assume that, by its actions, the Government can influence sanctions,
either to have them withdrawn or to have them modified and their future escalaticn
softened., It is here that a continuation of reform becames important,

As before, there are two options. The first is to proceed with reform but only at
such a pace and to the extent your constituency will allow. In short:

a) defer all major issues until after the general election; and o
by avoid any step that could be canstrued as leading to a handing over of power.
The cost of such a policy would be further loss of Western government susport -in the
short-run, increased mistrust and disappointment amongst blacks and moderate whites

at hame, again in the short-run, and a campounding of external and internal
deterioration in the lorg=-run.
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My view is that such a policy (which incidentally is official pollcy at present) '
wauld have anly a moderate to poor charice of success.

In assuming that samething can be done about sanctions, constructive use can be
made of the US Camprehensive Anti~Apartheid Act, for it:provides a quideline for -
selzing the diplomatic initiative, even though ccmpllance with Secticn 311 may be
impossible. The objective of this would be- twofold: first, to prawote an
improvement in the internal and external political climate, and secondly, to-
demonstrate that camitment to constitutional and other refarm is unshaken., The
danger lies in accusations of acting fram cowardice. {by the right) or from '
expediency (by the left). Both accusations could, however, be refuted because
there would be little chance of sanctions being removed in the short-temn,
Althcugh the policy would certainly involve a further ercsion of orthodox Natlmalzst
constituency support, it would have a mderately good chance of achieving :.ts :
objectives. However, this policy is rejected at present. _

Now it seems tO me, as an econamist, that there is a measure of the schizophrenic in
the Government's present respanse to the sanctions situation., Economically, if we
take the EAC repcrt and the Covernment's own reactions to it, presented-to-the

“November 7 weeting with the business comunity, the Government is attamting to
respond raticnally. Its analyzis is balanced and logical, and its arguents . -

- reasonable and generally sensible. Diplomatically, and this is why I use the word

'schizephrenic', the Government is responding differently. Its reactn.cns are awotive

or dauninated Ly emctive forces in its constituency, instead of being rational, - ;
Olwicusly, it is influenced by what is happening on its right wing, bat that does not

~ charnge -matters., _ : : ,, - . ‘ j L

.There is-another problem to which it is necessary to draw attention. Over the last
two years the Government has lost the diplomatic initiative., Since the Mkomati
Accard, the process has been one of almost unbroken deterioration. Purely .
objectively, we are forced to observe that the Government's policy has becn 0 react
or respand rather than to initiate in the changed diplomatic situation. It is very .

- dmportant for the Government that that this should be changed and that is why I have
suggested that samething can be salvaged, strange as. it may seem, from the US Anti-.
Apartheid Act. One can only hope that this will be reccxmised. : .

'5.‘-

Options for the Coroorate Sector

=The challenge facing the corporate sector is no less dauntmg than that faca.ng the -

mGovernment, although it is very different. The corporate sector's commitinent is to
a market econawy which it believes, and with good reason, is the systam that will be
most pramctive of economic growth, and such growth is essential given the growth of
populaticn we can expoct in the coming docade and a half, But blacks have reasan to
mistrust the market. econany.  Excluded from the main benefits it. generatns and
participating in the economy . mam].y as consuners and workers, they see the market . .
system as’ biased against then and as exploitative. They see no differenco between
the market econamy and capitalism, and they see strong links between capitalism and
apartheid. Fxclusion from the main fruits of the market econony has inevitably :
predisposed blacks to ideclogies which are hostile to its perpetuation in the future,
This is a serious matter, particularly as there is little prospect of black attitud&s
being -changed in the foresecable future. . e

What can the corporate sector do about this if lt wants the market e:onamr to su.rvive
in a post—aparthe:.d Smlet\f':

There are two th:ngs it can do, in my opmmn, both of Wh.’i.ch would demand of 1t
sacrifice, patlence and perseverance, angd they are interrelated.

First, the cerporate sector has to ackncmledge that the black predispos:ttlm for a .
soc:.al:st future makes sense from a black point of view and that there may be validity
in much of socialist criticism of the existing order. In cother words, black
attitudes should not be rejected out of hand as dangerous and subwersive, There is an
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side to capitalism which even the corporate sector may be prepared to acknowla&;e
and work towards changing,

The second thing the corporate sector can & is to recognise that black attitudes
towards the market economy will only change in a significant way when black
particigation in the entrepreneurial sectar becomes substantial. At praent the
black participation in the busiriess sector is minimal and a hrea}d:hrmgh :m this
regard is needed urgently.

One is dismayed by the kind of ﬂumkmg that is tak:.ng place on the matt‘.r. Much IR
is sald and written about the need to encourage the informal sector, tO encouxage -
the establishrment of black businesses and to encourage share participation scheanes,
But‘even if these approaches were to be pursued vigorously, which they are nct, :
their impact would be small, The great mass of blacks would remain workers (in the
narrcﬁlg sense) and consumers and would still account for the great majority of the
unenp ed.

Achiev:ing a oreakthrough is gomg to require sometlﬁng vexry much more imagmative -
samething even more imaginative than the breakthrough achieved in the mid=1560s by
Anglo American, w‘na'l it transferred control of General Mining to the Sanlam and the
Federale Group. “That was an act of great political foresight and wisdom and it —
succeeded in totally changing the situation in the mining sector, which until then, -
had been dominated by a confrontation Of English capital and Afrikaner laboar; with -
an Afrikaner Government sitting cn the sidelines, finding it very difficult tobe
cbjective in matters of dispute, What is needed now is a similar breakthrough with.
blacks, but how can it be done given the fact that no black institutions estist
conpara.ble to Sanlam and Federale.

There are exarples of black corporate power of ccnparable authorlty and so a. wvay .
forward can be famd. Those examples of black corporate power are the black trade
unions. .. This brings me back to ny first point about not rejecting black attitudes
even if they are socialist. There is no reason why black trade unions need to :
remain exclusively concerned with negotiating wage rates and conditions of arployma'lt.
There are examples in other countries where the unions themselves have taken
entrepreneurial initiatives, and successfully. - The best case is that of the Histadruth
in Israel, the comtry's great labour federation. It is today the owner of some of
Israel's largest and most inportant enterprises. Bei.ng,socialistdoes not mean you
have to leave everything mtreprenezrial to capitalists, In Britain, labour has
supperted the establzsl'nnmt of major consumer cooperatives. Andso it cou.ld be in
South Africa also. ‘

It is in the corporate sector's interest to encourage such develomts: to act with
the kind of foresight and wisdom Anglo American evidenced twenty years ago. Of course,
it will mean giving up market shave, "Of course, it will mean sacrifice. And it will
mean also providing techniical and perhaps even managerial aid to enterorz.sas that are
totally controllod at the top by b].acks and black crganised labcur . .

But the prize will be the survival of the market econony. Not capitalism mt the
market economy. It is a prize too great:for -the corporate sector to iguore. And
this is being realistic! To believe that things can muddle on in South Africa as
they have been allowed to middle on, without putting the future at xisk, is not mly
dangarmslv unrealistic, it is a pipe dream. ‘

I bave been deliberately provocative, but I also happen to believe that thc 'active!
options to vhich J have drawn attention represent a raticnal and, indeed, realistic
way out of a situatio which is degenerating too rapidly into a confusion of raw
power conflict. The main protagonists of that conflict must themselves realise that
if the battle continues along present lines, the only certain outcame will be
irreparable damage to the South African econow, and it is the ecmary, ‘alone, which
" offers us 21l the anly real hope for the future. :

\ ‘Mm.-ws?.- *



