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Preface

The Southern African Regional Develcpment Strategy Stat it (RDSS) is, by

its nature, an anomaly. This is to be expected. The region .s complex and
economic and political forces are fluid. They impact on development with great
changeability. It was unavoidable that the RDSS include in the anlaysis some of
the relationships, in this part of the world, between politica. change and economic
growth (and vice versa).

Although there have been earlier attempts at a Southern Africa analysis and
strateqgy, this is the first try at factoring in the overwhelming influence of the
South African economy on development in the region. The annex goes into these
linkages at more depth to better understand market and trade forces at work.

The conclusions show that regional development begins with national policies,
that some aspects of altering dependency on South Africa are economically sensible
and that economic decline in the region threatens U.S. interes=s with such certainty

that a major long term effort in resource mobilization policy adjustment and

institution building are needed.



I. INXTRODUITIOE

Regions or regional identitlies are defined by a va
criteria. The region of southern Africa, while generally
recognizable to most students of geography, can =mear different
things to different people. This strategy on U.S. essistance
for southern Africa in recognition of the matrix created by the
region's political and economic dynamics encompasses the nize-
countries which have Joined together in t+he Southerr Africa
Development Coordination Conference {SADCC)*, the Republic of
South Africa (RSA) and Namibia. To follow past practice in
A.I.D. strategies and ignore the latter two would be to deny
the ipextricable linkages among all of these countries which
will pley an important part in the region's future. Cne fact
does distinguish southern Africa from other "regions”

(The Sahel, Caribbean, ECOWAS). The region is rich ir =ineral,
agricultural and industrial potential. As a larger ecoromic

unit, there are real prospects for susteined growth.

Development and ecconomic performance in the region, and the
attainment of U.S5. interests, cannoct be realistically examined
without considering the role and impact of the RSA's econormy and
the economy of the rest of the regicn. The political fallout from
the tensions and suspicions generated by cthe RSA's spartheid poli-
cies is also an influencing factor in tur region's develorpment.

The direction and pace in correcting the racial policies of the
apartheid system may be the predominant determing factor or vhelher
the region will have a future of peace or confiict end achieve

meaningful economic growth.

Also, the assumption has been made in the strategy that Xamibia
will become independent in the near future ard that the U.5. will
wvant to respond quickly. Ko attempt has beer made to Iry to &ssess

nglyses although
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* Angola, Botswara, Lesctho, Malawi, Mozacbigue, 3%
Tarzania, Zazbia, and Zimtatwe.



strategy will recommencd however that A.7.D. initiate efforts
now to prepare for an eventual bilateral assistance program in
Namibia and to consider ways by which the regi-nzl program
¢aid, in the interim, be used to address some of the mere ocbviocus

needs.

Much of the recent discourse on development in gouthern Africa

has focussed on the guestion of dependency. This refers to the
susceptibility of the region's developing economies %o influences
beyond their control and their actual and imagined vulnerabilities.
The highly intrusive nature of the RSA's economy on neighboring
economies and the current anathema toward its racial policies
generate much attention and often irrational economic responses
from its neighbors. The reality of 'dependency' and the influences
it has on development and political policies must be understood and
taken into consideration by regional governments and donors when

considering plans and investments.

It is a fact that South Africa is a major factor in seven of "the
nine SADCC economies. This is a product of a long process of
colonial settlement and enterprise in the region which was based
upon exploitation of minerals and production of export crops.
Colonies, whose borders laid the foundation for today's nations,
created an administrative structure in which settlement could be
directed and supported. Patterns of commerce evclved which are
with some medifications still extant in the region. This process
has redounded to a considerable extent toc Socuth Africa's benefit
as it became a focal point of the region's economic zectivity. Iz
is the continued reliance on the RSA for range o® services,
transportation routeé, manufactured imports, business investments
and skills, and food which causes other southern Africans to chafe

at what they see as heving pelitical but not economic independence.

There is, however, ancther aspect to their 'depencency'. This is
their weak economic performance. Again history has contributed

to the situation. Colonial settlement was based on economic



cbjectives anéd prevailing scocial attitudes incespatidl
unanticipated {until very late ir tte game, emergence
depencent, majority-ruled nations. New gzoverzments in
narrow-based economies based on a few primary products and
supporting infrastructure and dbureaucracies geared to serving

the needs of only small segments of society. They faced the
enormous task of taking enclave economic snd social systems and
broadening them to incorporate the majority of the populatiocn,

as both productive contributors to and the beneficisries of

growth. Not only did their narrow-based econrcomices present s
handicap but there were very few skilled and trainpec human resocurces
to depend upon. Most skilled or professional lobs were helé by
expatriates or settlers who perforred either as temporary, ex-

rensive sojourners or who quickly emigrated.

The only exception has been Zimbabwe which has belatedly begun

its independence with a more diversified econormy ané a relatively
improved pool of trained and experienced manpower. It too howvever,
must now try to maintain growth while making the eccnomy include
and serve the needs of a very poor majority. Although the task
may prove easier for Zimbabwe than it has for its neighbors, it

will not be the instant success story that many anticipated.

Growth witg equity, the unanimously expressed goal, has proven
elusive. Of tue longer independent countries, Malawi, Botsvansa
and Swaziland have had some limited success. For tte cthers
excessive attention to equity has meant merely the redistribution
of poverty. Southern Africa is today facing a sericus economic
situation. The relative stability thit has marked zany of these
countries despite rpearby conflict anéd internai 2ifficulties in
attaining development goals may be threatened iZ the grcwving

e

econonic difficulty is not recognized and stabiliz
Poor ecornomic performa
of the scuthern Africans own making, although telizies nct tarti-

cularly conzenial <o growth have significan



the situation. The region's narrow-based econcmies have proved
highly vulnerable to external factors influencing the price of
their imporis and exports. As producers of primary products

such as minerels and agricultural commodities, each country has
found itself at a disadvantage a2s world demand has fluctuated

and generally declined for their exports. This has been
particularly true since the mid 1970's. The c¢il price increase
set off a chain of events which produced a rapid rise in the cost
of their imports and a downward slide in the value of th r
exports as recession affected the economies of their developed

customers.

For many it preoved impossible to insulate themselves from these
events. They were unable to rapidly implement programs to
diversify their econcmies. The investment resources and the human
capital were unavailable for such an undertaking. Scme have yet
to rebound to pre-independence production levels. Productivity

in agriculture has stagnated or dropped, the critical sector upon
which much of their domestic savings are derived for funding de-
velopment. To try to a2t least maintain aomentum many countries
have had to beorrow from the commercial market to pay import bills
and to make development iIinvestuments. This has forced & general
rise in their debt service ratios, a problem which will affect
+heir economies for many years to come. In the past such borrowing
7as seen &s & sShort-term messure, to be paid off when the economy
rebounded. It is not at all clear that such a rebound will occur
in the near future. The real possibility exists that some
countries will be unable to even maintain their status quo. Most
have tightened belts and cut back on planned development projects.
They are thus being forced to stem their efforts to grow. Until
they can achieve resl economic growth based on competitive parti-
cipation in the region‘s and the world markets, they will continue

to be dependent economies.
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cations for the future disturbing. Gen
would impact on stabiiity in a region s
business ties, and trade are of critical izpo
economies. The potential focus of any treakdown of civil order
on racial and/or ideological 32ifference bdodes ill for mainterance
of U.S5. interests in the region apnd in the rest of Lfrica and

the Third World.

This strategy proposes a major and sustained effort to reverse

the economic trends which previde the foundations fcr instability
in the region. It alsc supports compiementary diplcmatic effor:s
to addre=ss the short-term problems of Yamibian inderendence and

the end of civil conflict in Angola and Mozambigue. The need
exists toc be more sensitive to and patient with the scutherz
Africans' efforts to espouse independent views. This admittedly

is not always easy since their rhetoric and actions are ofien
counter to our own viewpoints and sensitivities. But our interests
in southern Africa are long term. They lié in estatlishing
friendly arnd mutually respectful relations with all of the countries
of the region and ensuring that similar and economically beneficial

relations exist among themselves.
IT. ANALYSIS

A. Description of the Region

Southern Africa's ten countries and the territory of Namidbia egual
in size 90% of the continental United States. The region is
populated by about 87 million people {projections have this

aurber doubling by the end of the century). It is a region of

diversity and dissimilarity. The smallest country, Sv
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cnly one seventieth the size of tke iargest, Amgsla. Fopul
fror 600,000 3wazzis to 29,000,000 in zze ZSA. Lesotho

o A N - e - 3 - -~ e L= - azn - N -
2 3250 millicn (1973 ocomrares Lo the Fza 3 I%z.r BlliLlOZ,



I
8
|

neighbors for egress to the rest ¢f the world.

1., Climate/Beolozy

Tne climate ana ecolcocgy range from almost totally arid areas in
Namibia and Botswana to tropical rainforest in Angola and
Mozambique. Seventy percent ¢of the region is semi-arid or
marginally arable grasslands, placing heavy importance on the
fertile areas., Precipitation is near zero on the western coasts
and gradually gets wetter as one moves east and north. Along
Mczambigue's coast precipitation is in the 750-1,000 mm range.
Angola and Zambia have wetter areas near their borders with

Zaire. The elevation is usually in the range of 200-1,000 meters,

except- for Lesotho, which is higher, and coastal areas.

There are a2 small number of large perennial rivers -~ the Zambezi,
Limpopo, QOkavango, Luangwa and Ruvoma. Major investments have
been made in river besin impoundments for power and irrigation.
Dams have been constructed at three points along the Zambezi and
on the Cunene between Angela and Namibia. Considerable additional

hydro-electric and irrigation potential remains to be exploited.

2. Demogravphy

As noted population size varies considerably. Density likewise
ranges widely. HNamibia and Botswane are among the least densely
populated countries in the world. Malawi on the other hand is one
of the most densly populated countries in Africa. Population
density per arable hectare is extemely high and increasing. The
average population growih rate for the region exceeds 2.7%. The
official rate for Zimbabwe of 3.3% may in fact be over L% based

on recent analysis. Indications are that the growth rate for
black South Africans could be equally high. The region alsc has
nigh dependence ratios with the situation getting worse. Estimates
in 1978 indicated that L40-50% were under the age of 15. The
implications cof this in terms of costs for education, heelth and
cther social services and the job creation reguirements are

alarming. The rate of urbanization ia the region is among the



nighest in the world snd far sxceeds the cverall porulatioz
zrowth rate. Zambia is the most urtamni:z
Saharan Africsa and 3otswana has one of
urban growth rates. 3till, the va
(70%) live in rural areas and rely uporn agriculture *

livelihoods.

3. Quality of Life

The extent of impoverishment and unsatisfactory stardards 27

living that are the lot of most southern Africans cen bYe made

more graphic by locking at the statistics on some of the more

basic components of every day life. Only around 50% of adults

are classified as being literate. At the lovw end of the scale

is Malawi where only 25% of the people can do basic reading and
writing. The countries with the highest rates include South Africa,
Swaziland, Tanzania and Cimbabwe where perhaps nore than £5% of

the people are functionally literate. Closer examipation of any

of these statistics would, howvever, result in considerable dis-

counting. Zimbabwe's true literacy rate may be as lowv as L3%.

Massive programs since independence *o provide education to the
.population as a whole have resulted in enrollments in primary
schools growing to about B87% by 1979 (this figure does 1ot imnclude
Angola, Mozambigue and the RSA). But high school enrollrent had
only reached about 1L4L%4. Manpower with trade and profess:onal
skills is in extremely short supply in every couniry inzcluding the
RSA and Zimbabwe where, despite their better off positiocmns, it is

still a eritical ccnstraint.

Infant mortality in southern Africa is high with estimates of a
low of 97 per 1,000 in Botswana to 185 per 1,80C in Tanzania (the
estimate for Namibia is 250 per 1,000. Figures available fcr the

-

RSA indicate 12 whites, €5 urban blacks and 2430 rural blacks per
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An average of 22 c¢hildren per 1,000 in the 1 to 4 year old
range die. The ratio of pcpulation to physician is 16,6CC
to one and this figure is skewed by the low ratic of only
2,000 to one estimated for the RSA and the absence of a figure

for Angola which is likely the highest ratic.

Access to health facilities is generally limited for most
people. The region is heavily infested with malaria, bilharzis,
and a range of preventable diseases. Alsc, safe drinking water
is rarely available resulting in a high incidence of intestinal
diseases. Sanitation in most places of habitation is very poor.
Estimates (1977) ¢f daily calorie intake indicated that only

94% of the needed calories were available. (This average includes
figures for the RSA and Zimbabwe of 108% and 115% respectively)
If a2 southern African were hearty (and lucky)he or she can count
on living to the age of 4% which is a fraction mere than two=-
thirds of the time on earth enjoyed by Americans. Anéd he or she
can spend that short life experiencing hunger, ignorance, and

disease. There zare very few who escape the experience of poverty.

k., Economic Profile

The total value of goods and services produced in the nine majority
ruled countries (GDP) was $18 billion in 1579. On a per capita
basis this was $L425, The RSA's per capita figure was $1,720. As
with any averaged figures considerable dis.arities exist among and
within countries. Namibia with a 1979 per capita figure of

$1,700, would rank among the second richest sub-Saharan countries.
However, over one fourth of GDF is payment to foreign factors of
production and the concentration of GDP in mining and large-scale
ranching yields a per capita income to whites of $3,500 and for
blacks $150 (1977). Thus it is simultaneously one of the richest

and poorest countries in Africa.

Thirty percent of the region's GDP originates inr agriculture, 29%
7C i

in industry and &% in mining. From
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the countries, the fastest growing sectcr was "general
gcvernment” or "public administratior". Iz Zicztetwe, Namidbia
and Botswana mining is a strong sector tut rla

vorlad P-ices. Cnly in Botswana and Zimtebwe has inijustry

been growing appreciably.

a. Agriculture

Agriculture is a major contributor to all of thke region's
deveioring economies. Even in Botswapa, Zambia and Zimbabwe
with their active miping and industrial sectors, agriculture
remains a very important foundation for achieviag growth. Its
contribution to GDP in those countries is 23, 15, aad 12 pecent
respectively. Provably more importantly the sectc= provides

subsistence employment for 83, 68, and 60 percent {in the same

et

order) of the labor force. In the highly industrialzed Scuth

- -

s still emplaoyed

th

African eccnomy, about a third of the Xabor force
in agriculzure. In 1970 it was estimated that the poorest

;
Zand holders owned 3% of the land, while the topr 1il% cowned 22%.

Southern Africa used to be a net food exportef. ¥ars, drought,
neglect and inappropriate policies have made the region & foo0d
importer. During the latter 1270's, agriculture output alsc
suffered due to the impact of the war for Zimbabwean indeperndence
and the effects of drought. Much government expenditure did not
go into agricultural investment but rather into detesrce, refugee

support and the importation of food supplies.

Only two countries, Malawi and Zimbabwe, are usually self-
sufficient in food. Botswanae, Lesotho and Xamibtia traditionelly
have had to import LO% of their fcod needs, even ir gocd years.
While Mozambique has normally imported cereals, it 7es self=-
sufficient in its subsisternce ¢rops. 3ut its comrercial izporis
tripied in 19782 and it had tc use cver zsre-nalf o

exchange &vaeliliable from merchaniize exports o Tuy
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has imported nearly 40% of its corn needs fcr the past three
years, but usually imports oaly 25% of its needs. In 1979

Zarbia had to import nearly half ot its corn needs.

Food production per capiia has declined in five of the region's
developing countries and had either nc gain or only merginal

gain in the others. Overall, per capitazgricultural productivity
has declined in seven of the nine. This is an important statistic
because many of these countries depend onzgricultural exports for
a2 substantial share of their foreign exchange earnings. While the
blame can be placed partly on non-controllable factors, attenticn
must still be directed tc the lack of sufficient investment zand
inducements needed t¢ raise product%vity. . Policies have been
employed throughout the region to keep agriculture prices low as

a way of satisfying urban workers. Improved policies which take
advantage of market forces would g¢ far in releasing the potential
of the region's arable land., The advantages of favorable pricing
policies are-evinced by what occurred in Zimbabwe in 1680 when an
increase in the official price of corn resulted in a major ex-

pansion of production.

But market forces alone will not overcome all of the problems of
the sector. The léck of investment and the lag facter in ex-
panding institutional capability to serve more than the relatively
small number of commercial farmers have held back the potential

¢of the small farier. These farmers have been largely confined to
subsistence agriculture by their financial and technological
poverty. Government systems designed to overcome the constraints
on these farmers have proved expensive and complex to put into
operation. As a result the panoply of infrastructure and insti-
tutions needed to assist the small farmer are ncet yet fully in
place. Where they do exist they are usually inadequate to the
task because qualified personnel are in shcert supply ¢r technoclogies
are still beingkevolved which can efficierntliy and effectively

transfer knowledge to small farmers. Agriculture will require



large quantities of investment ani consideratly =ore tize
before southern Africa can expect tc achie

v
rpotential output in food, export crops, and !

b. Manufacturing

With the exceptior of South Africa, Zambdiszs and Zimbabwe, the
manufacturing sectors of the scuthern African countries are
small in absolute terms and,'frequently in terz2s of their con-
tribution to GDP. In Botswapa, 5.4% o 3DP in 193767/77 came
from manufacturing and it employed 2,335 out of a total wvage
sector of 65,756 {1975/76). In Lesotho, 2.1% of GD2 came from
manufacturing in 1977. It reported about 2,50C lobs in the

. Malawi

0
d abtout

- -

sector out of a total in-country wage force of 32,1
reported 15% of GDP in manufacturing in 1¢7€, and h
c

30,000 in manufacturing out of a 271,000 labtor force. Mozambigue
had 8% of GDP coming from manufacturing prior to indepezdezce.

The sector was estimated in 1679 to employ 17% of tie labeor force.
Swaziland, 22% of GDP from manufacturing in 1975, kad approximately
7,400 persons or 13% of the wage labor force engaged in mapufac-
turing. Zambia had 17% of GDP originating in manufacturing and
11,230 Zambians plus 3,100 non-Zambians employed in manufacturing
out of k66,200 wage sector employees in 1976. Zimbabwve has 27%

of its GDP come from manufacturing, with 136,100 Africans in

marufacturing out of an African workforce of 944,000.

Each country has problers with its industrial sector due to the
small market size and shortages of skilled workers and managers.

The emphasis has been or processing of agricultural outputs and

some small impert substitution items. Standard industries are
usually milling, baking, beer brewing, soft drinks, cigarei<es,
sugar and handicrafts. The larger markets also kave textile

piants, some clothing and footwear manufacture and ~=rapsrcri repair.
Botswenae, due to its emphasis on livestock, tas a tannery asbtaticir

and a vaccine prodiuction plant.



Distrust of private traders, fear of emergent "nec-colonialism”
and a preference by scme governments for an active involvement in
and direction of the economy has led to frequent and extensive
government interventions in the industrial sector. There are
.indications thaet a counter-trend is emerging which recognizes

the necessity of private financing and management. Some
governments are seeking ways to expand private initiative. Even
Mozambique has reversed some of its earlier naticnalization of

private businesses and turned some back to their former owners.

Reducing the barriers to intra-regional trade and instituting
pelicies to attract more domestic and foreign investment offer
the possibility for expanding menufacturing. Also, import
barriers ard4 other protective measures such as subsidies (which
have been used to nurture local industries vy making up for small
market size) must be re-assessed. Another constraint which will
regquire considerable attention and investment to overcome is the
dearth of manpower with the .administrative, commexrcial and trade

skills to support a manufacturing sector.

¢. Mining
One of the main features of southern Africa which sets it apart
from the rest of the continent, and gives it considerable strategic
importance for the U.5. and other developed nations, is its vast
and varied mineral resources. The following table lists many of
the minerals and their uses. Many are found in only a few other
places and often, particularly for a number of the rare metals,
the alternative source is the Soviet Unicn. It is unlikely that
any socurce Iin the region would purposefully withhold them from the
markXet since they are & main source for foreign exchange earnings.
If a2 situation did arise as a result of political differences or
regicnal insecurity where access was interrupied, stockpiles exist

outside the region which could avert any majer disrupticn ¢f pro-

duection ianvolving such minerals. However, the costs to Western
economies could be increased significantly if there were any di-
rupticn of supply over a longer period c¢r If conditicns of
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difficult and thus more expensiv

These mineral resources are important to most of the economies
of the region and gcocvernments are hithly committed to the
development of mining. They need it to provide jobs, tax
revenue, and foreign exchange. Copper provides 90% of Zambisa's
exports and 15% of its revenues. Botswana's mining sector
produced over half of GDP in recent years. In Lesotho 30-40% of
the workforce is employed in the RSA's gold and ¢coal mines and
the value of their remittances is five times the value of all

commodity exports.

Angola's oil provided over 55% of its export earnings in 1978.
Beyond the current productivity in minerals is the region's

future potential. rBotswana has major coal reserves which are
essentially untapped. Mozambique is believed by many knowledgeable
observers to have major untapped mineral depostis, including

natural gas and oil.

Earnings from mining have been depressed in recent years by the
world recession. Also, exploitation has been disrupted@ by the
conflicts in the region. It can be anticipated that these condi-
tions will abate in the future and that the region's development

will benefit from the increased earnings from this sector.

d. International Trade and Finance.

Total regional exports were estimated at $2 billion in 1978 and
growing at over 3% per year. That is probably an underestimation
of the true value of exports due to the problem of counting
exports within the South African Customs Union (%40 which Botswana,
Lesotho, Swaziland and Scuth Africa beleng). Further, Zimbabwe's
trade figures reflect the sanctions imposed on the Smith
government. Thus, it is likely that total exports in 1980 were
over $3.5 tillion. Aside from the minerals already mentioned, the

region exports tobacco, sugar, nuts, shellifish, tea, cotton, coffee

and cattle and wool. Fcr ZBotswana, Lecscthe, Swaziland and Malawi
most exports go to Scuth Africa. The V.Z. imports more from
southern Africa than doces aay other country. In 1879 the U.S.
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imported $505 million from the region, excluding South Africe.

Most o2 the countries are dependent on the expor+t o only a
limited number of primary products. Over 30% of Be-swana's
merchandise exports come from diamonds, copper, nickel natte
and meat; +two-thirds of Lesotho's merchandise exports are
diamonds; Malawi is similarly dependent on exports of tobacceo,
tea and sugar while Svaziland depends on sugar and wool prc&uct
exports for over half its earnings; Zambia depends on copper
exports for upwards of 90% of its foreign exchange earnings.
While recent figures are lacking, Angola probably has a similar
type of dependence on oil exports. OCnly Zimbabve is rnot

dependert on a limited number of exports.

The majority ruled countries imported nearly 3 billiom in 1578.
The U.S. provided less than 10% of that amount. Zighty-seven
percent of U.S5. exports to those countries went to aApgola, Zazbia
and Mozambique. The major sources of imports for the majlority
ruled countries are South Africa followved by the UK amd Japarn.
The region's major imports are fuel, focd, machinery, industrial

raw materials, clothing, textiles and building mater-ials.

There is very little, adbout 3-L% of the total, trade among angd
between SADCC members. This exists for historical reasons

(colonial ties, orientation of the countries towards primary

product exports, while seeking Iimports from South A'rica and
developed countries). War and transport difficulties have also
contributed. Agriculture industries irn Zambia, Malawi and Zimbabwe
partially complement each other which does encourage some purchases
if transport and financing problems can be overcoze. 3Bciswana's
beef, Mozambique's fish, Zirbabwe's furriture apnpd textiles, Zaambia's
metal fabrication and chemicals industry can all find expanded
markets withir the region. Angola and Mozazbtigue kave tradiiticnally

been trading partners due to a common colonial lega:iy.
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Some indication of the potential Tor trade can be lllustrated
by looking at the extent of trade within the region prior to
Rhodesia's UDI. In 1965 25% of Rhodesia's exports went %o
Zambia and 5% tc Malawi. Rhodesia imported 4% of its needs
from Zambia and 1% from Malawi. In 1964 Malawi sent 1% of
its exports to Rhodesia, and 1% each to Zambia and Mozambigue.
Thirty-nine percent of its imports came from Rhodesia, L% from

Zambia, ard 1% from Mozambigue.

While the potential exists, there are constraining factors on
realizing it. Trade relationships and financing facilities
already exist with South Africa. In many cases there are real
economiec savings in deeling with South Africza whose industries
can turn out manufactures at cheaper costs due to the benefits

of the larger market and lower wages. South African financing
facilities can give up to one year to pay on exports. These can
be attractive export terms for foreign exchange short countries.
Industries in SADCC countries have been constrained by small
market size. Conseguently costs of their limited manufactures
tend to be comparatively higher. While a few SADCC countries have
food surpluses for export, they have been unable to establish
ongoing trade links. Zimbabwe has had surpluses, but finds
markets pre-empted by South Africa, South Africa subsidizes corn
exports in order to maintain a high level of producticn among its
farmers. Zimbabwe does not subsidize its sales and can only
compete by selling at a loss. Financing facilities rcr trade
generally do not exist among the region's developing economies.
Risks are higher a2nd volumes and types of exports are usually not
sufficient to warrant ready access to commercial bank or

government export program resources.

B. Regional Cooperation

Independence is a relatively recent phenomena for the countries
of southern Africa. Excevt for the REA, which achieved self-rule

within the British Commonwealth system in 1910 as the Union of
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and majority rule within the last two Zecades. Thr
independent during the past seven years. Cevelopmert has beern
almost exclusively a2 national focus. However, there has been
emerging during this same period a growing sense of regional
identity. This identity stems from common political perceptions

and objectives related to on-gecing independence struggles, most
recently in Zimbabwe and Naribia and to the poliicies c¢? the RSA.

In recent years this regional identity has stifted from lZimited
shared political views to a commitment to0 the conceri of regional
economic cooperation as a necessary adjunct to naticnal develop-
ment. The formation of the Southern Africa Zevelopment Coordination
Conference in July 1979 was the first tangiblie evidence of this

growth of regionalism.

Because this regionalism wiil likely play an imporient part in
the direction of politics and economic development, it is wvorth
reviewing the history and attempting tc assess its potential.
Prior to gaining independence, leaders of African netionalist
movements had formed the tvelve member Pan African Movement of
Eastern, Central and Southern Africa (PARMESCA) in 1963. As some
members gained independence & new orzanization, the Conference of
East and Southern Africa, came into being. The Conference, which
included 17 member states, held nine summit meetinges between 1965
and 19T4. The organizations tended to focus exclusively on
political issues of mutual concern and economic cooreration wvas

left to bilateral discussions. The Conference directed =uch cf
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southern Africa's liberation movements. Its failure

led to its replacement by the groups of countries referr
the 'Frontline States' consisting of Aurola, Zctswara, Mozambigue,

”

1 + 5 1 ¥ k 3 -1 <L - ‘:Fl‘: -y - bad \
Tanzania, and Zambia (Zimbabwe Joined mfter Its i-dependence..

This groupn prcved much more cohesive and eflfective _n weriing
together, reflecting theilr commen interest In aghliesicg malority



rule in Rhodesia. The economies and security o mesit mzenmbers
¢f the Frontline states had been adversely affected by the
sanctions and fighting asscciated with the Rhodesia struggle.
Trade and commerce was interrupted and fighting spilled over
into surrounding countries. There were very substantiazl costs
of not being able to readily export their products or bring in
needed items without incurring high economic or political sur-
charges. Defence spending alsc had to be increased in response
to intrusions into their territory and threats by Rhodesian
forces. Mozambique and Zambia were probably the most severely
affected but Botswana and Malawl also suffered notable losses

by zcceding to sanctions.

Namibia has become the latest foeal point of political attention
of the Frontline States. It was, however, Rhodesia which aroused
a recognition by the scuthern Africans about their exposed
econcmic position. Poor economic performance and reliance on a
few exports, transport systems operated through and by other
countries with few alternative routes available, and a vulneradble
and excessive dependency relationship with the RSA's economy were
viewed with substantial concern. Sirong impetus was provided

for agreement to work together to make theilr economies less

suscepiible to externalities beyond their control.

Indeprndence for Zimbabwé provided the catalyst for SADCC's formation.
Zimbabwe, while the cause of much of the regiocn's economic difficul-
ties during its struggle, represented the pivetal point around

which regional economic cooperaticn became possible. Its central
geographic position astride the main transport routes and its
relatively strong and diversified econcmy offered an alternative
source for goods and services to the RSA and offshore suppliers

and the possitility of chcaper routes for shipping. It a2lso re-
presented an alternative for food imports assuming its surplus

gtatus could be maintained.
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its aegis This so-called 'constellation of states’ concept
was announced by tbe RSA Prime Minister ip Marcn 1%
proposed regional economic cooperaticn siong commercia
by removing restrictions on the flow of goods and servic
between member states. The idea had originally beer proposed in
the 1960's, and in a sense, it was an extension of the arrange-
nents existing between the RSA and the 3BLS zountries under the
South Afrigca Customs Union. There were two main aspects to the
proposal which made it totally ubacceptable to the rest ¢? the
regicon, including the BL3 countries. The structure would also
incliude the RSA's 'homelands' which it had been trying to set up
as self-governing, independent states but which vere viewved bty
the rest of the world as attempts to legitimize apartheid or
separate development based on race. Lhe countries in the region
also saw the 'coanstellation' as an attempt by Socuth Africa Lo
instituticnelize its economic domination of the region. Under
the 'constellation' proposed zrowth would have gravitated to the
center to the detriment of the periphery states. Tte cnly positive
outcome of this effort was to strengthen the resolve of the other
southern African states %o work together to achieve s greater de-

gree of economic¢ independence from the ROA.

Cn the whole, regionalism is a still suspect approach to sclving
economic problems. Failures are more in evidence ttan successes,
The foundations on which such approaches are built cften ski?l
over time. The common problems, perceptions ard stizmuli are all
sublect to change as nations' politics and economies encgunter
new conditiens. Often regional cogﬁeration creates ard abandons
institutions which linger on in spite ¢f ineffectiveness and

financial ccsts.
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set of basic problems reieted tc their naticnal and to the
region's economic structures. They share some significant
common resources, albeilt in smaller sub-groupings. They alsc
have a2 cchesion stemming not only from these shared problems
but from political tension generated by their differences with
the RSA or Namibia, apartheid andéd that country's real and po-
tential capacity to dominate and influence events in the rest
of the region. SADCC countries' leadership throughout the
region, even in the more radical governments, seems intent on
avoiding open confrontaticn with RSA. Rather they are seeking
to present a united front in opposition to those aspects of the
RSA's peolicies with which they disagree. They zlso realize the
benefits of greater economic cohesion. In its deliberaetions and
publications SADCC has displayed considerable pragmatism as to
how to achieve i1fts economic objectives and as to the long time

frame involved.

SADCC's approach to institutionalization of regional development
is another cause for coptimism about its chances. From its incep~-
tion SADCC has exchewed the creation of a supra-national bureazu-
cracy. The approach to institutional development is that it be
"flexible, gradual and pragmatic". SADCC operates through annual
summit meetings, & Council of Ministers, bi-annual meetings with
donors, and Standing Committees of 0fficials and Sub-Committees

of Cfficials for sectoral programs. The only permanent institution
to be activated has been the Southern Africe Transportaticn and
Communicaticons Commission which has a small staff of Mozambiguans
and advisors provided by Nordic countries. The establishment of

a Secretariat to be located‘in Gaborcone, Botswana, will beccme
effective July 1, 1982. The Secretariat will have a staff of only
seven and be responsible for servicing the meetings of the heads
of states, the Council of Ministerg, the Standing Committee of
Ofrficials and the annuzl donor meeting. Policy functions will

remain with the Council of Ministers which passes on recommendations
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submitted to it by the Standing Committee of Cfficials. MNore
vermanent institutions are expected o evolve as SAZCC completes

various sectoral analyses and develops agreed uron IrCgracs.

Primary responsivility for staffing andéd managing se:toral
commissicns will reside with the country to vhich taat sector
has been assigred.* Thus Angola will have energy, 4alawi forestry,
fisheries and wildlife, Swaziland manpover etc. Thes approach
reflects SADCC members' concerns that a costly bureaucracy not be
reated and their emphasis on approaching regional 3eveliopment
with an emphasis on coordination of plans and investxzents. They
are well aware of the mistakes of other regional efforts and are

cautious in trying to avoid them.

It is ironical that this caution has teen SADCC's greatest problen
to date. Decisicon making in SADCC is ponderous and complex, and
has been slow to produce fundable programs. Many basic decisions
are left until the bi-annual gatherings of the Jouncil of Ministers.
Plans have not proceeded expediticusly and dorors are olten “rus-
trated io efforts to assist. The lack of fulltime staff assigned
to handle administrative and program matters means that SADCC res-
ponsibilities are sometimes given secondary priority by cfficials
also working on their normal nationally focussed tasks. This
delays achievement of SADCC's goals, but, more seriously, it ray
result in dampening the enthusiasm of memdber states and dencrs.
This problem is under active review by SADCC. It should be
resolved soon. It is likely that more flexibility will be given
to governments to act on behalf of SADCC without reference to the
Council of Ministers. Also, it can be expected that individual
governments may soon assign staff on & fulltime basis to carry out
their SADCC roles. Zimbabwe has already initiated action to place
a small contract staff in its Mipnistry of Agriculitire to adminis-

ter its regional food security functions.

# Transportation and Comz=unicaticns (Mozaztigzue'; Zrnergy (Angolal;
Mining (Zartia) Tood Security ‘Zimbatwe'; Anizel Zisesses and
the Sn CC Sec etariate v3octswana}!; Manrocwer ZevelapTment
{Swaziland); Soil Conservaticn {Malawi'; Iniustry Tazzarisl;
?orestr*, Fisheries and Wildlife ‘Malawi'.



A.T.D's Scuthern Africa Regionsal Program will not be synomous
with SADCC. There are important elements <7 the progran
addressing other aspects of develorment IiIn the region not
appropriate to bilateral programs. SADCC is, nevertheless, the
main indigenous structure for implementing development in a
regicnal context. Its importance will likely grow during the
course of this strategy. Its unproven potential for planning

and implementing regional programs, opening up regional market
forces, creating economies of scale and cther efficiencies make
it worth working with and supporting. Its potential to influence
the direction of long term economic development in southern Africa
argues forceably for the U.5. to establish a close working re-
lationship 2nd to support SADCC. It will remain the primary, bdut

not exclusive, Iinstitutional base for A.I.D.'s program.

SADCC also offers a unigue opportunity for the U.S. to demonstrate
its commitment tc the peaceful resclution of the region's problems.
And finally, SADCC can be used effectively as a means for overconming
some of the difficulties in our relations with some of the region's
governments. SADCC 1s a forum for dialogue and contact which is

a bit removed from the more difficult bilateral arensa.

c. Economie Performance

Crisis 1s the applied term in describing econcomic conditions in
Africa today. Southern Africa exhibits many ot the same conditions
found elsewhere on the continent -- slow growth, poor agricultural
performance, deforestation and declining soll fertility, & rapidly
inecreasing population, balance of payments problems and rising
debt/service ratios. The causes are alsc similar - a combination
of external influences such as inflation and world recession ad-
versely affecting the terms of trade, and inappropriate policies

as inexperienced, but proud, young governments try to stimulate
some growth while carrying out redistributive transformations of

narrow-based, dualistic economies.

Economic decline in scuthern Africa has been greatly aggravated



cular impesed = high eccnomic cest oe neightoring
coming fronm both sanctions arnd the fighting. Ind
in Angola and Mozambigue have le e
by a precipitous departure of manpower, skills ar T
Severe economic problems contine to worsen in those coun
The continuation of fighting in Angola between rival fac
and the costs associated with both Cudan and South Africzarn
incursions have further impeded its develcpment. A& pe s
guerilla war in Mozambigue aimed against the governnent has like-
e

wise affected that country's chances to direct fullr its efforts

and resources to achieving growth. Perhaps the greatest impedi-
ment irn Mozambique has beenp the intransigence o7 the government
in its economic policies, refusing to loin Western “Inanced
institutions and to allow individual initiative t5 gzrow. Trhere
ere signs that some econcomic policies in Arpgola ané Mozambigue

are heing moderated.

It was, however, the Zimbabwe independence struggle whick had
the wider and more negative impact on the region's economles.
Zimbabwe occupies a pivotal positicon within the region. Its in-
dustrial sector and agriculture surpluses had provided other
countries in the region with a8 more proximate ard less costly
source of supply of needed items. Even more ismportantly, the
transport system was largely centered or routes through Zimbabwe.
The irntermational declaraticn of sanctions against the illegal UDI
government in then Rhodesia had major economic repercussions in

surrounding ccuntries.

Alternative transport routes to move bulk, unprocessed zmineral
exports, which had previocusly been shirped through =o Es
or Mozambiguan ©ports were either none-sxistant or unrelzetl

The Zenguelsz railway through Angoela has teern rerveatedly int
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construction and a lack of maintenance capability. In any event,
as a port, Dar es Salaam proved inefficient and thus uneconomical

¢
ffesected also by the drop
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to use. Zambia's trasde was zeverely
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in world ccpper prices which cut further into its rescurce
availabilities. Its situaticon was such that the World Bank,

in recently assessing Zambia's econcmic performance concluded
that two~thirds of its fall in per capita national income in the
1970's was probably unavoidable, whatever peolicies the government
had followed. Mozambigque lost a major source of foreign exchange
and revenue frem the transit use of its railways and ports. Malawi
had to redirect a major part of its foreign itrade away from
Rhodesia. Botswana also had to redirect part of its trade. In
addition Botswana experienced an outbreak =f foot and mouth
disease because the fighting in Rhodesis made control programs
across from its border impossible to maintain. This resulted in
lost revenues from beef sales to the European Community. The
costs to these goveraments were not inconsequential and the re-
sulting sense of vulnerability gave rise to SADCC and to emerging

forces of eccnomic integration in this part of the world.

The region alsoc was hard hit by the effects of successive oil
price increases in the mid-1979's and the subseguent general rise
in the cost of imports. The onslaught of recession in developed
countries compounded these difficulties. Inflation pushed import
costs up even furthe:r and the fall-off in productivity in developed
economies meant a drop in demand for the region's exports.
Tanzania while ome of the harder hit countries, was not atypical.
The drop in its exports meant less revenues while its import
bills scared. Tanzania's petroleunm bill, despite major conserva=-
tion measures, takes up about 40% of its import bill. By 198z

the Tanzania industrial sector was working at only 35% of capacity

(compar=d to 70% in 1977).

I+ is probably not possible tc determine precisely the extent to
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Africen seif-rule. Econozic and edministrative systex
designed to service the needs of a small aslnmost *ot:zlly non-
AZrican population involved largely with the production of

exports. Transportation and infrastructure were designed %o
service the commercial farmr or to ship unprocessegd 56015 to coastal
areas for export. 3Black Africans rarely participated in the

growth.

The arrival of independence found few Africans with the skills

and education needed to step in ané run goveraments and operate
private enterprises. While a small coterie had maneged to gain
overseas educations their numbers were very limited. Za=zbia's
example is illustrative of the conditions zost countries faced
(the case of Zimbabwe is the exception to many of tLe observaticns
on other newly independent countries in the region). wWher Zambia
was giren independence in 19c4 there were 2only four Zaxmtians in
senior professional positions and apother 25 held acpinistrative
positions. Only 1% of the pogalation had finisked pricary school,
1,200 had secondary school certificates, and ornly 170 had graduated

from uriversity.

Throughout the region rural areas and segreg
for Africans in centers lacked basic ameniti &
structure. Schools and heclth facilities, 1If th
of much lower standards than thnse evailable to

populatiorns. Agriculture services apdé sugpperiing Jecil ities were
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Cn assuming control over these narrow-basea, dualistic social
and economic c¢ystems, socuthern African leaders were faced

with carrying out a recrientation of their national structures
in order to incorporate the entire population as both productive
contributors and beneficiaries. Politics, and inexperience,
produced a variety of approaches and supporting ideoclogies for
transforming and developing economies. Angola, Mozambigue and
Tanzania have experimented with 'scientific sccialism' Zambia
adopted a hybrid cr African socialism desecribed as "humanism'.
Botswana, Lesotho, Malawil and Swaziland opted for a more gradual
approach to achieving eguitable distribution of the benefits of
growth. They also gave a large role to the private sector but

maintained a degree cof government controcl in managing development.

There is, however, in southern Africa little apparent correlation
between development strategies adopted at independence and
achievement. The region as a whole has encountered similar
economic problems despite the strategy applied. The situation for
most countries is bleak. Real income fell at least 10% between
1978 and 1981. Agriculture productivity has stagnated and de-
clined resulting in a2 need for imported focd and food aid. Balance
of payments accounts are increasingly in deficit with a consequent
rise in borrowing from higher cost commercial sources. Malawi,
one of the bettier economliec performers, has seen its debt service
ratio grow to 20% in 1980 from an average of only 8.7% in the late
197G's. It is projected to go up even further to 29% by 1985,
Botswana, which had achieved cne of the highest growth rates out-
side OPEC, based on its copper/nickle and diamond exploitation,
has now encountered serious problems with a fall in demand and

price for its exports, particularly diamconds, in the past year.

The situation in Zimbabwe since majority rule has been encouraging
but also worriscae. Its strong commercial agriculture and in-
dustrial sectors have responded to the 1ifting of sanctions and
pent up demand. Growth has been goodl but It could be the result
cof special circumstances. Only time will tell. Zimbabwe began

its majority-ruled independence with a comparatively strong human



and physical infrastructure base on which t¢ tuild. Like its
developing neighbors Zicvabwe's government faces the polisical
-~

imperative to rapidly redress the more striking in
e

its scciety and economy. Expenditures for ‘a priority
area for both governmeat and the people have alreadiy been
increased by SL4f% over the pre-independence figure. Free zesalth

care for people earning under $150 monthly has teen instituted.
Frograms are being initiated which wilil brirng more Africans
the market economy and provide for services previcusly directed
iargely to the white population. Zimbabwe's governmen*t is
trying to bring about this transformation in a different environ-
ment. It has to try to assuage demands by the zmajo-ity of its
citizens and rivael political leaders (some within the ruling
party) for gquick and more radical adjustments of the dualisz and
at the same time try to maintain the momerntum 22 +he modern

economy and commercial agriculture.

It is important to the region that Zimbabwe succeeds in tkis
strategy. Zimbabwe's economy will be the most important pole of
growth in the region after the RSA. Prosperity in Zimbtabwve can
spill over. It can also be an alterantive source Zor imperts.
Failure in Zimbabwe will only serve to strengthen the hands of
those groups in the region who favor continuatior of zinority rule

a,d more radical and adventurist economic policies.

It is understandable that southern Africans are seesing wvays to
make their economies more immune to the vagaries of the world's
economy and the whims of their powverful neighbor. Zach countiry
recognizes that, in the main, arnswers lie withip national economies

and natioral policies. But they alsc realize that aev forms of

a
cooperation among themselves are essential if growta is to cone

through the opportunities offered by the iarger regicral market.
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In fcrming SADCT they heve directe
they believe to e an unkealthy and poliitically ucacxceztatle

depenience on external eccrnexmiz in



to the RSA-their concern 1s heavily focussed on that country.

Most SADCC member's economies are linked with the RSA's in a

wide range of areas. This le r of the region's
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historical develcpment durircg the colonial period. The RSA
a

o

became the most developed economy as result of its early ex-
ploitation of gold and diamonds. Later discoveries of minerals
in the interior of the regicn resulted in extention of the
transportation infrastructure upward through the center of the
region. Consequently trade and commercial activity tended to

be handled through the RSA and in a north-south pattern. A full
range of relationships and institutions zrew over time which
were centered on South African business interests albeit with
mutual benefits, but usually with South African interests being
the controlling factor. The South African Customs Union and the
Rand Monetary Area are the more cbvious examples of this. There
were also bilateral arrangements such as the Preferential Trade
Agreement with Rhodesia. 3But by and large linkages grew from

commercial contacts.

SADCC members are suspicioué about these linkages and take an
increasingly negative view about their impact as they affect the
region's weaker economies. The emotion engendered by the RSA's
apartheid peolicies and its intrusiocn into the affairs of SADCC
countries by manipulation of its economie links {as the the with-
drawal of locomotives from Zimbabwe in 1981) and by military ‘n-
cursions and support for rebel movements makes it difficult for
the other southern Africens to be objective about the long term
desirability of many economic links. But leaping from naticnal
development priorities to the complexities of regional cooperation,
investment, banking etc. requires objectivity. Dependence in
fact implies a superior/inferior relationship. While this is
obviously a correct perspective when comparisons are made between
the SADCC economies individually and as a whole with that of

the RSA, the prospect of pelicy cobjectivity might bte strengthened

if there were a more balance 'interdependency'.
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The following section {based orn the apalysis in =b

+

summarizes what the current Zependernce relation
of and some of the conclusions it leads tc with respect o
the likely and optimal development of 4the re
is made to factor in pelitical scenarios. P
obtviously have an influence on what direction the region's

development takes. The stakes and the costs can be very high
for SADCC members, the RSA, and the U.S. and other VWestern

countries.

D. Macro Economic Perspectives

No serious evaluation ¢f the southern African region can ignore
the relative economic'dimenéions of the RSA and its position vis-
a-vis the other states. Moreover, scme significance needs to be
attached to the dynamics of this balance, for examp.e as it

might emerge in the course of the period up to the wvear 20C0.
Crude comparisons of the RSA and the SADCC countries should,
however, be eschewed or at least only carefuily undertaker. This
follows since there may be grounds for evaluatiang s-ates neigh-
boring the Republic opn two levels - those directly »roximate and
others (at least) once removed, viz. Tanzania, Malawi and Zambia.
Angola alsoc presents certain unique features in thaz it has
relatively few direct economic links with the RSA. ©On the other
hand, while Malawi is not adjacent its economy has >een more

closely associated with the RSA through trade and financial links.

1. Economic Size and Growth

A number of macro econcmic indicators in Table I rellect the com-

parative status of the various southern African ecoaomies. The

most striking feature foundé is the difference ir economic scale

between the RSA and other countries. This occurs C

countries having & 58 million population cor-pared t> the Republic's
e

29 million (1980). Total GDP in the 3SA stands rouzghly 3 =imes
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countries in 1379.

What do these comparisons izply? In the “irst rlace *there are
questions conerning the economics o0f compearative advarntage.

Ahether vis-a-vis the SADCC group or iis constituen= parts
{often a more realistic measure because oY the na<iona’ besis

tc ecornomic policy and decision-itaking), the RSA presents it-
c

[+] [
a3
o
'J
(]

self as a determinant influence in the regi onosy .

Tke RSEA's centrifuzal sirength has a two-way dimensicp. Greowih

may prartially stimulate expansion elsewhere in the ~egion.
Economic recession on the other hand emits simiiar :Zmpacts, gften
less easily countersacted. Here there is found cne 2czpelling
reascn for SADCC's aspirations towar& greater econonic autonenmy.
But insurance against the costs of association ‘via transzitted
recession or comparative disadvantage) may be all well ané

2ood provided growth benefits are not foregone or the additicnal
adjustnent ccosts do not weight excessively. A second implication
is that of imbalance in relative specialization sné capabilities «
applicable to products, skills, unit costs of production, sectorsal
sophistication and economic diversity, industrial development, the
technological and productive based as well as infrastructural
viability. These differences between the RSA apnd SADCC arise not
only from considerations of scale. They also relate to tkhe incone

structure found, rescurce base and conseguent invessment potential.

The RSA's average per capita income (notwita:standinz wide
differentials) stand 5-6 times above the SADCC average ($31C per
head); and more so is this the case for selentei, w2aker ezcnomies
(e.z. Mozambique, Malawi, Tanzania and Lesothc). Tzie Rerublic's
whole pattern of demand and market options are struxturalil

different to those of its lower-income zeighbtors. Moreover,

annual gross invesiment typically stands at o cuck igher level,
tuilt on a consistently large savings ratio iz 3IZP. About £27C
villisn arnnuzl investwment must he comyarel o e sum Trotsally
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magnitude variations should be viewed on & dynamic basis.

When s¢ assessed, the consequences stand out clearly. Indeed,
even some slippage in the investment rate on & slowly io-
creasing GDP in the RSA would imply little prospect of gross

investment differentials significantly altering during the rest
of this century. As result, the current eccncmic advantages
in specialization and productivity enjoyed by the RSA are un-

likely to be guickly eroded.

The choices for SADCC countries, therefore, concern their
individual and (in some cases) common degree of participation

in the likely expansion of the more advanced sectors of the
regional economy. It is nct apparent that each of them stands

on an eguivalent position on this issue. Indeed, certailn
countries (Zimbabwe, for example) will face more difficult choices
than other (e.g. Tanzania or Angocla). Zimbabwe's close linksge

to the RSA offers major potential advantages, if politically

realizable.

Other implications furthermore reinforce the propositions already
advanced, if for instance consideration is given to overall

regional trade dimensions and the inter-country balance of payments
situation. SADCC's export values (1980) just top $5 billion, or

25% of the RSA's. Imports however, approximate the 50% level.
Moreover, many SADCC economies traditionally operate trade deficits
and exhibit negative current account balances. These are positions
of structural weakness which imply dependence on extermnal aid flows,
in the absence of massive foreign capital inflows, and high levels

of contracted (mostly public sector) indebtedness.

2. Selected Ecconomic Indicators

Without pursuing RSA/SADCC variations to the limit, it is worth-
while to reflect on selected indicators concerning focd, aid and
energy. These enable important dimensions in current inter-state

relationships to be identified (see Table 2.

Firstly, SADCC countries have fairly weax, mostly non-commercial
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agricultural bases {sxcepting Zimbébwe). Food output growtih

per capita in the 1%70's nhas been negative in 5 countries, and
r11 but Zimbabwe regulariy receive food aid (cccasionally at
very high per capita levels;). The RSA, on the cther hand, has
played the residual role of potential "supplier of last resort',
although Zimbabwe recently has been able toc tempocrarily usurp in
part this function in the sphere of grains, and could continue
to do so provided transport beottlenecks, payments arrangements

problems, stocks and output trends remain properly aligned.

For the most basic of reascons, as well as a requirement of
development strategy, there is long-term merit for SADCC countries
in accelerated agricultursal development, focd security policy
coordination, storage capacity expansion, and the like. But all
these facets are largely derivative in the sense that an

efficient high-productivity agrarian sector must underpin such
coordination activities. Currently this desirable situation does
not apply for most SADCC countries which cculd well devote more

attenticn to successful agricultural development options.

As the IBRD and other informed sources have recently pointed out,
in agriculture sectors as elsewhere, domestic policy adjustments
are required for significant economic improvement. These develop-
ments should at least accompany, if not precede, second-stage
reginnal initiatives and could well be a potential target area for
selective alid programming designed to assist SADCC by promoting
th: realization of preconditions for successful regional

{agricultural) policies.

Secondly is the situation regarding economic assistance. All SADCC

countries are now substantial net ODA recipients. The RSA is not

in this category. Indeed, that country offers and supplies
selective, if small amounts of, external assistance. This is a
fundamental difference between the tvwo. SADCC's aid receipts

have been grwoing rapidly, largely from Western Europe and UE

sources. Aid funds constitute malor elements in national budgets,
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inports) permit SADCC countries %c relax or reduce sther
commercial obligations, *zncluding inter alia those wit:x the

R5A. A not inconsiderable part of SADCC's explicit progran is
built on this very premise and constitutes in effect ar attempt

to shift from one form of dependences %o another.

while it would e difficult at this eariy stage 10 shcv thatl

the nevw emphasis hes beern wholly unwise., gcuestiocns may well be
raised abouit the wvaibility of such an approach in <he longer-term:.
FParticularly, this would would appoly if one izmpact of the switch
was to discourage, as is already partly occcuring, intra-regicnal
trade and investment and offsetting capacity substitution, re-
guiring heavy new ocutlays in infrastructural facilities. In gther
vords, there is a point beyond which national {or 2ven regional)

"self-sufficiency” may only be purchased with incr2asing costs,

Another selectively significant feature in southersy African
economies relates to energy. SADCC countries {iess so Zizbabwe!
are minor consumers of energy put alongside the RSA. Yet the
adjacent economies of Mozambigue, Swaziland, Lesotho ard Zimbabwe
have a combined, at present largely unexploited, epnergy export
potential (principally for electricity). For the xzoment this cut-

put could only, if developed, be absorbed bty the RSA.

On the other side of the energy equation, the smaller countries
are heavily dependent on strategic petroleunm product imports
coming via the RSA or from its petroleuz refineries. This pattern
suggests certain longer-term strategic interdependence, nc zmatter
what the existing pelitical exigencies =ig
another way, the price of a differently established
rombined with maximization o7 export potential, 2culi be estizated
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southern African states [see Table 1},
e a

r+

much meore industrialize:i ard licerate

urban socliety with fewer pcpulaticn pressures :excep: in

h
" higher "nomizal" measure of welfare [e.g.

"homelands and
life expectancy). This is to be expected, ziven GIP size and
prevailing incomes per head. Yet it is important fo> SAIDCC
countries that they do not continuously or, zore per-=ine
increasingly, lag bpehind in the formidable changes which even
now might te eanticipated. SADCC's program has elecents directed
to these spheres, notably manpower training, however, there can

probably never be encugh done in the fields of functional

(especially techrnical) literacy, industrial and =apagerial s+*7lls,
health services and {as is required throughout the Tegior' :the

installation of basic rural infrastructure.

3. Growth Projections to 2300

Growth projecticns built on defined scenarious car assist in
escertaining optimal choices. Difficulties existant in southern
Africa make such projections an inexact art. TNevertzeless, it is
a revealing exercise to try to see what the previously identified
economic magnitudes differentiating the RSA and the =-est of the
region would mean if projected to the year 200C. Various feasiltle
country clﬁssifications could be examined. RSA/SADCT {Case I}
trends constitute one possible comparison. 3But to allow for azore
realism, Tanzania {very much disconnected from southern Africa;
could be omitted (Case II). Another category to consilder might

4 -

cover neighboring ccountries excluding Angclia (lase I7I..

These cases can be exarined within different growt: scenarios.
Projection of the status guc constitutes one opticn _Scenmaria Al.
rios {3 and { rescectivel !

While "high" and "low" growth sce
o
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onditions and leading role in the regi

Only GDP grow:th trends are considered. The growtk rates aptlied

n the different scenarios are based on the historica, recorid

.

as per 1960-79 for A {(shown in Tabie 1), a 5C% improvement for
South Africa in Sernario 3, and a 5C0% degradation in the RSA's
rate in Scenario €. The results are reflected iz Tatle 3. They
should be interpreted with the necessary jualifications reguired
as well as with recourse to limitations noted as pertaining to
scenario evaluation. The results can be considered ty scenpario.
Thereafter observations about intra-SADCC hierarchies Jdeserve

mention.

Scenario A foresees the RSA's GDP expanding at 5.0% annually to
reach $140 billion in 2000. This pattern would represent rela-
tively strong, stable growth and could well be sustained from the
resource-base perspective. It would, however, prodadly i=z=ply
sustained investment and an absence of economic sanctioms. 3y
comparison SADCC countries as a whole would expand at 4.2%
annually (based on 1960-79 experience), to reach a GDP of $il
billion in 2000. The L.2% annusl grovth rate posited for the
SADCC countries is probadbly quite optimistic. It stands well
above IBRD projection rates for 1980-90. The rates stex froz past
country experience {detailed in Table 5} in which some exceptional
performances are perhaps overstressed in the projections. 7o take
a case in guestion, Botswana's growth rate in 1582 is likxely to

be zero, not 11.3% as used in the projection.

The RSA's expansion under Scenario 23 {"high growth"” equal to T7.5%
annually), would generate a GDP ¢¥ £222 Billicr im 22082. This
would widen considerably the already increasing zzr belvween It-
sel® and any 2o the ZAZTT z2omtinaticns censllered. Zwern unier
Scenaric ¢ {"low zZrowth” in the RSA egual o Z.5% annually.



Country

falawi
Mocambique

Tanzania

Lesotho
Zimbabwe
Zambia
Swaziland
Botswana

Angola

Table 5;

US$ millions

3,697
3,943
8,217

1,204
8,130
6,831
1.621
3,659
3,700

PROJECTIONS

GDP_BY COUNTRY

- 2000

Weight (%)

1980

6.8
13.1
22.9

1.3
20,2
18,0

1.4

2.4
13.8

Source: Based on Tables 1, 2 and 4,

20C0

19.
16.

o

O w o ow N o W

GDP Growth Rate
Appiied (%)

[958

11.

oW s 0

(historic
5.7}

(historic
0.2)



perhaps equivalent to stress conditions, the absclute ezgcnonmic
magnitudes beitweer RSA/SADCC would widen discerzidl:. Tow

e
s nuicorpe would probably be over-sanguine, taxen froz the
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S0 under most feasible growth scenarios, it could te postulated
that the RSA's economy will strengthen, probably in relative

terms and undoubtedly in absolute terms. If this proves the

case, SADCC countries would need to build lopng range econcmic
pclicy on the implications involved for trade, invesiment, market
access and other linkages. There are also subsidiary dizensions
of interest in the projection framework. Joticeadly, the relative
economic size of the 3LSMZ group would improve if pest performance
prevailed - as its combined GDP rises to $38.6 billion {&%,.4% ¢f
the SABCC group) in 2000, up from $6.9 villion iz 108¢ {38.5%%).
The annual growth rate of GDP is 5.1%, 21% above the grour
average. The gains occur at the expense of Tanzanie ard Angcls -
both identified as potential "low performers”™, but sliso Zanmbia.
Moreover, tha BLS share rises from 5.1% to 15.

7
economies currently most integrated with the REA Care, hovever,

%.. These are
should be exercised in interpretation of this result simce its
basis derives from high growth past perforrance, not necessarily

replicable future trajectories.

The most important qualification though still relates toc the
prospect that SADCC's long-run performance migh: not =match a &.2%
GDP real growth rate. On current grounds, there is reason to
expect that a lower projection rate could be nmcre realistic.
Whatever the background progncses, there is always scme measure
of uncertainty. SADCC countries believe that their ¢
regional rprograrm activities might reduce rmany riszs t
econonis~ future migzht hold. As shown at the zacrc .ev
views do rot offer sircple choices. De-linxing Jro

may in certain instances arrvear eccncmically atiractive

But underlying economiz trends are s power with whizh o Te
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substantial premium. SADCC countries need to be rrudent,
such that thelr choices do not leave them disadvantaged in the
short-term and exciuded from, or unable To fully realize,

potential longer-run benelits.

ITI. U.S. INTERESTS

Southern Africa presents the United States with a unigque set of
intertwined political and develcpment problems which must be
solved or amelicrated to advance U.S. interests in the region.
This strategy focuses on the development problems but the oversall
U.5., strategy nust address both as part of a coordinated, longer-
term plan of action. This will not be an easy undertaking. But
the strategic value of southern Africa for the U.S. (and other

Western countries) warrants a commitment now to make the effort.

Despite a long record of economic assistance to developing
countries and enormous resources devoted to econcmic aid in
support of political objectives, there is really no working theory
to act as & guide. The relationship between economic assistance
and larger 7., interests varies from case to case with no overall
thread tying the various Economie Suppert Fund programs together.
Thus thefe is little correlation between such programs in Egypt

and Israel, the Carribean Basin, and southern Africa.

This lack of a generally accepted theory - except that somehow
economic aid is supposed to provide a secure economic base and in
turn produce more stable governments which better ensure U.S.
interests - accounts in part for U.3. difficulty in being unable
to anticipate trouble spots sufficiently far in advance to permit
economic aid to stabilize a situation before it gets out of hand.
At the other extreme it alsc helps explain why the U.S5. has sonme-
times not chosen to stay the course over the longer-term reguired

to allow economic assistance to have the transforming influence in



the counitry or region in guestiosrn. Both Iack cl foresizet
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or of staying rower could s ¢t the atility of tke U.S5. %o
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secure its interests in southern Africa. The ¢
e typical ani ctvicus security

regicn does nct represent the mor
relationship as does the Carribean or ¥ildie East, —ake
e

S
even more difficult to ensure the level 57 cormitment needed.
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»
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These problems must be recognized and cvercome if the ¥,

to be sucecessful in southern Africa.

The U.3. has political, economic, humanitarian, security and
world order interests at stake in the region. The U.3. wants to
see a political settlement in Namibia, 2 resolution o racial
discrimination inm the RSA; the diminuation of strife ané friction
tetween the RSA and majority-ruled meighbors; the establishment
and maintenszsnce of constructive, friendly relations with gcvern-
zents in the region; arnd the preventizzo of adventur_sm by the
Soviets or their surrogates. Economic interests focus on the
trading access to the region's extensive resources and markets
and the maintenance and expansion of mutually benefic:ial invest-
ments and commercial relationships. Also, the U.S. has consistently
maintained humanitarian interests in developing countries and is
concerned that the poverty affecting the majority o? southera
Africans be alleviated with Job opportunities and tie wherewithall
to live at decent standards. The elimination of ra:xial injustice,
particularly as practiced in the RSA, and the accomdlishment of
this by non-viclent means is also a humanitarian cozcern. From
a security stand point, ocur interests invclve contiijued access to
the more strategic minerals, ensuring no threat to sea lands
around the Cape, while lessening actual andé potertial armed conflict.
World order interests are the support of gcvernrments likely %o act
both individually, and as part of z regional groupiag, &s

+» T

moderating irnfluence in the rest of Africa and in tze T

These interests are teing put at risk Ty 3etericreting conditians
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in the region. The synergistic effecti of economic problems
mixed with the political tensicns of race and minority rule
could lead to self-destructive conflict in the RSA, hetween
blacks and whites and/or between the RSA and majority-ruled
gtates. Conflict already is cceurring and spreading in the
region, Guerilla activity continues in Mozambique, Angola and
Namibia and domestic terrorism is on the upswing in the RS3A4.
It is as of this writing unclear whether Zimbabwe may experience
further violence as a result of internal political disputes cr
external actions. The presence of Cubar troops in Angola repre-
sents only the most obvicus manifestation of Soviet intervention
in the region's affairs. Support for its sympathizers, supplying
of weapons, and efforts to tie countries like Angola and Mozambigue
into its political corbit are on-going. The pervasive economic
problems affecting much of the region will provide increasing
opperturities for the Soviets to expand their activities. The
best tactic to deny these openings is in our arena, where we
possess the comparative advantage. This is through stronger aco-
nomic ties, meaningful assistance and more trade and investment

in southern Africa's future.

There is already a cycle of economic erosion present within the
region which is likely to intensify without strong measures by
U.5. and othér Western countries %o hel:r reverse it. Zimbabwe
and Malawi, despite a few years of good growth, are by no means
immune from the same forces. The fifteen years that Zambia was
thrust into the position of the key frontline state against
Rhodesia has taken a seriocus tocll of its economy. Zimbabwean
independence has been no panacea for Zambia. A combination of
real and imagined fears for its security from Rhodesian and now
South African attack, led Zambia to purchase Soviet military
equipment, alorng with military advisors. Boiswana, although i=x
a much better eccnomic situaticn, has zlsc now turned to the

Soviets for military supplies. The trend is a disturbing one.
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The region's economic groblems woulld te imposszitle Tor the
United States slone =c arrest. Fowever, ir corcert with cother
vestern donors and tarough vesternpultilateral ins:z:otusioas,

such as.-the World 3ank and IMF, it may be possible Lo tur

scme coruners and to better stabilize economies and poliisical -

systems in the region. It cannot be a timid response.

The process is made easier if the governments in the region are
agreed on a mechanism to enable regional planning and agreements
to be implemented, Such a mechanism is offered by +the Southern
African Development Coordination Conference {SADCC!. Its
strengths and weaknesses have been previously cutlined. ts
existance, non-ideclogical approach, and commitnent to peaceful
change through economic solutions present excellert obpportunities
for the furthering of U.3. interests by supporting it and its
programs. It is significant that the members of SA2CC have
sought to establish an almost exclusive relationshiy» with Western
countries as hoth a source of donor assistance and 2ccnomic ties.
From EZastern countries only Yugoslavia anrd Rumania jave been
invited to SADCC donor meetings. The strong links from the
beginning with Western countries and ipstitutions iadicates wvhere
SADCC views its future. There is significance in tais as regards

Angola and Mozambigue.

It is alsc important that voth SADCC countries anc the ESA see
that the U.S. is committed to the fact that all souantries ir the
region have a common future best served by peacerc? relatioms
and inter-dependent economic growth. With strong U.S. suppert
for SADCC, the RSA will be more likely to exercies restraint in
its regional policies. The RSA has nothing to fear froz the

success of SADCC. On the contrary, healthieér, mor
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anéd more competitive economic relationships offer th
*or higher levels of growth in the RBESA as well.
hostilities in the area would alsc free npew capital

ment as a result of the likely reduc
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Econcmically healthy and interdependent rations on her

periphery is in the ESA's interests.
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benefits for development and for cooperative solutions to the

region's many current and potential problems. It is, however,
a limited entity. It cennct supplant national development
efforts. Those will depend ¢n how well governments c¢an manage

their own economic reccvery and growth. SADCC's importance
arises from its contridbution to dialogue on problems commonly
shared in the region. It permits cocrdinated efforts to
addressing shared difficulties and economic constraints. It
also maintains the focus on the region's interdependency and
contributes to the identification =and pursuit of rational means
¢f rectifying the negative effects of dependency. SADCC 1is a
framework within which to work. It offers an opportunity to
develop common assets and to allow regional market forces angd
economies of scale to augment national development efforts. Its
importance is in its potential. Without SADCC or a similar form
of regional cooperation the U.3. can have no 'regional' policy
in southern Africa, only a series of disjointed shoring-up

effdrts.

IV. OTHER WLSETERN INTERESTS

The tendency is to examine southern Africa from the American
perspective. Yet the U.S. 1s only one of many interested parties
in what transpires in the region. Eusopean nations have a much
longer relationship with the region beth through past colonial
ties and more extensive on-going business relationships and trade.
Japan also now has established strong commercial links. The
European stake in peaceful change in the regicn is probably

higher than that of the United St=tes.

The magnitudes of business relationships and trade with the

RSA compared with the rest of the region, make it the fcczl point
of European interests. While U.S. trade with the RSA accounts

for 10% of that country's exports and less than 20% of its imports

{1978), EZuropean countries account for the tulk of the REA's
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Iinvestments in the RSA present a similar disparity. 0f all
foreign investment in the RSA, Sritain's share alone represents
30% and the total for France, Germany, capan and Switzerland is
nearly 54%. The United States' portion is 16%, wkich is about
1% of all U.S. direct foreign investment. For 3ritain, the

RSA accounts for at a2 minimum 10% of all its direct foreizn

investment.*

Comparatively U.S. and European interests in the rest of the
region are small. Yet there is considerable exransion poteantial
and the region contains many minerals necessary to Znpdustries in
the developed world, some essential for modern technclogies. It
is the fear ofdisruption of trade arnd commercial links with the
RSA in particular and the potential for future grow=h in tke

rest of the region which gives Europeans an even higher vested
interest in ensuring that the brosder region experiences peaceful
¢hange, and avoids the dovnward spiral of prolionged econcxic

stagnation.

D2spite the disparity cf the financial stake in the RSA and the

rest of the region the Europeans have been willing =o¢ put pressure
on the RSA {at least u- the surface) to redress inequitable racial
policies. They have also given strong support to the zmajorit

ruled states, both morslly and finanecially, to assist their develop-
ment ard in their efforts to establish SADCT and pursue regicnal
solutions. Although there may exist minmor differences of
emphasis between some Eurcpeans nations and the T.3. on k&

o]
deal with problems in the regiosn, cur interests are genera_ly

r. "The
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compatiblie and cur cbjectives the same. This provides a basis
for working together t¢ ensure that our efforts and resources

are complementary. The Contact Group on Namibtia is a manifes-
tation of such cooperative effort in the political area.
Coordination of donor resocurces remains a weak area but one

which becomes increasingly important if, as expected, the current
constireints on development resources continue. SADCC's develop-
ment of programs fer regicnal development activities may offer

a framework for better ensuring donor rescources are wisely used.
But there is still room for more common agreement among donors
about the region, so that invesitments are economically supportadle
and not simply determined by political perceptions about "reduced

dependency."”

V. STRATEGY FOR THE SOUTHERN AFRICA DEVELOPMENT PROGRAM

‘The economic problems of southern Africa have deep roots and have
been worsened bty the 15 years of Rhodesian sanctions and disloca-
tion. Reversal of the current downward spiral will reguire
sustainad cooperation and a series of difficult policy decisions.
Even assuming the right policy environment, there is little
possibility of success with the current sparse resources flowing
into and being generated within the region. There is also little
prespect that terms of trade will reverse, even for mineral
producing countries, in the near-term. The recovery of the world
economy will be slower than predicted in 1981. Consequently
demand and prices for the region's mineral exports may remain
depressed for some years to come. Meanwhile southern Africen
nations are faced with rising costs for the essential capital
imports they need. Borrowing commereially, ¢r on scoft terms,

has escalated dramatically with worrisome debt ratios. As the
difficulties worsen, dcnor assistance flows to southern Africa are
being reduced either absolutely cr in real terms. Growth for most
is less thaa inflation levels. This situatiorn will not correct
itself nor will private capital flows occur without corollary

increases in concessicnal =21d. This is particularly true as long
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economic recovery and growih and to work fointl- in addressi:n

then.

The conflicts of colonial policy and race that have torn at
southern Africs for the bhetter part of this century are running
their course. Plaanning and the building of new and wiser
institutions is in order. It is time to look beyond conflict,

to assist the fledgling efforts of cooperation so tha*t southern
Africa can begin to play it potential role in African development

and world affairs.

A. Marshalling of Increased Resources Flows from western Scurces

This strategy proposes that the United States should undertake to
help marshal an international effort requiring not cnly incressed
levels of resources but alsc a cocrdinated, ionger terz focus on
the structural problems of the region. The J.5. shoulé urge the
formation of a special Regional Economic Consultatire Group to
carry out & thorough analysis of the region's econonic prcblems
and to develop a2 framework for long-term recovery. Nationally
focussed Consultative Groups, under the World Bank, likewise
should be made more active and, vhere currently not extant, created.
They should plan to consult at least annually for the nex:t several
years to review progress in implementing plans and :n policy ad-
justment. It is unlikely that such an initiative would be agreed
to by the southern Africans without the promise of commensurate
increases in resocurces, both concessional and private. U.S.
interests in the region demand a larger and improved American
eccnomiec assistance response. The U.5. stands tc lose muck more
in the lcnger-term than it will cost ir additiornal assistance

resources in tke next fevw years.

Erthasis should be given to countries facing the =ost serious
econormic ¢risis threatening Yreakdcwn of interpal zolizical



stability with corollary impact upon the economies and
security of neighboring ccuntries. These countries, in sone
instances, may not be particularly close to nor supportive
of U.S3. policies nor will the cptiaum policy framewcrk be
present.

- Paramount among this category is Mozambigue. A
reassessment is in order as regards U.3. policy toward
assisting this country. It 1s the key country in the
region in terms of 1ts impact on the economies of
land-locked ccountries because of the economic savings
and alternatives offered by its transport routes and
ports. It 1s currently experiencing serious economic
problems, many of its own making but also many a direct
product of its pauper's legacy at independence. An
anti-government guerilla movement feeding on current
economic problems has recently expanded its activites
and further undermined the possibility of Mozambigue
becoming a stable and productive part of the region.
The alleged involvement of the RSA iIn supporting the
guerillas adds a highly volitile ingredient to the
political pot. The Mozambiquans have made overtures
for improved relations and a desire for Western ecoaomic
assistance and business investment. A number of
European countries are actively pursuing improved
relations with the dual purpose of weaning Mozambigue
away from its unhealthy dependency on the Seoviet Dblioc
and in recognition of Mozambigue's potential for
economic growth (based on its agricultural land and
what are believed to be vast and varied deposits of
minerals). For various reasons, particularly budget
constraints and the need tc feel our way a bit longer

as to how relations will grow, initial efforts to



establish closer relations through economics
assistance could best be fostered throug: .S
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regional assistance to SADCC. Thus far, ass
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consideration be given to direct b%ilateral essistance
if opportunities arise within the prograr strategy

bheing proposed.

Zambia's problems are immense and reflect a series

of policy misjudgements compounded by externa’. faciors.

Malawi is probably the more serious problem because i3
is a non-mireral producer and has only agriculture to
fall back on. Despite good planning and gene-ally

sound policies since independence i+ may nowv Je reacking
the end of an impressive growth performance u2less new

opportunities for regional trade are opened.

Botswana is mineral rich with untapred known resources,
particuarly copper, diamonds and coal. 3But tie depression
in world mineral and diamond prices the past year have
left their mark. Despite its high GDP growth over the
past decade, Botswana has been relatively unsaccessful in
diversifying its economy. If it is to accomplish this,

it must have larger markets outside cf the coanfines of

the South African Customs Union.

Zimbabwe is the choice of most observeors for the 'most
likely to succeed' among the newly inderendent countries
in the region. Its economic capacity is,in comparison,
well developed and diversified. 3But it faces a difficult
short=-term future in trying to transforz an econcmy built
on unacceptable and unsustainable dualisz. I%ts5 eccnonmy
will have t¢ be made to perform =or

benefit of the larger population.
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while continuing %o sustain econcmic growth, will be
important for the rest of the region who c=n benefit
from Zimbabwe's ability te produce suprlus food and
manufactures and provide a market for expoerts from

other countries.

Thinking also needs to being now on how best to help
Namibia's edonomy. Its mineral resources will give
independent Namibia a goecd start, but excessive
dependence con the RSA will be a major issue. The
agriculture sector has never been developed and good
fisheries resources may have been irreparatly depleted
by over fishing by foreign fleets. VNamibia will need
hélp and an opportunity toc build new regional ties.
They will seek immediate assistance to join SADCC's

programs.

Swaziland and Lesotho ere comparatively small countries
with similar economic difficulties, made much more
complicated by their ties with the RSA. Swaziland has
prospered by benefiting from the South African Customs
Union and by developing mineral and agricultursl exports.
However, the country n2y have expanded its sugar industry
toc fast relative to world market prospects. There is
considerable potential for Swaziland to diversify and

market in the region, with Mozambigue in particular.

Lesotho is a different case. There is little immediate
prospect for diversifying economic ties. If, as expected,
the RSA reduces its intake of Basothoc labor, the economy

of Lesotho would be severely shaken. Its only possibility
for new exports to the RSA i1s through a massive scheme to
sell water. This is a $3 billion project for which external

as well as Scuth African finance will be necessary.
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- The case of Tanzania is somewhat 3iiffer
rest of the SADCC members fox 55
it is handled under AID's Zast Africa g
Also Tanzania is not now linked to ¢tk utzern Africa

regional economy except tangentially through =ransport

links to Zambia. This situation will probatly change,
particularely if Tanzania's commercial lirks with the
rest of East Africa are not improved in the naxt few
years. Tanzanpia 1s more oriented politically to
southern Africa at this stage and has plaved a very
active role in the formation of SADCC. Tke T.S. will
have to determine its apprcach to Tanzania, beith in

the context of a regional southern Africa strategy anéd

separately. 1Its needs are extensive and, with a

different economic policy perspective, Tanzania couid

play & not insignificant role in the regional economy.

It has the largest population of all the majority ruled

states and, surprisingly, in 1980 had a large- GDP tharn

Zimbabwe.

A regional strategy for southern Africa may never be a clear and
neat package. There are too many unknowns, toc many political
variables. For the moment, sensitivity and patience are in order
and a determination required to follow through cn a long-ter=
strategy. Suspicvion and hostility exist Dbetween the U.S. and a
nunber of southern Africanm governments or elementis o7 governments.
It is in U.S. interests to undertake to allay these suspicions.
U.S. conmitment to building a regional econcomic cocperative system
with benefit to the economies of all is one =means. This
Administration and its successors {since what is teing propcsed

will take at least a decade and probad fare a challenge

of proving whether the U.S5. can recain cczmitted T2 suck & complex

[9}]

undertaking.

The possidbility exists in southern Africa for a =ature ané



- 48 -

mutually benefical partnership in the regicn's development. A
"generation-long contract” is in order with policy adjustment
accompanied by improved public and private resocurce flows. The
U.S. will have nuch greater success encouraging the greater

involvement of Western donors in scouthern Africa than was the

case in the new Caribbean initiative. This is an important
point.
B. Improving Economic and Business Analvsis

To be better prepared itself +tc assist in this process, the U.S5.
should plan to improve its own economic analytical capabilities

in the region. More economists should be assigned to the region
with the task of maintaining continuing znalysis of the problems
and not Just to aid in project related anmalysis. In addition,
reviews of the economic situaticn throughout the region and-
evaluation of progress in addressing the key problems should be

a formal part of annual meetings of Mission Directors and concerned
program or economic staff., This will assure both better cross-
fertilization of ideas and keep efforts focussed within the con=-
text of a 'regional' strategy. Largely due %t¢c sanctions and the
Rhodesian confliét too much of the analytical effort over the past
decade and a half in the region has been piecemeal and ad hoe.
This has probably helped deflect attention from trade, regional

" markets and the interdependent aspects of economic growth.

In addition to the previously recommended Regional Econcmic
Consultative Group, another proposal somewhat different from
traditional approaches, but which recognizes the potential imper-
tance to the region's development of the private sector, would be
the formation cof arn international adviscry committee on business
and trade development. Such a committee could include tusinessmen
and women from North America, Eurcpe, southern Africa, and perhaps
frem countries elsewhere in the developing world which have

successfully utilized the private sector in their economic growth.
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The committee could be initially sponsored by az crzanizasion
suck as Jocperative Development for Africs
receive suprort under a foundation or othe o
ity vould be important to its effectivemess. TFTurding co
from various donors, foundations and private business ianterests
such as industry and banking, particularly *hose alrz2ady interested
in the region. The committee could work closely wish SADC
planning groups to factor in the input of private rasources. The
committee could assist also by advising the regicn's economic
ministers on investment issues emphasizing comparative advantages
and economies of scale. Between the busiress advis>ry committee
and the Consultative Group a different kird of econdmic perspective

could emerge.

Independent, sustained economic analysis focused on the region’'s
econoay would provide an important element of discicgline for both
governments and donors. The assumption that the Worlé 3ank and
the IMF provide such discipline is not always correct. First, the
Bank system has not been looking at southern Africa as a promising
economic unit but as a series of countries. As part of this
strategy, preferably along with other donors and possibly founda-
tion assistance, it is recommended that this analysis be cenducted
by a smal. independent economic working group under the auspices
of a foundation or other neutral body whose bona fides will bhe
recognized hy all parties. The group would be composed ol ex-
perienced and respected economists who would be willing to accept
the assignment of working together over at least a five year
pericd to focus & major part of their time on following and
analyzing economic events in the region and preparing occasional
parers. As part of their assigoment they weuld be expecied to
offer critiral assessment of the directicrns, strategies, ezc.

both the southern Africans and donsr assisstance.



C. General Support for 3JADCC

As is now obvious, this strategy goes beyond what has in the

past been the main focus of A.I.D's Southern Africa Regional
Preoegram. An A.I.D. funded regional progranm in 1<s=1lf would
bé'insufficient te advancing U.S., interests in scuthern Africa.
Many problems affecting the economies of scuthern Africa
transcend national borders in that they reguire cooperative
efforts or can be more effectively and efficiently handled in =
supra-national context. Regional assistance efforts should be
fully complementary to national development programs. In one
sense regional activities should reinforce national capacity

or institutions. It is equally impeortant that natiocnal programs
are moving in directions conscnant with the longer-term develop-
ment of the region as a whole. It is also possible that in a
broader regional economy some national efforts might be redundant
or uneconomic investments, an important consideration in a period
of scarce resources. Likewise, other ventures may not make sense
in a purely naticnal context because cof limitations of market

size or scale of investment needed for an adequate rate of return.

The existance of six landlocked cdountries in socuthern Africa and

the problems of operating economies in the circumstance gives a
further high degree of importance to the'regional' aspects of
development. The extensive economic interdependence described

in the annex indicates that most national eccnomies are already
moulded by or linked to regional relationships. These realticunships
are not well understood... yet the emergence of SADCC is a reflec-
tion of the new awareness that the countries are part of a larger
economic structure. While much of the eccnomic growth to be

achieve in the region will be within the national systems, excessive
dependencies and vulnerabilities make regzionel cocperation a
necessity. The ultimate form and substance of such arrangements

may differ considerably from that currently envisaged by proponents

of SADCC, but growing interdependence, econcrmiec decline and the
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proposing a rather extensive range of activi
some nonsense. It is not feasible that all o7 +these 20uid be
supported by the U.S. Even if additional resources are allocated
for the region, it would not be wise to disperse enerzies widely.
The task, therefore, is to identify those regional activities
whick build the best institutional or economic foundations for

supporting regional economy.

It is ailso important that A.I.D's regional program underpins
tilateral efforts with program and budgetary integr:ty, The
regional program cannot be seen or used as a de factor coantin-
gency fund. In no instance should the A.I.L. regional progran
support activities which are not truly mulii-country iz their
impact. Efforts will be made to ensure that no ore zountry iz
the region receives a significantly larger proportior o¢f regional
program assistance but it will not be possible to easure ab-
solute equiﬁy in the distribtuion of that assistance. Selection
of .projects will be based on which countries offer -<he best pros-
pects for being the lead country in addéressing a par-ticular

regional problen.

D. Improving Efficiency in Regional Transportation

el

The first priority for SADCC, at least for the izmediate Juture
iz rekatiliitating the region's traasportaticrn icfrasiructure.
Recent A.I.D., studies have sizilerly given It hizh razkingz. Less
costly transportation is an essexntial rrereguisite Jor Improved
develcprment performance tarsughcut the regicrm., The 2urrent in-
frastructure, excent in the EZ4A, suffers frcocz +ne elfazts ol war
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damage, deterioration, Toor management and maintenance, and
lack of systematic planning and coordinatiocon. The overall
result is inefficiencies, whieh translate into high costs for
both imperts and exports, w;th g negative effect on the
‘region's ability .to develop competitive industrial and agricul-

tural exports.

While the current heavy reliance on routes and ports in the R34
are political irritants for SADCC members, they are also in many
cases more costly. For Zimbabwe, movement through the RSA
versus Mozambique is estimated to be 60% more costly. Routes
'through Mozambique, Angola and Tanzania offer the possibility of
considerable savings on transport costs for many commodities.
They will never supplant totally the need to use South Africa
facilities, a fact about which SADCC countries are realistic.

On the other hand, Scuth African ports are becoming more and
more congested as the volumes of trade and mineral exports in-

crease .

Much of the critically importent work to improve transport
efficiency for the land locked countries is required not in the
interior but in the coestal states. The most importent trans-
portation problems znd needs for assistance are in Mozambigue.
It was in recognition of this that SADCC locwuted its Transporta-

tion and Communications Commissicn (SATCC) in Maputo.

Access through Mozambique to landlocked countries, particularly
Zimbabwe, Zambia, Botswana, Swazliland and Malawi will become an
increasingly crucial issue for the competitiveness of exports and
reducing the costs of importing. Further, the potential mineral
wealth of Mozambigue will require en imprcved and expanded
transpert system. Thus far, Britain, France, Italy, and the
Netherlands appear to be the Western donor countries most pre-
pared to assist'Mozambique in rehabilitating its portis and rocad

and rail systens. Much of the assistance to date, however, has



ceen limited to feasitility s+tudies and s lar
exist for concessional fina

These are projects which by %aeir
suppert. I-n this regard, Mozaxztigue shouli be erng
consider estatlishing links with the IMF, world 3a s
Germany and the .E.E.C. 7This is best dcne through its fellow
SADCC members and by donors now working in Mozamb d

a2 direct U.S. initiative.

Apgola's Benguela rasilway, its port at Lobito ani Tarzarcia's

Tazara railvay and port of Car es Salaam represepnt rcutes of
secondary concern to SADCC a%t this point but both rouvtes eventually
need to be made more efficient parts of the regicnal system.
?roposals for the construction of the Trans-Kalahari railway to

nove coal from Botswana to Welvis Bay are under considera+tisan, bus
will probably not reach the sctive project stage for seversl vears
due to cost, the need for a Namitian settlement and the zuesticnable
economics of such a venture unless world ccpper and coal prices

improve.

The U.S. ability to assist the eritical transportatice bottlenecks
has been restricted by current policies affecting assistance to
Mozambique. Until relations allow open contacts witk SATCC there
is 1little the U.S. can offer in the transportation sector. It is
not recommended that we continue the interim practice of selecting
on an ad hoc basis projects like the ZIM/ZAM road. +while this

road is important to promoting increased commerce betwveen Zimbabve
and Zambia and represented a legitimate rehabilitaticn need, Tuture
transportation investments should refiect more therough systens

analysis and a prioritization based orn economic Justifications.

t earlier consultations within CDA, the U.S. urged tk
AD

DCC focus on such a systems approach. Syst
rt c
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Our perticipation in transporzaticn wonld normally have been the
lead item in a strategy aimed at opening up market forces and
trade in the region. Until conditiorn. pvermit, the U.S. cannot
realistically expect to play a role in raticnalization of
regional transportation planning and iavestments. This is regre-
table since the U.S. has expertise which would be wvaluable to

this process.

This strategy identifies four cther areas where proposed regional
initiatives complement bilateral programs. Those areas also are
eritical to the achievement of more and balanced economic growth

in the region. They are areas where efficiencilies of scale cr the
need for coordinated multi-nation approaches are workable. They
are, manpower development, agricultural vroductivity, intra-
regional trade and business development, and technology transfer.
There are other areas of regional activity both being undertaken
by SADCC and outside that organization. For management reasons
and because the proposed strategy depends on a gsustained effort to
aid structural and institutional change in the region's econony,
it is proposed that the regional pregram not be widely dispersed
nor used simply to support 'targets of opportunity' projlects.
Resources are too scarce, even if increased. If the passage of
time identifies another areas which has obvious impact of the
central issues of regional growth, then an amendment to this stra-
tegy should be required to provide the justification. It has been
a weakness of the Southern Africa Regionel Program since its in-
ception that it has lacked focus and consistency. It is now time
for discipline to ensure that limited ' but identifiable goals are

set forth and pursued,

E. Improving Development Performance through Management

One pervasive constraint emerges from =ny examinaticn of the
difficulties affecting development in southern Africa. Successful
econcmies require adequate numbers of capable manpower, Only a

very small segment of any country's populazion at independence nad
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administrations, developmert projects, private ©
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=z » Bad
social services. Most of these perscnnel were expatriates or
white settliers. A number of governments have zontizued to rely i
2 o]

on expatriates but have had to use consideradbie reign exchange re-
_o

sources to fund them. Many failures to achieve deve_opment obh-~
Jectives capn be ascribed both directly and indirectlr toc ihe
lack of sufficient personnel with the necessary skills. ZFo
formulation and implementation requires more than a “ew highly
capable administrators and technocrats. That thin veneer is
insufficient. In some instancescapable personnel have aé their
effectiveness limited By having to assume too many responsibilities
or by being unable to delegate to adeguately trained subordinate
stalff. The lack of management capability and skills has alsc heen

a pervasive factor In coanstraining the growth of privsete erterprise.

Manpowver remsains a constraint in every area cf the nation's econoczy,
public or private. This continues despite considerasie nationmal
efforts since independence to c¢reate the necessary training infra-
structure. éudget resources have been heavily skewel to creating
this capacity and donors have provided large inputs so bdbuild and
staff & wide variety of national educational and trainiang facilities.
And most training is best Carried cut within the conztext of

national education systems. However, the findings o0f a preliminary
study on regional training -nportunities ccncliuded tiiat higher

level or technical programs with small cutput andéd hizk unit costs
worked best and was more cost effective in the region

Regiopnael assistance for manpower development sheould =h

at higher levels or very specialized areas where creati

- - - - - S Tt . . - -~ -
Tirst, mearagerent and adwinigirative SKI__.s5 8re tTernirs -zZ2 Il 142

- - -~ - - - - d - - - -
most limiting factors in the Izmplilementation C¢7 Zeve_Tment Irlsrals.
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They also are the key ingredients to establishing and efficiently
operating businesses. Southern Africe has a wide range of

facilities for trainin ecple tc occup such positions. In each
g pecp je

fu
T

country theire are a number ¢f training institutiocons which provi
both long and short-term training. These include universities,
polytechnics, management institutes, and a ilimiteéd amount of

training by the larger private firms.

Initial thinking is that no assistance will be undertaken which
wlll concentrate rescurces on any particular training facility

or country. Within the SADCC framework i1t should be possitle to
assist 1n expanding management training capacity by working with
and through a number of existing institutions and to be selective
in terms c¢f assuring the appropriateness of the types of training
which would t~= offered. Flexibility shcould exist to allow develop-
ment of management training programs apprlicable to a wide variety
cf needs in various sectors. Training would be responsive to the
needs of the private as well as public sectors. Emphasis would be
given to supporting those priority sectors identified by U.S.
bilateral assistance programs. An A.I.D. study with SADCC to assess
management needs and existing capacities for training in national
management training institutions throughout the region is planned
during the summer of 1682. This study will provide the basis for
developing a comprehensive program to improve and expand training
capacity and +o make it more appropriate to needs. The using of
networking, outreach and mobile training cocurses (among various

institutions) will be examined as a means of reducing costs.

F. Increasing Regional Economic Return in Agriculture

Agriculture represents a significant portion of GDP ir most SADCC
countries and the major scurce of employment (ranging from 52% in
Swaziland to 86% in Malawi). It is important also not only for
production ¢® food to meet the needs of the growing pcpulation,

but it is the base upon which much of the region's development must

be built.



Today, a Zarge porticom of the domestically zererated 3evelopment
resources originates from 'taxation' of the agr-isulture sector.

Considerable foreign exchange earnings come alsc fro= sgrizul-
A a8

tural exports although some scuthern Afrizan countries are zhle
to alsc rely orn earnings from aineral production. WwWith the ex-
ception of Zimbabwe and, until recently, Malawi, all SADCC
countries have becorme food importers as a result of a cozbination

2
of stagnating or declining production and growiznz populaticns
Labor migration has &ls¢ acted to reduce productivity. Sus+ain-
able economic growth within SADCC will not be achieved until
agriculture throughout the region can improve its productivity.
Some cocuntries, because of water and soil Limitations, are likely
to be deficit producers for the indefinite future. IStrers, with
proper policies and needed technological, personnel and financial
inpputs could be consistent exporters. XNot only =2ust sgrizultural
productivity be improved but intra-regionmel trade iz food zmust be
encouraged, so food crops become export crops. Improved agronomic
techniques and the growth of ancillary agri-businesses can lead to
new jobs and higher incomes, but only after productivity has been

improved.

All U.S. bilateral assistance programs in the region are in one

way or another focussing on problems associated witt increasing
agricultural productivity. Also the donor group, CTA, is proposing
the region as cne of its zonal long-term efforts *c strengthen
agrjicultural research institutions. This could e an important
linkage to bilateral projlects directed at improving szmall Tarzer
productivity. The recent World Bank assessment or sub-Saharan
Africa noted the need for more food and cash crop research,
cautioning that in many countries there was an inadeguate technical
rackaze +o extend. SADCC has also given regicrnel fccd security one
¥ its highest priorities.

0.2, assistance has already teen given to 3A

Fie

in es*tatliszing =

iy
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regional food security program. 4 grant to Zimbabwe's Ministry
of Agriculture will fund part of the working process by which
SADCC agriculturists and economists will assess problems and

plan the policies and programs by which SADCC is to achieve its
food security objective. The elements of the program being -
examined include a crop failure early warning system, & resourcés
information system, an inventory of the agricultural resource
base, a regional food reserve system, post-harvest loss reduction,
food processing technology, focd marketing infrastructure, and
food aid needs for the interim until food security is achieved.
Another element of SADCC's agricultural concerns is the combating
of animal diseases, particularly those which can spread across

borders.

In additicn, SADCC is engaged in examining on its own how tc improve
agricultural research. Along with CDA interest, there are a range

of international agricultural institutions which are now active or
proposing to become so in the near future. These include the
International Crops Research Institute for the Semi-Arid Tropics
(ICRISAT) the International Maize and Wheat Improvement Center
(CIMMYT), the International Institute for Tropical Agriculture (IITA},
and the Centro International De Agricultura Tropiecal (CIAT).

ICRISAT has completed a requested study for SADCC on the establish~-
ment of a regional research coordination mechanism and other

needs in semi-arid agriculture. For a variety of reasons, intluding
budget and staff constraints, ICRISAT is reluctant fto establish
another international center. Also, with SADCC's own reconsideration
of how to best coordinate research, ICRISAT's findings have not

been accepted. SADCC, however, will be considering one aspect of

it which is the initiation, with ICRISAT assistance, of a regional
sorzhum and millet research center, possibly to be located at
Matopos, Zimbabwe. The center weuld do basic semi-arid crop re-
search and field testing throughout the rezion and carry out

training preograms. This research would bte particularly important
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Zimbabwe. ICRISAT is also s*arting & zround-nut prograrm iz
Malawi with support from Canada's Internstional Teve

and Fesearch Center {IDRC).

CIMMYT has received a grant from an African Regional project to
support CDA initiatives and to work with Zfive or six A.I.D.
supported on-farm research projects. The grant extends to pro-
Jects in east and southern Africa. From its own rescurces, CIMMYT
will also provide assistance in farm systems research in Zizbebve.
IITA has carried out an initial survey aimed toward assistinz a
nunber of countries in the region (Zimbabwe, Tanzania, Zambia,

and Mozambique)} with soybtean research. Ana2 CIAT has been discussicg
(and has applied to A.I.D. for assistance) the establishment of a
phaseolus bean research program to be centered in either Mglawi or

Zimbabwe.

There are also likely to be a number of other iaputs %o the

region supported by A.I.D. - CRSPS, USDA, and American universities,
a number of whick already have established southern African links.
The multi-country and regional focus of many of these research
activities would suggest that there is a need for some central
coordination point. SADCC will be examining how it rlams to
maximize the use of outside resources for agriculrural research and
plans to give particular attention to the coordiraticn of these
resources as part of some type of overall master-plar. CDA and
other sources of research assistance will have to work withir this

framework.

This strategy proposes to assist in a number of areas related to
agricultural productivity. Some cannot be defined as yet TLecause
they depend upon the findings of SADCC's various studies. Az area
of obvious reed is agricultural research. As mentiored, SATCC
will likely produce an overall plan

researcn. The T.S., regisrnal trazra

the focal point and coordineting mechanisz for all T.5. supported
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inputs to research in southern Africa. It c¢an in sddition provide
the rescurces to 7ill in gaps left by AID centrally funded

activities.

Another area, related +to manpower but included here, which is an
obvious constraint in almcst every aspect ¢f the sector, is the
inadequate numbers and gquality of professionals. The region's
colleges and universities are not turning out trained personnel
rapidly enough or with the right mixes of skills to meet the
existing demand. The alternative sclution, overseas training,
is rapidly becoming unattractive because of the expense. The
¢costs of overseas training are now at levels (in the U.S. costs
are running at plus $24,000 a year for undergraduate degrees and
$35-45,000 for masters) that neither assistance programs,
governments, and certainly not students c¢an afford toc continue re-

lying cocn itas a solution to making up for the deficiencies of

the region's institutions. Yet the costs of expanding and improving
training institutions are prohibitive. In some instances expansion
is necessary, particularly in graduate training. SADCC has already

identified the need for a regional capacity to train veterinarians
(other donors plan to assist this activity). In most other areas
some capacity 1s already extant. The first guestion is how to
make existing capacity more cost effective and able to handle
greater numbers of students along with an improvement in training

standards.

One approach to achieving greater institutional efficieu~y would

be to avoid redundancy. Also, facilitating intra-regional exchange
of students would avoid need for redundant capacity. Ia FY 1982
the regional program will assist in a study aimed at rationalizing
education egquivalencies in the region with the purpose of allowing
this type of flexibility. Future assistance is also envisaged
which would support a program whereby scuthern African agricultural
instituticns would coordinate their training tc reduce redundancy,

particularly in the more technical and specialized disciplines.



The planning of graduate ard pcst-gracuate training shoulsi als
be similarly coordinated so %hat unnecessary ané co2stly 3uplic

tion does not coour.

Poor oaragement affects agriculture like o<her sectors. Jue

to personnel scarcity many technically trained persors have heen
forced to assume positions of responsibility as head cf research
and extension services and centers, training facilities, farm
supply companies, marketing organizatiors etc. witheuvt having had
any or wminimal training in management systems and technigues. They
alsc enter these Jobs without the ten toc fifteen years of
experience that their counterparts in developed countries are
usually required to have before assuming such jobs. There are
considerable lost opportunity costs when senior personnel at
research stations or training faciiities lack admin:strative
capabiliity. Businesses providing agricultural services similarly
are less competitive and profitable without gualified zmanazement.
Management +*raining for agriculturists is seen as an area wvhere a
targeted program on a regional scale can have high payoff in teras
of more efficient use of existing and future facilities and

services.

G. Promoting Intra-Regional Trade and Business Developzent

A conclusion to bhe drawn from the examination of the region's
economic interdependepcies is that while there is li<tle likelilhood
(or merit) in trying .o deliberately alter the relaztive positions
of the SADCC economies vis a vis the RSA, there is a logic to the
concept of working toward reduced dependence, e.g. wiere current
high cost South African linkages could be dirinished by SADCC
investments (regional and/or national) or where regiosanal zarkets
could be enhanced for SADCC countries by 'trade diversiosn' from the
RSA. The first necessary step is for 8 e

their general expecrt competitiv

out very lit<le - Zage
extensive. The Ttarriers ©o such releticnshizs iInzitit zariet rer-
formance and imrede business develctment. They alsc sif to fins
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burdens ¢n both governments and consunmers, particularly where
pPara-statal organizations or protected industries have had to
be maintained to ensure availability of a particular product

or service.

There are almost no figures on the current level of intra-

regional trade not involving the RSA. It can be assumed that it

is minimal. A central factor in this is the accessibility of
financing, which means foreign exchange and export credit. While
domestic and international mechanisms exist for funding such

trade, they are generally inadequate or inappropriate to intra-
regional demand. The commerc¢ial banking system tends to provide
credit for commodities well established in the world market where
there is less financial risk. Banks become less secure, and thus
less willing, to lend for less goods being shipped to less

familiar markets. Monetary policies in the countries involved

also limit the extent to which banks can dc business in such tran-
sactionz. The current foreign exchange constraints ian much of the
regicn severely restrict the avallability of financing for trading.
Allocations by commercial banks and by special government created
facilities in such circumstances are prone to go with the lesst
risky pransaction. Rarely is this a new venture. The problem with
international financing scurces is that they prefer to deal in
larger wransactions involving bulk shipments of traditicnal

commodities such as copper, coal, cotton, etec.

The financial structure in southern Africa is ill-equipped or
prepared to assist iIn the promotion of intra-regional trade. The
recent signing by most countries in SADCC of the East and Southern

Africa Preferential Trade Agreexent will have little effect unless

businesses can get the financing tc move thelr goods and to buy
from other countries. Preliminary discussions have cccured between
A.I.D. and the Internationa. Finance Corpeoration (IFC) concerning
the establishment of a new trade financing facility to overccme

this constraining influence cn trade expansion. The focus would
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be on rnon~traditional exports, which include =manufacturers and
capital geocods. It would be establiished on business c¢riteria
ard be designed to operate at a profit. A sizilar regioral

-
G

trade facility is functicning in Latin Apmerica with IFC assistance.

The regional program will also be used to work on other constiraints
on develorment of private sector activity. SADCC is 2Jreparing
an izmportant and perhaps telling study on the ratiornaiization of
industrial investments in the region. It is anticiap:ed that
opportunities will arise from deliberations on the stady's con-
clusions. These will reportedly hit hard on the issu2s of
regional competitiveness and comparative advantage. A1.I.D. and
U.S. business experticse and investment should be able to rtlay s
positive role ia offering assistance. It is hoped that ithe
previously proposed international advisory committee 2n business
and trade development will be able to assist in identifyiag wvays
to promote a more effective private sector contridbutiosn Lo the

region's development.

H. Feeilitating Technology Transfer and Information Management
A ———

Zne of the great waste areas of development has been the failure
to disseminate and share knowledge. Donor organizations have found
it difficult to exchange information on results and experiences for
similar types of activities. This is beoth vithin and among such
organigzations. Access to technologies is difficult for planners

and implementors.

The systematic identification, collection and dissemination of date,
evaluation results, studies and general development inforzation

and technologies can bring efficiences and avcidance of costly
mistakes tried elsewhere. A.I.D. recognized this in 1978 and tegan
on its own a regicnal project, the Southern Africa Developmen?
Information/Documentatior Exchange {SADEX), to precare for the
eventual institution bduilidirng and networking 2f informa
ranagement in zoutkerr Africa. Thet prolect kas Ievelcoped

derable interest within *“he region.
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The scuthern Africans have been investigating the establishment

of their own system tc zather and make available information on

i r
fevelopment technologies. ©SADCC is expected shortly %

[»]

approve
proceeding with the Socouthern Africa Development Information
Systems (SADIS) which would involve a centrzl administrative unit
and a linking together with computer technology of national in=-
formation systems. This preogram would start by creating

national capabilities or improving them where they currently
exist. Secondly, it would establish linkages with other informa-
tion data banks and organizations to ensure ready access to their
resources. It 1s unclear yet what assistance will be regquired of
doncrs and whet the U.S. will propose. It is, however, an area
where the U.8. has considerable resources and experience which
could be of immense value. The existence of such a system would
alsc be highly useful to our agsistance programs in the region by
providing ready reference tc the technologies and experience

applicable to various program components.

VI. RELATIONSHIP OF REGIONAL PROGRAM TO BILATERAL STRATEGIES

U.S. goels in the region should be pursued first and foremost at

the country level. This i1s where Embassies and A.I.D. programs are
best able to carry on policy dialogue. Implementation of more
highly focussed assistance strategies is also best done at this
level., Because of this precept, it will bte an operating principle
of the regional program that, in considering and designing projects,
full cognizance be taken of how such projects complement with
bilateral strategies. Bilateral programs likewise should identify
where and how nationally funded activities can support accepted
regional objectives. This reinforcement effect between regional

and national programs should be a continuing goal of U.S. assistance

in socuthern Africsa.

A regicnal program should, to the maximum extent possible, complement
development objectives and s<rategies of bilateral programs irn the
same region. It should in no case be a surstitute for biliateral

assistance where such programs exist or where naticnal approaches



to rrobler solving meXe more sense., AL Dpresent A.Z.U. Tses
ilateral programs in seven of the nine SAIZCC countries.

Assistance strategies in -hese countries very acccrding =2

local conditions and reflect the results o

clusions largely completed by Missions prior tc the gdvent 27

SADCC., 3Bilateral programxs have been drawvn up to a s

most appropriate priorities, in terms of available res s

and A.IZ.D."'s overall policy foci. As a conseguence <~here Is no

immediate neat fit among these stirategies.

This might be considered a handicap for designing a cocmplementary
regional program. However, there are sufficient areas where
develorment problems being addressed bilaterally can be reinforced
at the regional level. The berefit of a regional approach is that
it can, in some instances, address problems more ccost effectively
or problems which are more easily handled in a ccordi_nated multi-
country context. Since there is no plan to institute ary supra-
national bureaucracy by A.I.D. or SADC{ to irmplemert regional
activities, it is important that consideration be given %o tilateral
Mission workload and capacity. Efforts will be macde tc ensure that
regional projects are designed to minimize the impac+ on Missions'
staffs. There may, however, be instances where a trojlect is of
such importapce that the Agency will have to conside> providing
additional staff resources to assist Missions. In some cases
pieces of 8 regional program may be executed nationally to form 2

multi-country "mosaic”.

The regional strategy identifies a number of arems t.o be suprorted
which are believed consistent with overall AIT objec=ives arnd
policies and the general directions of bilateral assistance erfforts
in southern Africa. Not in order of pricrity, they Iinclude in-
creasing agriculturael productivity, promotion of izntra-regisnel

+rade/business levelopmen*, managezent training In k2 areas,

The arezs of gre

a
rrograms are in agrizulture and mantower,
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the regional program act as a coordinating nechanism for

CDA initiatives in agricultural research. It also will be
supporting elements of the SADCC food security program. Ttralning
of managers and administrators of agricultural organizations will
help ensure more effective implementation of projects and use of
previously assisted institution building. Likewilise, support for
rationalization of higher level agriculture training can lead to
considerable savings in bilateral projects if specialized training
opportunities exist at loewer cost within the region. The regional
program is already supporting the process of dialogue and co-
ordinated planning within southern Africa through the grant to

fund seminars and workshops and the establishment of three
Consultative Technical Committees on research, extension and agri-
cultural economiecs., This will establish the institutional
foundation for a betfter exchange of knowledge and experiences.
These Technical Committees should support bilateral efforts to get
governments to address a range of problems 1in increasing agricul-

tural productivity.

Assistance to upgrade regional ¢apabilities to provide management
training should also reinforce most bilateral initiatives.

Training programs will be directed to priority development needs

in not only agriculture, but also health, education, private
enterprise and others if a clear priority is apparent. All bilateral
strategies identify manpower as a pervasive constraint and =

number focus on management in particular as an area of need. Manage-
ment deficiencies impede development across sectors and in both the

public and private arenas.

Support for technology transfer and information sharing is anti-
cipated through assisting SADCC in estatlishing a regional develop-
ment documentation and information system. This type of activity
would be less directly supportive cof bilateral programs, but
nevertheless, provides a useful and needec resource to improve
overall development performance. Certainly better access to tech-

nolcgies and the experiences of other countries will have & positive



The emphasis piaced by A.I.2. on assistin

*

development has not yet been incorporated into
programs. It is assumed that there will be increased effar:s
to address this important means to growth. Tke regional prograz
proposes to assist in the establishment of a8 financ-ng fa

to promote intra-regional trade. Cpp

sought to encourage and 2ssist privat

manpower training.

VII. MANAGEMERT MCDE, FUNDING AKD STAFFING

Management of the Southern Africe Regional Program is current
bifurcated. Some components of the program are managed in AZ
by the Africa Bureau's Scuthern Africa office (AFR,/SA) vhile others
are managed irn the field. In part, this reflects the nature of

the activities and in part an iacomplete transitiom. Uzntil late

CY 1981 AFR/SA had a staff of three full-time professionals working
on the regional program. AID/W staffing reductions »recipitated sa
decision that a field position for a Regional Development Cfficer
(RDO) would be created and the AFR/SA staff reduced =<0 cnly one
full-time position. Program respoansibilities were ther split
between AFR/SA and the field. AFR/SA retained day-to-day management
responsibilities for the Specisl Self-Help, Human Rizhts, and the

Program Management and Research {PMER) activities api for tkre

n
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training project for dismdvantaged South Africans. Th
program, consisting of on-going and pilanned Zevelopmant Trojec
was transferred toc the field with the assigneent c¢? <he 2DC in
Cctober 1981. Overall field responsibility rests witiz the Director

for USAID/Zimbabwe.
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Since the regional prcgram now has no staflil cf its own bpeyond

the RDO mentioned above, it must rely partially upon Zimbabwe
Mission staff, various regional services perscnnel from REDSO/ZA

and from among those assigned tc southern African bilateral
Missions. Use is also made of AID/W TDY assistance and contractors.
Inputs from these sources are coordinated by the RDO. In planning
and selecting regional activities it beccmes importani that °
management implications be taken into full consideration at =zn

early stage. Activities must be complementary to existing and
rlanned bilateral programs and, tc the extent pocssible, designed

to be implemented in ways which minimize their additional workload
for tilateral staffs. Instances must be anticipated where the
additional worklecad will be beyond Mission capacity to handle
efficiently. In such situations the importance of the project nmust
be weighed against the staffing need. One such instance has already
occurred in Zambila where a rcad project under the regional program

required the assignment of a USDH engineer, because of the road's

economic importance.

Based on the short experience to date on operating the regionsal
program with this management mode, it is believed that it now offers
the most efficient approach. The projected gfowth of the program
should not alter this before FY 1983 since it is planned that pro-
ject activities will be confined to & select number of areas and
not be allowed to expand. The strategy does propose, however, that
A.I.D.'s capability to varry out economic analysis in the regionsal
context be expanded. While part of the intent in this proposal is
that bilateral economic staff capebilities be improved, it is also
recommended that an economist be hired under ccatract to work
directly with the RD0O. The economist's dutles would be tc assess
the region's economices iIn & macro sense to ensure that naticnal
economies are pursuing realistic and compatihle directions and that
the countries, through regional cooperaticn, are making investments
which make long-term econcmic senge. Theecononist would also
examine particular prieority concerns such as savings throuzgh more

afficient transpecrt and the potential imrpzces of intra-regional trade.
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A. Proposed Assistance Planning Levels

FY 83 FY 84 FY 85 FY 86 £Y 87

1. Agricultural Development 7.5 7.0 i5.¢ 15.¢ 15.0
2. Hanagement Training 4.0 3.5 5.0 3.0 -
3. Transport/Storage - 3.5 5.C 3.0 10.¢
4. Technology Transfer
5. Iptra-Regional Trade/Business
Development 5.0 3.0 5.0 3.0 5.0
6, SADCC Feasibility/Ecconomic Studies .5 .5 .25 .15 .15
7. Training of Disadvantaged South
Africans
ESF 3.5 6.0 7.5 7.5 7.5
EHR (DA) 3.0 - - - -
8. Private Enterprise .75 1.5 - - -
9. PMR 2.05 1.3 2.0 2.0 2.0
10. PVO 1.5 1.0 1.0 1.0 1.0
11. Special Self Help .6 .6 .6 .6 .6
12. Human Rights .1 .1 .1 .1 .1
Total ESF 27 30 41.45 41.35 41.35
EHR 3.0

B. Assumptions Regarding Proposed Funding

The abov: table represents the AAPL levels provided for presaration of this
strategy. The strategy, however, makes a case that southern Africa is a strategically
important region in the midst of an economic crisis which threatens its stability and
thus 0©.S5. interests. It calls for consideration of an increasa2 above planned levels
of assistance for both the bilateral and the regional programs. Consideration also
has to be given to the possibility that new assistance efforts are going to be required
for Namibia and perhaps Angola and Mozambigue during the life of this strategy. There
is no way to project these requirements. However, there must be awareness, and
acceptance, that substantial additicnal funding needs are likelv for the regicn. The
regional program can play an impertant role in the beginnings cf scme initiacives buc

-
-

it is not a substitute for bilateral assistance increases. XNcr is I



realistic to assume that the regicnal EIF funding levels can
provide the resourves [ur iunitlating néew bllateral programs. As
it i3, the regional program will be extremely constrained by the
funding levels pr.scribed. This will be even more. so if
relaticns with Mozambigue improve and the regional program can
he used to respond to the very high priority constraints in

the transportation sector. This is in fact assumed in the table

but at levels far below what will be reguired.



AONEX

SOUTHERK AFRICAN ECONOMIC LINEKAGES

Introduction

Regional economic links betweern South Africa and SADCC ccuntries
take many forms. It is not possible to review them all and
(categorically) estimate their summed values to the various
partners concerned., Nor is it feasible, therefore, to mccurate-
ly measure the direction of change in this area. Anc even more
problematic is the objective of defining the changing overall

balance required to establish an "optimum relationship”.

Consequently in the first instence, the focus must be on obtaining

a reasonably accurate impression of the character anc significance
of actual economic linkages. In some spheres {(e.g. trade), monetary
values can help (albeit incompletely) to specify the importance
involved, 1In other areas not even a crude measure of value can be
found or would suffice to "explain" linkage significance, e.g. the
impact of limited locomotive supply to Zimbabwe in 1¢81-82 cor the
value of cooperation in regional rail trensport coorcinatiomn on the
South African Railways (SAR} system.

Exports and Imports

Exports and imports of goods form a basic fabriec in zouthern
African inter-state economic relations both at intra-SADCC and
RSA/SADCC levels. Commercial exchanges in the regior reflect com-
parative advantages as well as market opportunities within the pre-
establigshed policy framework as conditioned by the availability of

external finance and the cost of alternatives.

Unfortunately, the regional trade regime is not one e¢asily amenable
to in~depth and up-to-date evaluation. Considerable secrecy
shrouds much basic data on exports/imports, commodity composition,

terms of exchange and the direction of trade.

Notwithstanding data limitaticns, the scale of commercial iransac-
tions between SADCC countries and RSA is knowrto be pet imsigaificant.

Trade covers capital goods, raw meterials ané interzediate products



as well as consumer goods and selected strategic items (e.g.
petroleum products). Furthermore, there is little doubt that
RSA/SADCC trade values much exceed those for intra-SADCC trade,
estimated by ECA for 1979 at around $5C million. This repre-
-gsents a minute portion of SADCC': total trade, put then at
8,124 bvillion. -

Trade in Southern Africa has been built not only on the basis

of formal agreements (e.g. the South African Customs Union and
the RSA—Zimbabwe'Preferential Trade Agreement). It also rests
on inter-governmental bilateral contacts (e.g. in the case of
Mozambique), widespread corporate business relations and cross-
country experience in the private sectors of the region. The
fairly robust nature of existing trade mechanisms is evidenced
in their longevity and survival during major upheavals, against
established diversification policies irn many SADCC countries and
in the fact of other difficulties which have confronted intra-

regional relations.

Indeed, that RSA's trade (on the export and import side) has grown
with Africe is a widely acknowledged reality, reflected probaebly
only partly in published data (e.g. released in IMF Interpnational

Financial Statistics, releting to $1 billion exports and imports,
1980)}. Periodic disclosures of covert trade deals between RSA

and African countries continue to surface from time to time. TNo
attempt is made here to construet a contemporary trade flow matrix.
Yet it is useful to recall some of the salient features of trade
magnitudes in RSA/SADCC relstionships. Even a cursory review

illustrates the importance which trade holds for SADCC countries.

Zimbabwe's exports to RSA for 1980-81 were valued at $262 million,
20% of its total exports. This trade has been expanding despite
trade agreement difficulties amd is of special importence to
manufacturers. Imports from RSA, on the other hand, vital to

capital goods users, were valued at about $270 million in 1981,

Mozambique 1is reportzsd to be heavily engaged in RSA trade,



particularly on the import side., There is alsc an important

invisibles component.

About 90% of Lesotho's exports goc to the Republic with a
higher share constituting imports. Lesotho's trade dependence

‘on RSA is pervasive,.

Botswana is only s3lightly better placed than Lesotho on the
import side. However, it manages to move 80% of iis exports to
non-RSA markets {(but via RSA).

Zambia's trade requirements vary periodically, if somewvhat
erratically, in the cost of RSA trade. But in selected years
(for food and fertilizers particularly) trade flows have been
substantial. In 1980 RSA exports to Zambia were worth $153
million, making RSA the second largest supplier after the U.X.

Malawil built up a strong trade link with RSA in the 1970s. It
now has around 25% of imports provided by RSA (exports taken by

RSA measure only around 5%).

Neither Angole nor Tantania have important trade links with RSA.
In the case of the former this affects a potentially major con-
sumer of Angola's petroleum sector., As for Tanzania, "normal”
trade conditions would probably only permit a unidirectional

trade flow.

From a strategic perspective, trade-connected SADCC countries may
be inclined to partially de-link themselv:s from thz2 RSA market.
New export markets and (lover cost) import sources are important
economic prerequisites. This policy appeals to "rezionalism™

and may even in part in the short-term de conducted at the experse
of RSA exports (e.g. in the limited case of "trade iiversion”™ by
Zimbabwe). More unlikely, however, is this to be tae case on the

import side (e.g. SADCC's export front},

Because of a structural regional balance of paymenis disequilibrium,
most of the difficult choices lie with the SADCT coiantries. Yet,

it is not inconsistent for this group to sdopt intra-SADCC trade



maximizing strategies at the same time that eachk country, on

the basis of perceived national interest, conducts its own
necessary business with RSA., This i1z in fact he posifticn in
cst instances.

B

Equally, the comparative magnitudes and character of RSA/SADCC
trade - with the rest of the world and eech other - should not
permit the illusion that major short-term changes in RSA/SADCC
trade volumes and/or composition could bte absorbed or accomo-
dates without cost. The future of intra-SADCC trade relations
do not particularly depend, therefore, on links with RSA. On
the other hand, RSA could potentially affect these economies
and hence the basis upon which such intra-SADCC trade links
might be built.

Invisibles Transactions

Commodity trade flows are only one side of commercial exchanges
in southern Africa. A substantial set of invisibles transactions

are also found.

Because the region is an important expecrt area and many states
are landlocked, while SADCC ports cannot at present cope with all
commodity trade, there are necessary shipment and services pay-
ments tied to the use of RSA ports and freight facilities ~ to

SAR, for example, for rail costs on South Africur routes.

BLS* use of RSA harbours is extensive. These ports are equally
significant for the non-RSA destined exports of zwuire, Zambia and
Zimbabwe. Hence port dues Bre liasble for the use of those
services as well as for inward bound commodity fiLows which transit

Scuth Africa via its ports in order to reach hinterland destinations.

Travel expenditres form another part of RSA/SADCC financial flows
albeit much less so with the non-neighboring ceuvntries. This item
not only covers tourist outlays but an important element relates

to business travel expenditures.

¥ Botswana, Lesotho, Swaziland.



Investment income flows -are found in a number of cas

e
larly for RSA links to Zimbabwe {where substantial 3outk African
assets are found), BLS, Zambia sn® Malawi., These tra

s
"in these ecconomies with dividend and interest c¢laizs on RSA.
Investment flows are auémented by remittance allowaaces {(in-
¢luding capital, interest and pensions), permitted variously
under Central Bank Exchange Control arrangements to foraer re-

sidents o0f the different SADCC countries.

Consultancy and service contracts are also important items in

the invisibles flows, again particularly in the 3LS countries,.
Typically, these are for technical work, often in iafrasgtructural
sectors (e.g. for the contract RSA's Matroladb has with Botswvana
Power Corporation for investigatory site work and borehole
drillings in cornection with the Morupcle Pover Staticn). QOther
important instances, notably in Botswana, concern mineral ex-
ploration slthough the tendency is meore and more for RSA =mining
concerns to establish local subsidiaries for such operational

purposes.

While it is difficult to pin down precise estimates for these
items on & country-by-country basis, they undoubtedly represent
important sumes in aggregate and essential transfers tied to trade
transactions, agreements, business 2nnduct, tourigsm and on-going

statutory obliratioms.

South African Customs Union Agreement (SACUA)

The SACUA linking BLS countries and South Africa originated in
1910. I% functions as a major trade volicy instrument in the
region and shows little sign of being dissolved in the short-term.
Indeed, the SACUA has recently been undergoing renegotiatior to
improve the revenue-sharing formuls in favor of the BLS economies.
Meanwhile these countries are being attracted into the 19-ccuntry
easterc and southern Africa Preferepntiai Trade Ares .PTA) scheme,
now having 11 signatories in all {(including Lesotho ané Swaziland]
anéd providing by way of a Special Protocol favecrable but iize-

specific accession terms for SACU-linked 2ountries.
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The formal provisions of the Agreement cover, inter alia, intra-
regional free trade provisiocns concerning duties, tariff
harmonization, consu.caticon requirements, industrial protection,
non-discrimination in transport rates, and the applicable

revenue-sharing formula,

Inevitably, positive and negative effects of the SACUA can be
identified and it is difficult for a strict cost-benefit apprcach
to pe used in adjudicstion. For instance, the increased price-
effect on Lesotho's import bill is believed (by some sources) to
be as much as 14% and industrial growth may well concentrate im
South Af;ican as a result of SACUA and other coansiderations. Yet
Lesotho shares in sizeable revenues which g6 directly to govern-

ment and support a larze share of budgetary opersations.

Indeed, it is the reiatively lucrative character of the SACUA
revenue flows which provide its attractiveness to the BLS economies
raking for some reluctance on their part t¢ extricate themselves
from a certain arrangement and substituting others (bi- or multi-

lateral, e.g. the PTA) which hold greater risk if considered alone,

Taking cases in point, Botswana's revenues rose from Pula 28
million in 1974 to Pula 102 miliion in 1981 (the last year's
revenues salone being 20% up on the one bvefore), this being of

significaence in an economy with GDP at Pula 550 million.

T.e share of customs union revenues in Lesotho in 1982/83, for
instance, is estimated at Maloti 65 million out of total govern-

ment revenues of Maloti 110 million.

Swaziland 1s not much .ess dependently placed. It has budgeted
for receipts of $ 119 million in 1982 (compared to $ 61 million
in 1981). Swaziland's bigger corporate and individual tax base
is also built on the presence of a significant number of RSA

enterprises.

It is expected that BLS Customs Unicn receipt for 1983 and beyond

will rise substantislly as a result cof adjustments to the formulsa



under the renegotiated agreement. This is a mechanism with
considerable elasticity which RSA could use to transfer re-

source; to BLS countries without incurring a direct aid profile,

SACUA inflows should be interpreted as having & numder of izrtacts.
Fiscal capacity is probably higher than in their absence under a
national tariff structure. These funds enhance doma2stic public
savings and investment. In Botswans's case the Rand flowv acts

as a sizeable strong currency source for Iimport pro>urecment.

This is not to say, however, that better trade arreagments feor
BLS countries could not bhe envisaged in future; or sigrnificant
improvements made to a re-negotiated Agreement; or a2ven that
bargaining capacities could not be strengthened witi external
assistancveé. Indeed, some of the negative features >f the trade
regime operating - from the BLS viewpoint - relate <o non-trade
aspects, e.g. their product competitiveness in RSA markets as
influenced by increases in SAR transport costs anéd :hanges in sair

freight tariffs.

Even with the development of bilateral trade links inside the

SACU zone, and a weaning awvay period introduced to 2llow BLS
accession to the eastern and southern Africa PTA, s:ope will still
exist for certain RSA enterprises based in the BLS >ountries to
export on preferential terms to othef African marke-s, notably
SADCC signatories. This arises from bilateral arrasgements and
because the Special Protocol provisions governing BLS accession

to the PTA Treaty will provide more relaxed "terms >f origin”
rules at the outset, which will progressively tightz2n over a decade,
in order t2 permit the transition envisaged without debilitating
disruption. The "openness” of BLS countries under <he SACUA makes
this not only unavoidable but indispensible to the success of

trade c*rategy.

On the other hand, changed btilateral r

e
proveke diminished linkages in one country which ovar itizme find



effective substitution in the building-up ¢ other links. This
has appeared in its nascent, traede form in respect to the
Zimbghvwe~-RSA-Botswana triad. Zimhabwean snterprices with
critical RSA export markets are increasingly inclined tc cpen
'up Botswana-based subsidiaries in order to cope with expeort
markets to the Republie. This provides a means of more secured
entry and a protection against future disruption of preferences

{or even trade) operative between Zimbabwe and RSA.

Equally, it needs to be remembered that BLS countries have in
the past acted differentially on trade maitters with non-SACUA
members of SADCC, e.g. when in 1982 Botswana introduced a 10%

levy on imports from outside the SACU area.

Trade Agreements and Policies

A major (bilateral) Preferential Trade Agreement (PTS-Z) relates
to Zimbabwean/RSA commerce and has significence for Zimbabwe's

manufacturing sector.

In 1981, however, South Africa served 12 months notice of intent
to end the PTA-Z. Reportedly under persuasion from the US
government, RSA finally relented and accepted continustion of the
PTA from March, 1982.

In the case of the "extention" granted it wculd appear that the
existing Agreement has only been temporarily prolonged, pending
re-consideration and future re-negotiation. Consequently, the

favorable terms granted Zimbabwe (viz. specified product guotas,
exemption from surcharges and other preferences) willremsain for

the moment, but, sc it seems, these will inevitably be modified.

A re-negotiated Agreement would potentially posit economic
difficulties for Zimbabwe. New trade agreements entered inteo by
Lome II Member States with third parties technically require
EEC-ACP ratification under the Convention. In this case the ACP
side cculd prove unwilling or might at least introduce an unknown
element into the already complicated state of Zimbabwe/RSA

bilateral relaticons.
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More problematic, and such is the sign cance cf the REA

market, a failure to successfully operate under somz2 form of
trade agreement could potentially set back Zimbabwe's
industrial sector - notably manufacturers dealing with Ltobacco,
-textiles, clothing, furniture, footwear, radios, travel goods,
radiators, exhaust systems and pharmaceuticals. Tha2 output,
profits, foreign exchange and employment losses ass>ciated with
PTA termination would be substantial, as is now mor2 widely

recognized in Zimbabwe.

So there are important lessons for Zimbabwe and SADIC im this
experience, Precipitate trade dlsengagement is c¢learly an ex-
rensive business with substantial inter-sectoral ani long-ternz
ramifications. In Zimbabwe's case the PTA props up perhaps the
only sizeable and efficient industrial sector outsiie the
Republic and south of the Equator in Africa. Its damise, if it
occurred, would cost dearly both to Zimbadbwe and otaer SADCC
countries which have growing import manufactures dependence on

that country.

Beyond bilateral terms there are trade gstrategy chcices over
export market linkages to be addressed. SADCC countries may wvell
have preferred zccess to EEC markets even for industrial goods
(vhich only Zimbabwe is really capable of taking advantaze). But
major growth in trade opportunities (intra-SADCC only of*ars
limited scope) also lie in Southern African markets. The problem
has a number of dimensiomns., If SADCC cuts itself off from RSA
trade, to the extent that this occurs, potential export =markets

will have been reduced and possibly higher import costs incurred.

The only significent qualification concerning the latter aspect

is that limited "trade diversion™ could take place. Thus Zimbabwe
{probatly the only realistic case) might gain by taking over the
supply of markets previcusly provisioned from Scuth Africe. QCn

zal ort

¥
Q
b *
s}

the other hand Zimbabwe's import capacity and reg:

growth prospects are themselves limited and could never match
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South Africa's. So most of the gains would he unilateral and

there is most probably some likelihood of net economic loss.

The extent of trade de-linking and its pace will have direct
effect on adjustment costs. Slowly phased adjustment could thus
be viably entertained. Yet this should probably best be con-
sidered, from SADCC's viewpoint, as imploying incressed absclute
values of intra-~SADCC trade rather than necessarily reduced
shares of RSA trade in total flows. The establishment of formal
criteria in this area is beset with difficulties and could well
interfere with the maximization of benefits from commercial

exchange.

In other SADCC countries apart ffom BLS and Zimbabwe formal trade
agreements with RSA do not apply. But RSA is an important trade
partner in Malawi and Mozambique as well as Zambia (where RSA
majize exports were valued at $ 55 million for 1980). Angols =and
Tanzania have few direct trade links with the Republic. The

former in particular has considerable potentisl to trade with RSA,

The commodity composition of RSA/SADCC trade - primarily food
(maize particularly but also other perishables), spare parts,
nining equipment and machinery, fertilizers, prefabricated struc-
tures and industrisl goods - makes it of much significance to the
importing countries. Exports to the Republiie, however, are far
more circumscribed in scope and most countries function with a

negative current account for RSA-destined {ransactions.

SADCC countries moreover have the desire to strengthen their own
bilateral trade links. A number of trade agreements have been
struck to this effect (e.g. Tanzania/Mozambigue)} and bilateral
Joint Commissions have been set up in various instances (e.g.
Angola/Tanzania, Botswana/Zambia and Zambia/Mozambigue) to treat
with trade as well as other regional arrangements (e.g. communica-

tions, transport, tourism and banking).

The amount of inter-country consultative activity has been con-

siderable and is protably mostly essential to the development of
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durable links. One notable feature is that more of<en than
not these liaisons, meetings, conferences and discussions
{both bilateral and multilateral) involve princip-lly govera-
nents, ministries, public sector imstitutions, parastatals
‘or quasi-governmental bodies. Ministers, advisers and officials
form the constituents of the meetings. There is a sanse,
therefore, in which the region's private sectors barely parti-
cipate in the develoring arrangements, let alone in their
formulation. Ir consequence a "private sector airrsr” of
SADCC could itself constitute & prime area for bilateral/
multilateral assistance programs directed at involving business,
trading organizations and companies in regional ccoperation -
either in country-to-country (all private sector) discussions
or multi/bilateral private-cum-public institutional Zora. The
Same principle therefore could be adopted for trade, inter-
country banking, hotel and tourist industries and other sectors.
In trade spheres as in others, the private sector cdo>uld complement
SADCC initietives, harness a fund ¢f practical experience and
probably lead to strengthened commercial ties in the region.
Moreover, these initiatives would provide a business dimemnsion

to southern African affairs which is now greatly lazking.

Investment (Direct Private, Portfolio and Public)

South Africa is not only or s’'mply & recipient couniry for over-
seas investment but a major re:ional base for markets and
business operations. Comblined with this feature, S.vth Africa
has in the past acted as a source ¢f investment - nd>t orly for
direct private investment capital but also portfolin funds (e.g.
placed on the Zimbabwe Stock Exchange)} and public sector loans

and credits.

This role developed rather automaticaelly on the bnasis of the earlier
Protectorate status applicable for the 3BLS countries, wvhken
Mozambique and Angolas were still provicces of Portugael apd during

the Federation period in Central Africa {1952-€3) as well as there-
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after in Rhodesia before Zimbabwe's Indevendence in 1980. The
underlying investment supply relatiocuship has nonetheless
survived peclitical changes. The BLS states, Zimbabwe, Zambia
and Malawi are all zcnes in which Scouth African investments

are found to he significant.

While RSA investments are virtually non-existent in Angola and
Tanzania, they are found in Mozambigue. Such ventures also
appear to be continuing, e.g. with & RSA-backed scheme to pro-
duce ammonia from natural gas to make fertilizer for RSA due in
1983.

Direcet. Private and Portfoclioco Funds

Understandably, tﬁe investment situation is also one which is
constantly changing; yet it is worthwhile recaliing the size and
impact of these investments (taking the case ¢f Zimbabwe), and

to distinguish the various different forms of investiment placement

applicable.

The most recent (albeit crude) estimates for 1979 suggest that of
the private capital stock of around US$ 3,400 million in Zimbabwe
about 24% had direct South African origin, i.e. US$ 816 million.
In current price terms at replacement cost, the sums would be even
higher. The Republic's share of total foreign investment thus
probably ranges around 30-35%, a share size which cannot really

be ignored.

Moreover, existirg investments in Zimbabwe by South African owned
or operated firms are important iIn all productive sectors but
notably in mining, manufacturing and agricul%ure. 0f singular
significance are the investments of Angln-American Corporation
(Zimbabwe), controlled from Bermuda with a 47.5% stake held by

Minorco, the international company directed by Mr, H.O0. Cppenheimer,.

Anglo-American is not the sole interest in Zimbabwe or its mining
sector even though it is also widely spread elsewhere in southern
Africa. Messina {Transvaal) Development Ltd., Asbestos Investments

(sA), AE & CI (SA), JCI {SA) and many cthers have substantial



operations in mineral and sllied industries.

The AAC (Zimbabwe) corporate pattern is both complex and
consideratle, covering the strategic wankie Clollierry, Hippe
Valley Estates, agricultursal enterprises, Zim Alloys, nickel
‘and copper ventures, investment companies, a merchant bank
subsidiary, and other financial institutions (inecluding
Founders Building Society). Similarly, MTD is heavily :involved
in mining, investments, motor imndustries, finance and property.
The size and significance of mining operations is, sherefore,

largely mirrored in the industrial and %tourism sectors.

South African portfolic investments on the Zimhabwe Stock
Exchange are egually substantial. Many quoted stocss are for
South African owned companies and RSA~held shares are s sizeable

element.

This involvement elaborsted for Zimbabwe is not unijue. It is
also replicated (albeit less prominantly) in Zambia, notably

for the copper &and mineral sectors. Mocrevoer, there are major
South African business interests in minerals, forestry, agricul-
ture, banking, insurance, industry and tourism inm the BLS

countries and Malawi as well.

In the case of Zimbabwe, however, there has developed a "dis-
investment"” trend on the part of South African firms. This has
beea concommitant with a "de-linking" process undertaken by inter-
na.ional firms based or headquartered in the KRepublic. In the
former case RSA companies (e.g. Nedbank) have been selling their
Zimbabwean operations via egquity transfer to local (private or
public) or internationasl interests. While this corresponds
broadly to Zimbabwesn government desires, the situation probably
blocks the flow of much potential new investment funds from RSA

to companies already wi+th South African eguity.

In the case of international ccrporations many have decided to



- 14 -

sever their RSA/Zimbabwe linked operations (e.g. Ciba-Geigy).
Others have downgraded the former pre-eminence of RSA head-
quarters .n decisicn-making, either replacing this role by
activities from UK or US companiles or else up-grading the local

enterprise.

8till other essentially Southern African firms have attempted to
sell equity to government. Not all have been successful (e.g.
Anglo-American Corporation) and a similar fate was experienced

by Union Carbide in its equivalent tender of eguity.

Even if RSA dis-investment from Zimbabwe continues to occur it
will take gquite considerable time for the RSA stock of invest-
ment capital to be diminigshed through merket-oriented transfers
to new owners. TFTor one thing, the pubtlic sector supply of
acquisition funds must be egtimated as limited. Alresdy govern-
ment faces a siZeable deficit on dbudget current account, is
heavily committed in the loan sphere, and car hence only engage
in limited, probably selective market-prices transactions. This
problem is, however, much diminished by the low share quotations
on the Stock Exchange - probably in most cases below net fixed

asset values.

The private sector faces similar constraint (notably for foreign
exchange). Many investors would probably only be attracted if

RSA equity was floated at considersble discount and at the same
time there were assurances forthcoming about the future place of

the private sector in Zimbabwe.

International corporate acquisitions.of RSA heldings, on the other
hand, continue to be seriously restrained by investment risk
appraisal. Zimbabwe's economic policies currently provoke percep-
tions of long=-term uncertainty for foreign investors while limited
financial returns for external shareholders derive from present

dividend remittance policies.
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Investment linkages, therefore, thread a Tinancial and economic
pattern of regional interdependence which is deepiy rooted.
Although, as shown in the case of Mozambigue and Angola, esrlier
established patterns cannot be considered inviolate toc change,
.it has orly been where strongly non-Westerm intere:s=s have pre-
domipnated that existing relationships have been substantially

reduced in importance.

Public Bilateral Liabilities (Loans and Supplier Cradits}

In the publiec domain, too, various SADCC governments retain public
debt obliigations which are still outstanding with tae Repudblic.

The full extent of public loan commitments is diffi:=ult to
document. At least Malawi, Zimbabwe and BLS countries have such
obligations. The ramifications relate not only to the fact of
borrowings on external account but budgetary pelicy and the future

schedule of santicipated amortisation payments.

The full extent of outstanding liabilities (principal plus
interest), terms of loans and maturity structure of the debt are

not known.

At Independence, however, Zimbabwe acknowledgedliability for its
South African debt (excluding arms purchases). It is believed
that this acknowvledgement is still curremnt. The value of supplier
credits is not known. Some private obligations may well alsc be

in existence.

Malawi took direct official loang from RSA during the 1970s and
also held supplier credit obligations. As of 1976 outstanding
supplier credits due were fairly small ($53,000) while private
debt stood at $§ 7 million and bilateral commitments came to

$19 million.

Swaziland has utilized RSA supplier credits in the past. It
official loans have mostly been with the UK and USA. Additionally,
Yk tre Tredit

it depends to some exten®t on cover provided ithroug

Guarantee Insurance Corporation in RSA.
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Lesotho has had, until last year, fairly low debt debt
obligations since it is heavily aided and does not normally
approach the market for commercially-rated funds. However,

in 1980/81 Lesotho bvorrowed in the commercial markets to a
-degree that debi service is rapidly beccming a problem. As

of 1976, it had a small outstanding private debt of $ 350,000
with RSA and official bilateral monies due were only $ 290,000.

Botswana only held supplier z2redit obligations ($ 23,000) and
privately placed bonds ($2.1 million) with RSA as of 1976. This

position could well have altered in the interim,.

No record has been found for Mozambigue and Angols but it is
presumed that liabilities are primarily restricted to szmall sums
for supplier credits. In the case of Mcozambigue it is not
inmpossible that other funds could be involved in respect of

services contracts, SAR+H operations and rallway connections.

While loan funds contracted must be assumed to have finaﬁcially
helped SADCC countries, these sums appear not to have been re=-
latively large either in aggregate nor against total external
obligations. Most SADCC countries (Angola and Mozambique because
of unwillingness to join Lome II and accept the "Berlin Clause”,
are exceptions), probably have little difficulty in accessing
both official (multi- and bilateral) and private loan markets.

Moreover, Botswana and Lesotho fall intec the Least Developed
Country category. They are thereby favored by certain aid donors
(e.g. West Germany) which offer low interest locans, long period
maturities with sizeable grace periods, and often the prospect

of mid-term debt re-scheduling or write-off.

For developing countries, however, loan terms are hardening
(even from IBRD and IDA). The Eighties will inevitably usher in

a pericd of more stringent loan requirements.

The SADCC group is nonetheless able to access Gulf monies and

institutions {(e.g. Saudi Fund, BRADEA and the Kuwati Fund). These
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itutions have become more active in African lcar Zinance

inst
although disbursements are still relatively nodest iz southern

Africe., Arngole and Mozambique's standpoints, hovever, appesl
far less to the disposition of the bdbulk of Arad Zinencial

‘instituticns.

It is probable then that few significant new RSA/SADCC country
loan arrangements can be foreseen. These will tend 40 be related
to conventional loan recipients. More likely, there may continue
tc be use made of supplier credits for trade contract finance

and as occurs nov inter-company (parent-subsidiary) cross-

border private placements will continue.

Development assistance agencies could nontheless help in various
ways in loan policies towards SADCC countries. One such measure
(based on the $ 50 million US Commodity Import Program for
Zinbabwe, 80% linked to private sector import procurement}! could
even be related to intra-SADCC area (or specified country)

private trade. This c¢ould help overcome current foreign exchange
difficulties, stimulate trade and have a direct effeci orn regional

business development.

Companies

Investment links provide one perspective on tke linkages present
in southern Africa. These are mostly cross-country private
sector relationships although important privat~/public sector
arrangements and agreements are found (e.g. in Zambia's semi-
nationalized copper industry and the Joint-venture Debsvana =mine

in Botswana}.

Most investment funds pass through corporate structures and only
a small portion rests in the hands of private individuals. This
immediately widens the scope of common Interest on Hoth sides of
the divide since equity holdings are usually dispersed in socome

degree, In corseguence, & wide business and investor comstituency

0

exists which is directly or indirecily affected Ty the existence



and successful cperation of corporate ventures and investment

in the region.

Given that South African owned or operated firmsg in SADCC
-countries aust comply with both demestiec law and public policy -
which often includes localization practices - there are sizeable
numbers of private and public sector officials having connections
to such enterprises. This is found amongst management and

executives as well as at Board level.

Nor are company links only inter-firm in nature. De Beers for
example, which has a 50% share in Debswana, effectively regulates
diamond sales and stockpiling policies frem its RSA headguartered

operations.

Corporate relations across the RSA/SADCC boundary are typically
backed up by various supply, trade, technical training or manage-
ment arrangements. It is not a usual practice for subsidiaries
to be wholly independent or act ocutside the common organizational
interest. In mining industries 1in particular there still remains
considerable interchange of personnel and perhaps more important
exchanges in the sphere of equipment supply and technical know-
how. Menufacturing, and to a lesser extent banking services,

act with similar (but sectoral-specific) connections.

It would be an imprudent governrment, therefore, which sought to
impair these operating links in c¢hke absence of alternative cost-
efficient substitutes. The latter could not be anticipated in all
cases to be availahle in the short-term at zerc cost and could even
be excessively expensive iIn certain spheres, e.g. R + D, adapted
technelogies, mining techniques and equipment, patents and licences,

and on-call financial facilities.

On the technical side, it needs toc be acknowledged that South
Africa stands largely apart from the SADCC group (except Zimbabwe

in selected instances). This is evidenced by its annual outlays
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on R + D university-backed research zapacities and industr

innovation rate.

The above observations are reievant across a wide range o
activities - e.g. veterinary and crop science, medi:zal treat-
ment, fertilizers, energy technology, mechine utilization, and

SO on.

The severence of corporate links, therefore, does not merely

imply a2 potential change in financial flows. Corporations
normally provide more than merely funds, The establLishment of
replacement arrangements for in-place instituticons would require
commensurately greater cost than that reflected onlr in sccounting

terms.

A not insignificant number of gquoted companies listed on tke
Johannesburg Stock Exchange, and South African firms listeé on

the ZSE, are sctively engaged in more than one SADCC country.
Regional prosperity is, therefore, an element in corporate viability

and in their shareholders' position.

Nor are corporate shareholders merely South African - either by
citizenship or locus although for the majority of JSE counters
this must surely be the case. The BLS countries, Malawi, Zambia
and Zimbabwe all have residents and/or citizens holding equity

on {and receiving dividends from) the .TSE or in RSA companies
quoted on the JSE. This fact distinguishes the six above ramed
economies from others in the region. Finally, major instituticnal
investors are increasingly constituted by Pension Funds which
themselves have become more applicable to a wider group of SADCC

citizens.

Banking and Financial Institutions
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broking, trustee accounts, leasing and hire purchase).

Concommitant with its overall economic significance, South
African-based institutions dominate these sectors {(whether they
be local or international - although even the large commercial

banks are strongly "localized"),

The banking sectorts links are strongest between BLS countries
and South Africa, None of these economies is large enough to
support locally~beased commercial banking. There is neither the
money nor capital market base to make such propositions viable.
Moreover, the SACUA and old (as well as current) Rand Monetary

Ares arrangements have encouraged this financial interpenetration.

At the same time, RSA/SADCC financial links are strongest with

the "international banks” (e.g. Standard and Barclays). A much
lower profile exists for truly RSA institutions (e.g. the Bankorp
Group, Nedhank and Volkskas). In both Zambis and Zimbabwe too,
this position is alsc applicable. Indeed, it was only in 1981

that the Zimbabwe government bought out Nedbank's 68% interest

in the Rhobank Group (now Zimbank) and for operational reguirements
concluded a two-year management contract to facilitate transition

in ownership and functions.

In Mozambique where private banking is severely limited, Standard
has & small (indeed, the orly private) interest in the Standard
Tota Pank.

The scope of inter-country bank services between RSA/SADCC econo-
mies is sugmented iIn Importance when correspondent banking relation-
ships are taken inteo account. Moreover, the Standard and Barclays
linkages - bheing the strongest - do not only haeve impact in the
commercial bvanking arena. 3Both operate or act for numerous sub- -
sidiaries or companies in which minority heldings are held either
directly or on a nominee basglis, And these institutions lend

locally to governments as well as act intermationally to provide

syndicated funds,
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Private sector Tinancial institutional interdependence is
therefore & major element within the regional econczy.

reinforced by the very nature o7 {inancial

[
[ %]

Moresovar , thisg
transactions, requiring intermediaries and usually being linked
‘to trade fliows or investment sources. The economic impact of
changing financial variables such as the trading exchange rates
for the independent currencies {(Rand, Z dollar, Kwvatcha,Metical
and Pula) and the non-convertability status applicedble to the
Maloti and Emalangeni (both Rand-backed), as well &s the
financial effects of balance of payments movements and differ-
entiael national inflation rates and monetary policy, also act to

generate an integreted system basis.

All this is of basic importance even though it finds little
direct place in the SADCC program. In financial fields this is
restricted to examination of proposals for a Socuthern African
Development Fund (which appears defunct at this stege). The
latter was being conceived largely on East African Development
Fund lines, c¢s a public sector Instrument and adjurct to Central
Bank operations, not as an institution with intended impact on

private markets.

Finally, mention should be made of RSA's Credit Guerantee
Insurance Corporation (CGIC) which acts to re-insure (regional}
trade, therev; providing financial lubrication to what on
occasions may be congidered as "risky dusiness”™. CGIC funds

have recently hacked a $ 8 million expansion in Swveziland's sugar
vharehouse capacity. Zimbabwe has a similar institution. The
effect of the operations of re-insurance facilities is to en-
courage existing economic links in the face of estimated risk and
uncertainty. Indeed, the absence of any such arrargements would

undoubtedly harm regional trading sctivities.

Monetary Arrangements

While formal monetary arrangements in3Scutrhern africa hav
e

Zone significant change in recent years Iinkages t¢ th



remain strong. The Rand Monetary Ares (originally comprising
BLS and South Africa) now consists of only Lesotho, Swaziland
and the Republic. Botswana has since flosted its independent
cﬁrrency (the Pula). The RMA permits each state to have
indepenientmonetary policy. But RSA manages the Rena, gold
reserves and foreign currency in the RMA. Article 8 of the

RMA Agreement sllows the Republic to invoke unilateral decisions
without consultations with RMA partners. For Swaziland and

Lesctho, monetary peclicy takes the form of a fait accompli.

Since June, 1980 the Pula valuation basket has comprised the

SDR and the Rand {replacing the US dollar). In Botswana's case
currency independence does not mean wholly Rand-independent
monetary and economic poliecy. Much of Botswana's trade (within
SACU certainly) is Rand-dencminated. The (Central) Bank of
Botswana, therefore, occcupies itself in no small measure with

the Pula-Rand exchange rate. Nor can the country remain immune to
imported inflation and/or the effects of boom or slump in its more

powerful neighbour's economy.

In the EMA zZone the Rand is of course paramount, quite apart from
it being legal tender. Monetary policy is established by the

Scuth African Reserve Bank (SARB) the policies of which are for-
mulated independently of the Swaziland and Monetary Authority (SMA)
and the Lesothe Nationsl Bank. 3Both the latter are intermediate
stage institutions established en route to a more independent

monetary regime.

Undoubtedly the existence of the SMA {set up with RSA expertise
involved) could eventually assist Swaziland to take better account
of its own requirements - in policy formulation, representation to
the RMA authorities, in ccntingency action and the like. Even so,
it is difficult to envisage how in the medium-term the Swaziland

economy could be insulated from cross-border monetary change.

At present Swaziland and Lesotho actively =ngage in periodic

meetings of the RMA Commissiocn. South Africa's role here is duly



acknowledged by all parties. Not least of i%ts regpcasidilities
S

relates to guarantees for the external value 5f ZART re

Zinbabwe's currencey is also Rand-influenced, Tiis factor aas
recently been strongly noticed following the Rand/US 3dollar
‘parity change, when the Rand slipped belowv unity in March 1982.
The effect was to disadvanfage Zimbabwean manufacturers iz RSA

markets.

Although the Zimbabwe deollar is determined on the besis ¢f fixed
relationships to a transactions-weighted basket of currencies,

and the US dollar is used as the intervention currercy, the Rand
figures strongly in the six currencies making up the composite.
Inevitably, g£iven RSA's dominant trade relationship amongst
Zimbabwe's commercial partners, the weighted effect will remain
significant. On the other hand, more marginal currency linkages
could be said to apply %o other SADCC countries, sxcept that
Malawi and Mozambigque have sizeable RSA-destined trade. 3otk zust

indirectly account for Rand conversion rates in all such transactions.

Monetary policy and finencial institutional develcpnent are not areas
singled ocut by the SADCC for immediate priority, apart Ifrom the
establishment of regional security printing facilities ia Harare.
Yet, their importance cannot be denied. Central Bank institutions
and the sound monetary frameworks required in each country ar< not
creations which appear in functional form overnight. This is
certainly one area in which bilateral donor assistance could ",e
valuably applied in conjunction with that from Certral Banks and

international institutions (e.g. IMF, IBRD and ADB).

Economic Aid

Little data exist in detailed form on RSA aid disbursed im the
SADCC region. Soft loan terms are found and are akin t¢o financisal
aid. This has been applicable to some RSA/SADCC country arrange-
ments. One recent case concerns the RSA goverazmert's 1982 § 1.3
million loan to Malawi's National Seed Cozpary &+t 13 vears, 2%

interest.
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However, grant form eid has generally been & rare thenomenon.
More visible have been occasional RSA technical assistance
facilities, e.g. as provided to Maputo Port and CFM railways.
.Reépair facilities in RSA rrovided under locomotive loan agree-
ments with transit users of Zimbabwe's rail system (viz, Zaire
and Zambia) are of similar character. Since these activities
have also had commercial terms sttached, the "pure aid" element

may well have been relatively small.

Electricity and Power Supply

Blectrical energy supply is a vital element for developing
countries. South Africar power generation and consumption under-

standably dwarfs that of the SADCC Nine ccmbined.

The RSA/SADCC trade {export/import) in electric power supply is
confined to a few particular links for which transmission facili-
ties exist, These exclude direct power links with Angola,

Tanzania, Malawi and Zambia.

The most significant link on the SADCC export side is that for
Cabora Bassa Hydro Electric Power (HEP) project in central
Mozambique. Completed in late 19Th, the Cabore Bassa plant was
expanded to five generators in 1978-79. It represents an invest-
ment of $ 500 million and principally suprlies the South African
Electricity Supply Commission (ESCOM) grid, from which part is

fed back to Mozambigue.

ESCOM's offtake amounts to 1,450 MW of power, constitutingr 10%
of RSA electrical energy consumption. Payments for imports were
previously made to the Portuguese government-cwned company
Hidroelectrica de Cabora Bassa which until only recently had out-
standing project loan liabilities to cover. Only in the last two

years have payments gone to the Mozambique government.,
It has only been since 1980 that HEP expcrt has been a revenue
earner. This depends entirely on RSA willingness to import (1979's

import level was 10,303 kwh).



The only other potential client which could be envisage is
Zimbabwe which has a forecasted electricity shortage irn the
Eighties. However, Zimbabwe has already committed tselfl +go
sizeable domestic coal-fired thermsal anéd hydro-prclect develop-
.ments on the Zambezi, implying unwillingness to engage in long;
run import dependence even with its existing electrizity

supplier (Zambia)}. -

Nor could Zambia absorb Mozambigue's HEP in the medium-term
future. It already has excess capacity and only exhibits slow
growth in demand. Meanwhile it is likely to soon shed exports
to Zimbabwe and in the longer-term Zambia would still have other

domestic options based on further Zambezi EEP develcpment..

Naturally, all this posits certain economic difficulties for
Mozambique. Cabora Bassa power capacity well exceeds domestic
demand {1,104 million kwh, 1979) and even the current utilization
rate is reportedly well belov full capacity. Hovever, implemen-
tation of recent decisions by Electricidade de Mozanbigue to

supply the Northern and Central Provinces of Mozambique with

Cabora Bassa HEP (via the comstruction of transmission lines to
these areas of consumption) could vell alter the fuzure state of
affagirs. This nonetheless i1s a longer-term issue and nothing
significant could happen until 1983 when construction is scheduled
for completion. Indeed, a second stage North Bank 1,750 MW develop-
ment has been projected for the Ca*ora Bassa Dam (a< an estimated

$ 1 billion cost). When on-stream much of this capacity would have

to depend on RSA imports.

The problems for Mozambique's power export program are wompounded
by RSA's own rapidly developing resource capacity in thermal and
hydro-electricity. Moreover, under the ESCCM contract for
Mozambique ar electricity price has been fixed for 25 years in
Portuguese Escudos {at $ 0.0L/ktr). This arrangemern~ is o° concern
to Mozambique but RSA is in a fairly streng bargeianing pesition
until domestic Mozembican demand signifizantly rises azd, 2r new

importers are found.
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Zimbabwe by contrast only has a minor interface with the RSA
grid at Belt Bridge &t which point Zimbadwe's Electricity

Supply Commission imports purchased electrizity from ESCOM

(1.1 million kwh, 1980-81). The Beit Rridge area thus depends
exclusively on RSA energy supply and is not directly connected
to the Zimbabwe grid system. Connection costs would require the
finance of a transmission link from the luli area, a distance of

about 8C km,

In principle, main transmission linkage could provide Zimbabwe
with ability either to import more power from RSA (for areas
outside Beit Brdige) or even in the longer-term export electrical
energy to the Republic, The latter is not, however, within the
current intent of government. For the peri.d beyond a date when
RSA/Zimbabwe relations were wholly normalized, this could be
envisaged. In such an eventuality, Zimbabwe would emerge asz a
potential competitor to Mozambican electricity supply. Such a
supply arrangement cculd even be a jointly developed export
operation based on shared Zambezian rescurces with Zambia and/or

Mozambigque.

The BLS states, too, aré net iImporters in varying degrees off the
ESCOM grid. The Botswana Power Corporation (BPC) initiated
arrangements in 1980 for power imports to come on-stream as of

1 January 1982 in order to meet medium-term demand in its Scuthern
Division including the: requirements of the quneng diamond mine.
Moreover, the BPC contracted a P 2.4 million loan in 2980 (at T7.59%
over 2 years) with Industrial Development Corporation (SA) to
partly finance the Fourth Boiler at Selibi Bikwe power station.
RSA imporits, nowever, will still only be & smell element of
Botswana's annual electricity consumption (largely satisfied by a

domestic production of 420 millioen kwh, 1979%).

Lesotho has a major energy sector dependence on the Republic -
for coal, petroleum product supply (mogas, aviaticn fuel, paraffin

and diesel 0il), domestic gas and electricity. The latter's import



value alone amounts to around R 1.5 millicn annually. Lesctho
is intersely vulnerable to any RSA decisions on energy suppl
or pricing. It will remain so until HEP development on the
Oxbow Scheme takes place (which itself wouli reguire RSA

interest, as the major potential consumer).

Swaziland is more propitiously placed than Lesotho. The
Swaziland Electricity Board (SEB) and private producers {inter-
national companies) generate arocund L0% of total requirements.
The halance is imported off the ESCOM grid. This element of
demand cannot, therefore, bhe sacrificed although it shows some
iikelihood of diminishing in future. SER has a program %o reduce
dependence on RSA, based initially on a new 20 MW HEP plant
costing $ 59 million on the Little Usutu River in the Zzulwigpi
Valley. Due for completion in 198L the project 3is Zinanced by
IBRD and ADB amongst other sources. This will reduce use of the

RSA grid to about 50% of total demand. -

Petroleum Products and Refininf Industries

However critical electrical energy may be, there is nothking as
c¢rucial to manufacturing, transport, agriculture and basic

industries as grude petroleum and/or product supply. In this
area RSA plays a vital intermediary role to many SADCC states.

The Republic is not yet an oil producer, although Southern Cil
Exportation Corporation's (SOLKOR) exploration program, both off-
and on-shore, has operated fu> some years. RSA i{s, hovever, a
major oil-from-coal {(synfuel) supplier {from SASOL), It has a
significant refining industry based in Durban and Cape Tovn ard
is one of the continent's principal coal producers and exporters.
As a transit country for refined products for BLS, Zimbadbve (and

on occasion Zambia), RSA's role is not one to be underesiimated.

All Lesotho's petroleum product reguirements are drawnp from

Durban refineries {(by reil), Moreover, +hke courtry has insigni
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of little national conseguence since crude would need to pass

througkh RSA refineries and product along its transport systenm.
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tle for zny length ¢f time.
Insulated Lesotho is, however, an exceptional case, although its

basic predicament is repeated in varying degrees elsewvhere.

Botswana's petrocleum reguirements are wholly satisfied via trade.
It lacks a refinery and has no domestic oil or gas resources.

But the country's opticns are in principle variable since the
rail route from Zimbabwe could be utilized for emergency supply.
Irn practice all product needs are derivative from SA& through the
©il majers and trading organizations with operations centered cn
Johannesburg. Although Botswana, unlike Lesotho, has substantial
coal reserves, the prospect of synfuels development does not
realistically exist at present. The Zimbabwean product supply
option is also currently rather illusory given Zimbabwe's own on-
going petrol shortages, supply route complication, the "moth-
balling" of Feruka Refinery, and the instability of pipeline supplies

from Beira to Umtali.

Swaziland is mostly dependent on RSA for product deliveries although
some diesel and fuel o¢ils are acquired from Mozambigue's Matola
Refinery. At present neither synfuel output nor oil discovery can
be anticipated for Swaziland. Ia principle, however, Matcla could
expand its volume 2nd product range supply for Swaziland require-
ments. But this could only prove to be an incomplete substitute.
Swaziland must aizo consider whether the swapping of one "riskier"
dependence for its existing reliable supply/trade network make

economic and strategic sense.

Zimbabwe by contrast has recently successfully shifted its policy
focus from RSA to draw supplies of product through Mozambique -
currently via rail from Beira and Maputo {(both limited reliability
and capacity rogtes). In future, product 1s to be routed via

Beira through the LONREC owned pipeline pending tariff policy agres-
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ment between the government and the Cocmpany. TFeruvka Refipery
looks most unlikely to be re-ccommissioned {the wvworldwide ireznd
being for more economic refining to take place at scurce, i.s.
the Gulf or elsewhere). It is now used for storage ané ic
Principle the annual Zimbabwean requirement cculd soo>n cerive
from this source on the basis of an annually renevable supply
agreement struck in 1982 with Algeria (with delivery for Beira,
Nacala and Maputo optional). Zimbabwe also has ethaaol expansion
options - one plant currently in operation, another i1nder édis-
cussion, based on Lowveld sugarcane inputs derived from South
African producer companies (Triangle Ltd and Chisumbanje
respectively). As a general proposition, Zimbabwe ciuld survive
lesser or non-dependence on RSA, although not yet, that is 1i?
all went well with its alternative produce supply agreement,

supply routes and contract prices for transit and port utilization.

As a seaboard state with its own refinery {one at Maputo formerl
owned by SOKAREP and snother for crude at Matola near Maputoj,
Mozambique is in effect independent of the Republic in respect of
petroleum. Moreover, the Secretary of State for (¢ils apnd Hydro-
carbons {(SLCH)} has formulated policy to attract Western and other
01l company exploration. Seismic survery contracts for exploratiocn
offshore on the Continental Shelf have already been signed while
Royal Dutch/Shell has commenced an aeromagnetic survay bhetwveen
Beira and Inhambane. Additionally, appraisal of the Pande gas
field is in process. Matola, however, has a 16,000 b/d capacity
while Mozambique's own offtgske is 973,000 torns annually. Hence

in the longer term, given domestic demand increases, newv capacity
courd be required. As of 1979-80 Iraq was the mair :>rude supplier
{exporting $ 102 million in petroleum to Mozambigue) although tke
Gulf war may have disturbed this arrangement. Mozamdique is
unique in another respect, hovever, since it exports product

(diesel and fuel oils) to both Swaziland and Soutk Africa.

Malawi has no direct connection with South Africs In <he petrcle
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product fieid. Supplies are railed from HNacala or Beira on
tank cars by CFM. The country's Rift Valley areas have recently
become the sublect of exploration activity by Shell althcocugh no

imminent discoveries are anticipated.

Angole stands apart from cther SADCC countries as a net oil
producer and exporter. It has refining capacity but cnly moderate
domestic product demand. Angola is also the SADCC country
designated to attend to regional energy planning and pelicy.
Meetings have twice been held in Luanda on the topic at the most
recent of which (1982) Angolan proposals were made for the develop-
ment of extra refining capacity (with a hydrocracker plant) to
permit preoduct supply under agreement to other SADCC countries.
At present Angola remains outside OPEC and is enjoined with Gabdon
and Nigeria in the West African 0il Producers Association.

Various Western companies are engaged in Angola's oil business -
viz. Gulf, Texaco, Braspeto {(a Petrobras subsidiary), TOTAL=-CAP,
E1f Acquitaine, Cities Services, Marathon, HDC, and Agip.

The oil situation in scuthern Africa is, therefore, primarily

dictated by trade requirements. But on-going exploration in RSA,
Mozambigque and Malawi as well as potential future Angeolan linked
supply agreements could'individually or in combination much alter

future arrangements.

While it 1is imperative for national policies that countries be
strategicially protected, it is egqually imperative that cost-
efficient situations be pursued for high-priced imports such as
petroleum. Despite present downtrends in crude prices, the

commodity will always be of cerdinal importance.

Road Links

A1l states neighboring RSA have some rosd dependence on that
country either because of itrade, tourism and transit needs or
because of requirements to utilize RSA ports and airports for
imports and eprrts. RSA's roaed network is substantial, the RSA/

SADCC ratio of road kilometers per capita being about 2.8:1
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{tarred roads 5:1; and the retioc of road kilometers per sqguare

km being 2.7:1.

The quality oF roads also varies considerably between countries.
This holds implications for maximum axle lZoads, speed limits

‘and maintenance costs. Vehicle density is another variable and .
is closely related to GKP per head (Swaziland and Zimbabwve being

in the upper SADCC range).

Of SADCC countries, Lesotho is the most reliant on ZSA roads.
While its own domestic network needs improvemen:, upgrading and

extension, this requires integration with RSA.

Road inter-comnnections {despite non-uniformity in grades)} are
however only one facet of the existing situation. Foad transport
services {particularly provided via SAR +H) are extensive. Much
use is made of this fleet by 3BLS countries. Substitutiorn on the
basis of similar {required) tonnages with specialized plant
facilities, containerised systems, refrigeration vnits, dry and
wet bulk tankers, abnormal load units and articulated combinations

would be very costly, if not prohibitive.

Swaziland is another important user of the RSA road system for doth
passenger and freight traffic, in respect of requirements for the
hinterland and RSA ports. Undoubtedly, howvever, better road

connections with Maputo wvould be of mutual advantage.

Botswana is in & similar position to Swaziland. T..ere is heavy
traffic utilization on the southern link from Gaberone. As with
Zimbabwe link via Beit Bridge, the route is of satisfactory
gquality. It remains vital to road cargo traffic, tourism and
passenger movements.

Countries not adjacent to RSA (e.g. Malawi and Zamb:a) 4o no:t have
direct links with the Republic. HNoneitheless they exhibit some

derived demand for usage of the RSA road syster:.



Rail Network Uftilization

Considerable dependence on the RSA railway system exists on the
part of SADCC countries {with the exception of Angcla and
Tanzania). Especially for landlocked countries with bulk export
trade requirements (including Zaire), this access is critical.
At the same time, all countries except Lesotho have alternative
SADCC only rail cptions.

SADCC Railway Administrations have generally agreed that emphasis
should initially be placed on improvement rather than costly,

new route construction except if and when bulk mineral requirements
call for such developments. Maintenance requirements are acute,
especially given the generalized problem of inadequate skilled/
technical staff in SADCC countries. Moreover, wagon turnaround
times are still too long and there is inadequate locomotive power
for all demands. Shortages of spares and considerable non-
standardization (e.g. for loading gaugzes,axle lcads, rail sections,
signals, electrification components, rules, rates and wagon
utilization) compound coordination difficulties. Furthermore,

no regionsal rail organization exists although some administrations
are members of the Union Internationale de Chemins de Fer and/or

the Union of African Railways.

The high-cost character of additional rail investments, let salone
outlays needed for rehabilitation (SADJC rail projects were costed
st $ 592 million in 1981) probably implies at least the continued
medium term utilization of RSA rail routes by BLS, Zimbabwe,
Mcozambique, Zambia (and Zaire). This is to be expected notwith~
standing a shift on emphasis to Mozambique ports in accordance
with future expanded capacity arnd improved rail/port system

efficiencies.

SA rail system utilizaetion has long existed on long-standing
Business Agreenents and the availability of common gauges scuth of
the Equator (permitting the interchange o7 rolling stock). Indeed,
the 1980 Northbound flow from RSA (N and S directions) was 3.3

million tons whilst the Eastern flow (W anéd E directions) was 3.5



million tonms.

Most of Botswana's exports (motably chilled beef carcasses
shipped in refrigerated trucks' passes oty :ail tarough Cape
Town to EEC markets. The Botswana line, nowv owned ty HRZ, is
due eventually to revert (in 1986) to the Botswana goverrcment.
Operations are currently covered by a Business Agreement
between SAR and KRZ.

Lesotho has only one direct external rail link with RSA {termi-
nating in Maseru) and it depends on SAR for surface cargo and
passenger conveyance, notably in the latter instance for the
extensive flow of migrant workers. Both the line and Maseru
Railway station are registered in the name of {and cperated by
SAR, on own account. Lescotho citizens are e-pYoyed at the
terminal. The line handles trade mostly via Durbap and East London.
Other proximate railway stations on the SAR system exist between
Tweespruit and Fouriesburg. They receive freight (2 40,000 tons
annually) from Lesotho which is cleared by private road cartage
from within Lesotho. Four SAR road transport services operate
to points inside Lesotho (conveying around 12,500 tcns of goods

and 615,000 passengers annually).

Swaziland has its own railwvay line connected via Gota through
Mozambique to Maputo and onto the SAR system indirectly via the
Maputo-RSA link. A direct alternstive ocutlet has been constructed
to Richards Bay and Durhyan. A Business Agreement arplies

between SAR and the Swaziland Reilways whichk hires sixteen class
14R SAR steam locomotives as well as 100 SAR goods wagomns of
various types. Managerial assistance has alsc been involved in
the past. SAR road transport services function to Svaziland
(carrying : 60,000 tons of freight annually). In early 1982
Swaziland Reailways confirmed a decision tc nroceed witkh a new rail
link to RSA (to reduce the distance to Richares Bay by 250 x=m}.

Completion date is expected to be 1584,

Zimbabwe's only rail link with RSA Is via Bei: 3ridsg

e
through 3otswana. £ 3usiness Agreement pertains To XRI ZaR
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operations. This involves inter aslia SAR's operation of a
current account in RSA for all revenues accruing to NRZ,
Zambian Railways (ZR)} and Zaire National Railways (SNCZ).
Scheduled passenger services also funeition and in addition
cater for Botswana traffic. SAR has in the past hired locomo~-
tives to NRZ (now indirectly, on the NRZ system, to ZR and
SNCA) for transit activity within Zimbabwe. The Beit Bridge
route 1is generally used for Zimbabwean traffic, other regional
cargoes going via Botswana. Part of the reason for Zimbabwe's
continued use of RSA rcutes still lies in their cost-effective-
ness and the problems with the Mapute link (evidenced for

example, in sugar shipment problems in 1981}.

Moczambigque's rail link with RSA is vital to both countries (it

at one time handled 17% of RSA's total trade). Arrangements are
covered by a long-dated (subsequently revised)bilateral agree-

ment. A new Business Agreement was concluded in February 1979
between SAR and CFM to rationelize common operations. This super-
ceded earlier guarantees of traffic veolumes from the Witswatersrand
Competitive Area under the lapsed Mozambique Convention. Other
previous RSA assistance has related to the hire of locomotives

{now no longer regquired), the provision of equipment, the scquisi-

tion of spares and technical advice.

Zambia too has great need of its scouthern link. This now carries
much of its copper exports to Ezst London - due to operating
problems with the Tazara line, port congestion in Dar-es-Salzam,
commodity stockpiles held en rovie, and slow turnaround {imes.

The Tazara route tariff also exceeds alternative options southwards.

Return traffic flows from RSA include fertilizers, agricultural
produects, machinery and consumer goods. SAR hires locomotives to
ZR, has provided technical advice in the past and has undertaken
repairs to its‘rolling stock. Zaire's utilization of Zambian rail
routes is principally for the purposes of southbound shipments of

copper and cobalt.

Malawi has three potential rail cutlets tc the sea, one of which



{vie Umtali-Maputo) connects to the SAR system. Mocerate rail
freight cargoes are moved from RSA-Maliawi, the route raving
been largely superceded in the late 1970s by sir?reizht movementis
(including for fertilizérs). However, Malawi Railways has

Tris is

normally sent by sea via Durban to Nacala and then railed to

purchased equipment from the RSA private sector.

Malawi.

Railway system links therefore form important tinding eiements

in the regional economy. These patterns are not norrally amenahbhle
to short-term alteration. Changes depend on fixed {lumpy) infra-
structural investments while rail systems are not easily or
cheapiy substitutable by alternative transport modes, especially

for bulk cargoes.

Considerable improvement could nonetheless take place within the

SADCC components of the existing integrated system. This would

also benefit the landlocked export-dependent states. The

efficiency or otherwise of rail services has widespread impact -
14

on government financing, investment returns, asset utilization,

exporters and importers, consumer prices and enterprise viability.

Ports and Shipping Services
One~third of SADCC countries have ports which serve the landlocked

economies. Maputo is the largest and most important but stands
only second to Durban in size and falls behind the other six South
African porits in efficiency,throughput of tons handled per crare

hour, bulk handling facilities Qnd specialized services.

Angolan ports have very little linkage to other SADCC countries

except Zambia. And this is via the problematic Benguela Railway.

The East Coast ports all suffer from serious deficiencies in terms
of port infrastructure, entrance channel wvater depth {(notabdly

Beira), lack of specialized/bulk cargo nandling :terminels, shortages

¢f modern equipment, and so on. Whilst ZADIC geve ert .notatbly
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is conditioned by the port systems, their rail connections *¢

the hinterland and the economics of port selection.

The revealed preferences of most private sector importers/
exporters tend to operate against complete devpendence on
existing SADCC ports alone. At least this is so at current
levels of efficiency. Since there exists an evident differen-
tial between SADCC/RSA port operations, the primary emphasis
should be in making existing SADCC port capacity competitive.
This will help ensure their fuller utilization. Attempts to
"guarantee'" capacity utilization by fiat under non-competitive
conditions will probably only exsasccerbate inter-country economic
relations {as has happened with Zambia/Tanzania). It will also
lead to increased "concealed costs" elswhere in the trading and

econcmic systen.

On the other hand, most of the funds (91%) identified for SADCC
ports and waterways projects relate to Maputo and Beira capacity
expansion. In the case of Beira this is required in order to
permit larger vessels to enter the channel and for the instalia-
tion of infrastructure capable of handling bulk minerals and large
cargoes. The finance for this development is yet to be fully
committed. Hence there will remain defiﬁite limits to the extent

to which Beira port can receive {diverted) RSA-destined traffiec.

In the case of Maputo calculations depend on & rather more complex
array of inter-related factcocrs - the Zimbabwe trade share carried
by the NRZ-CFM railway link; Swaziland's requirements and alterna-
tive port choices; RSA's continued use of Maputo; the decisions of
Lesotho, Zambia and Botswana; and port systems efficiencies. In
1980 the volume throughput was still 30% under the 1975 level and
more so below full capacity. OFf this, RSA alone accounted for u40%.
In the case of the Matola coal terminal (handling 1 million tons
annually), T70% represent RSA coal for export and 20% is internal
RSA traffic for. the Cape Town power statiocn. Only 10% is SADCC

(viz. Swaziland expecrts).



It is rather difficult for the 1680's to foresee the Mczambican
ports operating economically with expanded capacity anéd =znc
dependence on RSA while at the same time Zdiffereantial produc-
tivity influences exist with respect to RSA ports ani the
latter thereby attract significant traffic frozm hinteriand
economies. On the other hand, port system developmerts iviz.
encompassing rail and road access with actual port operations)
taken with respect to competivity improvement could yield re-

sults over the longer-term to the benefit of all SAPCC countries.

Air Transport Services

Regional air transport has only developed moderately in southern
Africa (if SAA services are excluded). But intra-SADCC links are
expanding and are heing supplemented by those provided through
other international carriers. Even so, Jan Smuts Airport and SAA
still play a major role in 2light connections, no*t only %o BLS

countries but Mozambigque and Zimbabwe. .

National air carrier costs are typically increased bty the small
size of current operations., Here scope for improvemzent and
rationalization should exist. Howvever, commocn problems c¢f
technical staff shortages, training inadequacy and infrastructural

requirements will need to be overcone.

A basic reliance on South African airports and S5AA as vell as
other technical and flight controcl facilities could contipue for
quite some time. This applies particularly for the BLS countries

which bhave small national airlinpes.

Telecommunications

Numerous telecommunications development projects fall under the
aegis of the Southern Africar Transportations and Communications
Commission's agenda. In all likelihood, however, netional tele-
communication entities will remain the main decisior-making
auztherities ip tbis field. This requirement stems Irem the

strategic and technical dimensions of telecommunication investiments.
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Whilst SADCC (and its SATCC} should foster regional network
integration, 1t is not rezlistic to contemplate the SATCC
developing a supra-naticnal role. Consequently, most inter-
country arrangements will continue to be determined on a
bilateral basis where it can be expected that rational prefer-
ences will be exhitited (this has already been evidenced in the
demand for INTELSAT esarth station facilities in countries

which could, if needed, merely link to neighboring stations).

Traffic requirements will largely ianfluence capacity and in-
stallations. At present because of trade and economic factors,
an important traffic share continues to be directed to and from
RSA. This is particularly high for Lesotho {with 80% of cross-
btorder traffic to and from RSA) but is also important for

Botswana, Swaziland and Zimbabwe.

The development of Iindependent satellite communications on a
national basis in SADCC countries will not itself substantially
affect the traffic patteran. It will, however, partly affect

routing (now via RSA for various classes of traffic).

The requirement for an improved regional network has been widely
recognized. This objective is generally valid though cere needs
to be exercised toc avoid over-investment and duplication of
capacity. Recognition was impliednot only in the formation of
the SATCC but alsoc operationally in the regular meetings of the
Southern African Telecommunications Administrations (inaugurated
in 1981). This grouping comprises Botswana, Malawi, Swaziland,

Zambia sand Zimbabwe.

The re-organizaetion of telecommunications systems is necessarily
g continuous but long-term activity. Inappropriate short-term
decisions can prove costly Lo basic network design and planning.
Moreover, the installation of terrestial fixed capacity must
correspond to apticipated demand trends. Otherwise, there is the
risk of operating at high cost and with an unviadble utilization
of circuits. Since all telecommunication entities in the region

are charged to cperate as commercial entities, there 1s added



instituticonal pressure not to develop in unecononmic directions.

The probable slow growth of SADCC inter-siate traffic (largely
of an inter-capital character) needs also to be borre in mind
in regional project design. The pressing need for telecommuni-
cation systems to develop avay from existing network configura=-
tions, notably into rural areas, represents a competing i? not
priority claim in most countries. The risk in SADC{ emphasized
"regionaelism™ is that this dimension will be submerged to the

"higher-profile” imperatives of inter-state linkage.

None of the teleccommunication entities in SADCC countries is
fundamentally dependent on RSA managed operations i this is
understood as direct control. Lesotho's transit arrangements

are clearly closely linked to RSA (although it has unused Virs
capacity to Nairobi) and final destination of most of its traffic
is oriented to the Republic. Both Lesotho (through a 7-year
arrangement with Swedtel) and Botsvana {(under a 10-rear contract
with Cable and Wireless, UK) depend on internationally managed

operations.

Telecommunication industry suppliers are vell established in RSA.
The country is also a major source of technical advance in rural
and other fields of telecommunication enterprise {often dbased on
adapted conventional techniques - and partly mirrorsd in Zimbabwe).
On the other hand, certain Europesan industries in R3A are now
considering the de-linking of some of their equipmeat supply

arrangements for SADCC countries from the Republic.

Employment and Migrant Labor

Migrant labor and inter-state employment links (contract and non-
contract) have been an important and long-established institutional
feature of southern African economies. The 1970's brought major
changes in migrant labor demand, supply arrangemerts and stralegic
polizy in the region.

Recent developments have included the following: slowver expansion

in RSA mining sector labor demand coupled with capital~-intensifica-
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tion and étabilization in emplcyhent, ieading to larger average
contract lengths and higher skill requirements; an increasing
use of local employees drawn from "Homeland" areas facing signi-
ficant unemployment, thereby reducing the +tctal demand for
foreign migrants; the application of national-specific supply
gquotas by the mining industry in attempts to balence sources of
supply; higher mine wage policies to encourage stabilizaticn,
attract and retain skilled workers and compete against other
industries; and the strategic continuation of bilateral inter-
state contract labor supply agreements with BLS, Malawi and
Mozambique (Zimbabwe's was terminated in 1681) in order to minimize
industry costs and provide leverage in domestic labor policy
fields.

It is also important t¢ recognize that the 250,000 foreign migrants
employed on RSA gold and coal mines (as well as others) represent
only part of the numbers c¢f foreign (SADCC) workers employed in the
Republic. Non-contracted labor {("independent flow", for example,
from Lesotho to agricultural sectors in RSA, estimated at 30,000

"eclandestine employees"”, often long-resident in the

annually, and
Republic) form reletively important ingredients in the overall

supply pattern.

Under Agreements contract supply is saccompanined by regulated
financial flows - for deferred pay (usually 607 of basic rates);
payments to supplier governments for attestation; recruitment taxes
levied by suppliers; and expenditures by variovs recruitment
organizations (notably the Chamber of Mires, the Employment Bureau
of Africa - IFBA).

Non-regulated flows encompass voluhtary remittances and transferred

savings at the end cof contract.

Taken together these payments and transfers ccnstitute major
elements in the national income, foreign exchange eearnings and
balance of payments of BLS countries; and (tc a lesser extent)

Mozambigue and Malawi. The indirect impact of foreign migrant



earnings is also considerable on the budgets of supplier
countries {e.g. in terms of contridutions to direct taxeziorn
and Customs Union receipts attributed to migrant spending!
as well as in respect of the rural areas and households from

which migrants are typically drawn.

Not all SADCC countries find themselves in this employment
relationship with ESA. The degree of economic reliance varies

considerably, as do options for future policy.

Angola, Taenzania and Zambia have long ceased to supply contract
labor to RSA. Zimbabwe revoked its contract in 1981; and at the
same time provoked a repatriation of non-contract Zimbabwveans
employed in other occupations {mostly) omn the Rand. Maliawi has
substantially reduced its supply flow from historical peaks in
excess of 120,000 snnually to current levels arocund 15,000.
Mozambique's numbers are down, too, (to 39,000, 198C}. 7This flow
consists of relatively skilled and higher paid miners. The 3LS
economies, however, remain the most dependent in relative and
absolute labor market terms given the small levels of domestic
enployment and the magnified significance of remittence flows for
their overall economic performance.‘ O0f the BLS group Lesotho
(with £ 110,000 migrants or 60% of adult labor force) is in the
most problematic position. Botswvana (18,000, 1980) and Swaziland
(8,500, 1980, both have better economic prospects and smaller

migrant labor supply commitments.

These circumstanceshave prompted considered caution on behalf of
the key supplier countries which {(exeluding Zimbadwve) came to-
gether in January 1980 to sign a joint Agreement coastituting s
Southern African Labor Commission. initially established at BLS
Ministerial level (but open to others), the SALC se2ks to harmonise
policies and practices, operate regular bi-annual m2etings,

exchange information, and act as a conduit for soli:xited ECA/ILC

suppoert services in its initial stages.

Supplier countries have consistently articulated their interest in
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the cessation of migrant labor supply to ESA. Their practical

circumstances require contract continuatiocn.

For full-scale disengagement to occur massive investment in
employment-creating indusiries would te needed., The capital

‘and operational liabilities of revenue-egquivalent substitutive
mechanisms are simply beyond the medium-term capabilities of

the individual states. This will probebly remain the situation

for the rest of the century notwithstanding prospective diminuation
in the volume of laber exports which could be occasioned by
volitional action or a host of inter-related factors - for exanmple,
low mining employment growth in RSA and/or asaccentuated domestic

labor substitution in that country.

Internal developments in RSA itself will probably act in directiocns
which either limit or systematically reduce future contract labor
inflows. Supplier countries will, therefore, need to adjust at

least as rapidly as these eventualities might occur.

While development aid can assist the adjustment process there are
limits to aid as a potential altermative. It would be wise not to
ignore this fact. The implications that domestic policy adjustments
will be reguired should be kept in mind if net economic - -adjustment
losses are not to be sequenced in potentielly damaging patterns.
Indeed, whilst the costs of dis-employment, reduced foreign exchange
and lost revenues can partielly be "ebsorbed" (such has been the
limited experience in Malawi, Mozambique and Zimbabwe), they

cannot be wholly cozanealed and will inevitably be commensurately

greater in impact on the BLS countries.

Tourism Links

Scuthern Africa offers a wide variety of tourism prospects, the
basis of the industry having been built on a combination of inter-

national, inter-state and domestic traffic.

Tourist development is i1n generazl a natiornally competitive sector.
O0f late, however, initiatives have been taken to establish an

Eastern and Southern African Tourist Organization (ESATC) designed



to coordirate tourist developmernt activitiés amongs: Xenya,
Mozambigque, Malawi, Zauwbia, Zimbabwe and Botswana. This
grouping compares with the (older} Southern African Regional
Tourism Cornference (SARTOC)} which includes BLS, Malawi and

South Africa.

The present sectoral structure of regional tourism requires a
considerable inter-RSA/SADCC movement of tourists whesther they
be southern African nationals or foreigners. The viability of
hotels, tourist services, hire companies, airlines, anandicraf:
industries and Parks is strongly influenced by this traffic and
its growth. The impact of changes are felt on foreign exchange
earnings, employment, rural incomes, Game Park revenues and
government taxes. The SADCC countries are not in a gimilar
position either in respect of tourism dependence or linkage to
the RSA market.

Angola and Tanzanis are virtually separated from the RSA tourist
complex. They will probably remain sc. Mozambigque is now more
closely linked. Mostly this applies for selective (package)
tourism. The other SADCC countries are far more closely dependent

on each other and on the Republic.

One 1978 estimate has it that 60% of Swaziland's hotel visitors
came from RSA. The comparable figure was T0% for Botsvana and
Lesoth>. The strength of the RSA tourist lipnkx for ELS countries
should not be underestimated. Combined with tourist movements
are crnss-border investments in hotels and services {(a phepomenon
equally evident in Zimbabwe)} wvhich underpin the business. These
links have been facilitated by previous currency arrangements
permitting ready convertibility although as with visas {e.g. now
required by South Africans, for Mozambigque and 2inbabve) this
aspect now acts as a restraint on RSA-originated tourist flows.
Zimbabwe in particular has felt the impact of this type of demand

downturn in recent times.

Mos%t SADCC ccuntries have either substantial undeveloped tourist

potential and/or underutilized caracity iIn the sezicr. One



difficulty is that of location. The regicn 1s greatly dependent
on internaticnel air trafflc and tourist fares which are costly
for individual tourists. Hence multi-destination circuits are
cften required and these typically include South Africa, the

largest tourist market in the area.

Countries neighboring RSA cannot, therefore, afford to be in-
different to RSA-originated or RSA-linked tourist flows. This
will remain the position for many years to come, independent of
the success of ESATO which appropriately is seeking an enlarged

(and direct) market share of the region's total tourist flows.

Another facet of tcurism relates to SADCC country tourism to RSA.
This business mostly relates tc expatriates and/or white nationals
of SABPCC countries or RSA citizens employed there. BLS and

Zimbabwe's traffic forms the core of this flow.

Tourism links in the southern African region are, therefore, not
economically inconseguential. The iaborwintensity and development
poetential of the sector hold implcations for most SADCC countries.
Again this is an aree in which more competitive policies could
yield substantial results, especially if pragmatically inclined
approaches are adopted. The role of the private sector in tourism
is not simply important; it is vital. The sector is not as yet an

explicit element on the formal SADCC Agendsa.

Technology Transfer and Research

Technelogy transfer is acknowledged as an important element in the
growth process and in the retention of competitivity in production
and the securement of markets. South Africa is undoubtedly a
regional leader in technological absorptiorn and adaption although
Zimbabwe, too, following UDI, has selective capacities to offer

SADCC neighbors.

The question for SADCC in technclogy fields is whether it can rely
on its own indigencusly developed capacities and those imported
from overseas in contradicticon tc also utilizing applicatiocns

derived from RSA.
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Most technology transfers in the region probably relate to
private sector or corporate activities. There could., therefore,
be scope for extension in this field if specific programs of
technical cooperation, research and development were designed

for SADCC private sector requirements.

SADCC has already considered some pragmatic arrangements for
regional advancement in technical aress. 3But it is necessarily
limited, e.g. to veterinary services and crop sciences. While
this represents a valuable first step it could in fusure be
augmented, ideally on selective issues in which acknowledged

capabilities exist.

Road Freight Services

A number of RSA-based transport firms operate international
hauvlier services in the region. For example, the Johannesburg-
centered Carriers {Pty) Ltd. transports goods to Zaire, Zambia,

Malawi, Mozambique and Botswana.

Zimbabwe also has road freight companies which cpera=e southwards.

Medical Services

Emergency medical services and pharmaceutical supply are obtained
from RSA by SADCC countries. In the case of infectious diseases

RSA has as much interest in containment and eradicatic. as any

other country.

Humanitarian requirements would normally dictate tha= fccess o
medical facilities and services remain unimpaired. The use of

RSA medical services largely reflects that country's well-developed
medical institutional base and existing differentials with other
countries. Higher levels of medical specialization and investmentis

in RSA permit the Republic to act as "residual supplier”.

Inter-State Postal Services

The pivotal role of RSA in regional postal services 1as modified

in recent years with the developmert of internatiora. azni iatra-
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regional air services by the SADCC countries. The spresad of

national airline destinations to multiple points in Africa

42

and Europe has furtd facilitated thils change.

ar

_Even so, a considerable volume of postal *traffic is still
routed via Johannesburg - noctably for Botswana, Lesotho and
SBwaziland. A fair share of the flow probably consists of
tusiness communications from outside southern Africa. Equally

important is traffic from RSA to neighboring states.

Both SADCC a2nd RSA are mutually dependent on postal services.
The costs of interrupted communications could be estimated as

high even if they are not gquantitatively predictable.

Transit Facilities

Air passenger traffic throughput via Jan Smuts Internaticnal
Airport to Botswansa, Lesotho, Swaziland, Zimbabwe, Mozambigue
and elsewhere is considerable. Under long-standing practices
this flow is largely unimpeded since passengers to third-country

destinations are normally accorded transit facllities.

The absence of transit facilities would seriously affect the
flow of business visitors and tourists to SADCC countries. Costs

eould also be envisaged for South Africa.

Third Party Linkages

It is usual when examining bilateral links {or RSA/SADCC economic
relations) to focus on direct connections. This procedure couvld,

however, obscure other links which operate through third parties.

Various types of third-party linkages can be identified betweex
RSA and SADCC countries. All SADCC countries (except Mozambigue
and Angola) are members of the Intermational Monetary Fund (IMF)
and IBRD-IDA (World Bank). For IBRD-IDA purposes South Africa
usually abstains from casting its vote for the appointment of
Executive Dire¢tor representatives. SADCC members usually vote

in the Anglo-phone African group.



-

RSA and SADCC countries are also members o?f other intermnational

13

bodies. One of the most important is the Gerer-1 Agreemsnt o
Trade and Tariffs (GATT). Of equal significance is the 3ank of
International Settlement (BIS) in Basel and in selected sectors
bodies such as IATA provide indirect linkage. Zimbabwe arnd RSA

are connected via the International Sugar Agreement.

South Africa is not, however, a member of the Lome Convention or
ACP group of states. BHence, RSA companies canmot tid for EEC
financed projects in SADCC countries. This predicament would
radically alter if RSA, after political change, becane a Lome

member.

Third-party linkages could als¢ be drawn with res;est to interna-
tional companies {(primarily from the OECD area) which have in-
vestments as well as markets in both RSA and one or more SADCC
countries. Here the major interests are British, West European
{notably German and French)}, US and Canadian. The Japarese

presence is much less significant.

Corporations are now more attentive to both substance and nuance

in regional trends. While the state of RSA/SADCC relations is
relatively unproblematic, operations continue in both quarters but
in the event of major divergeuces corpcrate interests could well

be "forced" to opt in or out of one sphere. Such choices would
affect supplies, management links, corporate registration, dividend
remittability, funding, technology transfers and lic=nsing, inter-

firm trade, and access to important inputs (e.g. rare metals).

Diplomatic-cum~-Economic Relations

Diplomatic relations result from bilateral interests and are
frequently established for economic requirements. This is the case
in muck of southern Africa in regard to Tormal 25s representation
in the region.

Malawi has & full Diplomatic Mission in RSA. This is reciprocated

and RSA has a Commercial Section in Lilongve.
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Zimbabwe/RSA relations were recently scaled down from Consulate
status to Coummercial Attache level. Such links remain important

to both countries.

BLS countries have c¢lose and freguent official exchanges with
the RSA government and its institutions. While this is rarer at
the highest levels, the freguency of contact increases as

conmercial relations are considered.





