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Mr. Chairman and members of the committee, I am very pleased to appear 
before you to comment on the South Africa Financial Sanctions for 
Democracy Amendment Act, H.R. 3458, and upon the new interim arrange
ment agreed to by the banks and South Africa last October. 

For the past eighteen months I have served as the coordinator between 
churches, and church federations in the U.S., the U.K., Germany, 
Switzerland, and France. These churches have been conducting dialogues 
with the banks in their countries that sit on the bank negotiating 
commit tee which recently rescheduled $8 bil 1 ion of South Africa's 
fqp~ign debt. The churches suggested that the banks seek 15% repayment 
under the new arrangement, and that this agreement have a term of only 
one year. 

Bishop Kruse, chairman of the Council of the Evangelical Church in 
Germany; The Rev. Bernard Thorogood, Moderator of the Executive 
Committee of The British Council of Churches; James Andrews, Stated 
Clerk of the Presbyterian Church (USA), together with other church 
leaders, stated to the banks that lending should not return to normal 
until political change occurred which included the foll owing 
conditions: (1) the ending of the state of emergency, (2) the release 
of .~11 poltical prisoners and detainees, (3) the unbanning of all 
p,o;!.iti cal. organizations, (4) the repeal of the Group Areas Act, Separ- . 
ate Amenities and Population Registration Act and other flagrantly 
racist 1 egisl a ti on, and ( 5) the establishment of a convention .. to · 
negotiate a new constitution for a democratic, non-racial and unitary . 
South Africa. 

"'/ 

We are pl eased that on 2 February South African State President F~t w.·'. 
de Kl erk announced reforms which will deal at least in part with .:t1re·; 
first three conditions. However, the path is sti ll long and f r augh t ' 
with obstacles. De Klerk should be lauded for his very signifi ca i'i t 
initial steps, but a fl exi bl e carrot and stick approach is needed "t io · 
reward movement and to insure that the process does not stall. .. The 
process could stal 1 either because of a failure of wil 1 on the part of 
Mr. de Klerk- or because of a political surge from the right that might 
bring a more conservative government into power. .. 

The biggest stick as well as the biggest carrot available is the inter
national capital market. The present financial straits ot: South Africa 
were triggered in September 1985 by the actions of U.S. banks • . After 
more than a year of' unrest in the townships, the U.S. banks refused to 
roll over the 1 arge short-term 1 oans they had outstanding to South 
Africa. U.S. banks had been sensitized to the issue by years of anti
apartheid concern.~in this country. This is not to say that lending 
would not have peaked in 1985 anyway, but the ·"crash l a nding that the 
South African economy underwent in 1986 was certainly induced by the 
U.S. banks and, the anti-apartheid efforts within the U.S. Without the 
U.S. banks' demands for immediate repayment, the South African economy 
might have had a soft landing instead. Figures 2 and 3 in Appendix III 
of this testimony shows that as banks withdrew their lending in 1985, 
the econanic growth came to a standstill primarily because of the lack 
of investment in manUfacturing. Later in 1986, significant decreases 
in investment in transportation and power gerie ration occurred and they, 
unlike manUfacturing, have not recovered since. 

The financial predicament that South Africa now faces was outlined 
clearly last May 8th by the late Governor of the South African Reserve 
Bank, Dr. Gerhard de Kock, who gave an address entitled "The South 
African Economy - Quo Vadis?" (Quarterly Bulle tin, South African Re-
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serve Bank, June 1989). In this address, he quoted the findings of the 
Reserve Bank's Economics Department: 

"If South Africa were to continue to experience a net outflow of capi
tal to about 4 per cent of gross domestic product during the next ten 
years, as it has done during the past four years, the average rate of 
growth of gross domestic product would be limited to about 2 per cent." 

... : ~· ~ ':l ~ 

With no net outflow of capital, the Econanics Department predict'ed an 
average growth rate of 3% per year. If there were a net inflow ~-df 
capital equal to 4% of gross domesic product-- the opposite of the f l ow · 
in 1985-88 -- the growth rate would be between 4 and 5 per cent pefi':.· 
year. The latter level of capital inflow would permit the econany to '-> 
grow on a per capita basis. While de Kock emphasized that these were 
only estimates, his figures demonstrate that the South African · 
government is fully aware that the condition of the country's economy 
is dependent on international capital flows. 

To put these percentages into numbers, an outflow of 4% of the GDP in 
1988 would have equaled US$3.4 billion. An outflow of this size in · 
1990 compares with an expected debt payment in that year of $1. 7'. 
billion. This would presunably leave $1.7 billion for capital flight, 
the build-up of reserves or increased growth. This $1. 7 bil-li&hr Hf) 
well , Jn excess of past capital flight, which has varied between $0-.i · 
billipn and $1.1 billion a year and averaged $0.6 billion a year. 

The growth rate of the South African economy is now around 2% annuaily. 
I .t is the task of new financial sanctions t 'o assure that growth is no 
gr,eatel'}: than 2%, and to put South Africa on notice that a slowdown in 
t.h,~~~ p;;lce of reform could 1 ead to increased sanctions and even 1 ower 
gr~~h.:' The only light at the end of the tunnel for the South Africans 
sh~ul.d be access to international capital markets, which would be made 
av,a;i.lable by the ending of apartheid. 

Wh~ de ~l~er);( took office in the summer of 1989, South Africa faced a 
financial crunch in the period 1990-91. First, the seco~d interim 
agreement on part of the country's debt, which was arranged in 1987, 
came to an eI).d . in June 1990. The $8 billion of debt under the second 
agreement neeqed . to. be rescheduled once again at that point. Secondly, 
South . Africa faced large repayments in 1990 and 1991 . .' on the portions of 
its debt. tht: .did no_t fal 1 under the interim agreemeqt. Churches in the 
U.S. ;- and Europ.e ,had sought to increase the pressure by requesting an 
annual repayment of 15% of the debt for the third_ interim agreement, 
and by requesting that the banks stop converting portions of the debt 
into 10-y:eaJ;:' n~xit lo.ans which have a five ye~r grace period on 
principal repayments. This grace period takes pressdre off the 1990-91 
period. Unforunately, the banks concluded an agreement providing for a 
repayment of 3% in 1990~ 5.5% in 1991, etc., extending through 1993. 
(See Appendix I for a de,tailed description.) 

At the same time, South Africa has refinanced or rolled over large 
amounts of debt which was coming due in 1990 and 1991. This rolled 
over debt is now slated.~Q . be repaid in 1994 and beyond. Roll overs in 
1989 for debt coming due in 1990-93 seem to be even greater than the 
nearly $1 billion which was r ·olled over in 1988. (See Table III in 
Appendix II.) The result of the new interim. arrangment, the exit loan 
conversions, and the roll overs of debt outside the arrangement is 
that this pressure point of 1990 - 1991 has evaporated somewhat, with 
total payments for these two years 1 owered from the more than $4 
billion that was originally expected to $2.8 billion. The former 
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amount was urged by the churches; detailed calculations are given in 
Appendix III. 

lbus the goal of' nev f'inancial sanctions should be to provide a mechan
ism by which sane debt repayment can be moved back into the p"eriod 1990 
through 1993 and to generate another point of' severe economic con
straint in 1994-1995 similar to that originally projected f'or 1990-91. 

Central to this financial pressure are the sections of H.R. 3458 which 
deal with the repayment or other disposition of the $2 .4 bil 1 ion of 
South African debt held by U.S. banks. The bil 1 now requires that the 
$900 million of 10-year exit loans be disposed of by the end of 1992 
and that 20% of the approximately $1.4 billion of the debt under the 
interim arrangement be repaid or otherwise disposed of each year. (See 
Appendix II, especially Figure 1, for calculations of the exit 1 oan 
conversions and projections of debt repayments.) 

In light of de Klerk's recent moves, let me suggest several amendments 
to add fl exi bil i ty and to take into account the third interim 
arrangement which was negotiated in October 1989 after this bil 1 was 
written: 

1. The debt converted into 10 year exit loans under either the second 
or the third arrangement shall be disposed of by U.S. banks by the 
end of 1993 rather than at the end of 1992. In this way, pressure 
will be focused at the end of 1993 when the third arrangement· :· 
expires. (By this time 21% of the exit loan debt will have been' 
paid back, leaving $700 mil lion outstanding.) 

2. The debt subject to rescheduling by the end of 1993 sh al 1 he 
repaid or otherwise disposed of from the books of U.S. banks withi:n , 
5 years after the passage of this act. This provision replaces the · 
one requiring 20% per year to be disposed of or repaid. (By th<e 
end of 1993, 17% of the debt to U.S. banks under the interim 
arrangement will have been paid back, leaving $1.2 billion unpaid.) 

3. Congress shall carry out a legislative review of the above provi
sions to be completed by 30 June 1993 to determine if the South 
African reforms by that time are sufficent to suspend these provi
sions. 

How wil 1 the divestiture of debt by U.S. banks affect South Africa? 
The debt could either be sold directly to South Africa or to other 
banks. If the sale is to other banks, the exposure of the purchasing 
banks to South Africa is increased. This reduces the amount of new 
loans the purchasin~ banks might make to South Africa because most 
banks have guidelines limiting the rate of increase of exposure in each 
country. If the sale is to South Africa directly, South Africa saves 
some money, because the debt wul d probably sel 1 at about a 3 0% 
discount, but it would have to pay the full purchase price immediately . 
South Africa would need to borrow funds for this purchase from a bank 
or raise them in some other manner, such as reducing reserves. 

As an example, if al 1 the exit 1 oans were sold to South Africa in 1993, 
that country's foreign exchange requirements would increase from the 
$1~1 billion needed for debt repayment to $1.6 billion, assuming a 30% 
discount on the face value of the purchased debt. If it were spread 
over two years, there would still be a significant $250 million 
increase each year. The primary U.S. bank affected by this di vestment 
is Citibank which holds about two-thirds of the exit loans converted by 
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U.S. banks. 

If South Africa were to purchase al 1 of the $1.2 bil 1 ion in debt held 
by U.S. banks under the interim agreement, then in the year and a half 
beginning in January 1994, it would have to come up with $800 million 
in 1994 and $400 million in 1995, assuming the debt was sold evenly 
over time. Such purchases would create very great balance of payments 
pressure on South Africa since in these years there are already 
presumed to be debts coming due on the order of $2 billion, arising out 
of rol 1-overs of debt outside the interim arrangements. 

THE NEW INTERIM ARRANGEMENT 

Should the banks have been able to achieve a better repayment schedule 
from South Africa for the third interim arrangement? The quote from de 
Kook's address above shows that South Africa was setting up the inter
national community for a South African growth rate of 2% in the 1990 1s. 
Nedbank's best fit of an equation through the growth data for the early 
1980 1s yields a growth rate of under 1%. The church representatives 
had argued with the bankers that a short-term agreement was essential 
for the new arrangement because of the additional pressure it would put 
on South Africa for reforms and because of the long term unpredict_. 
ability of the gold price, upon which the South African econany is so 
dependent. The church re pre sen ta ti ves had argued for delaying the 
final agreement until March of 1990 in order to increase the pressure 
for reform, and that a shorter term and a later final iza ti on of the 
agreement could be traded for a sl igh tl y poorer repayment rate. Had 
that delay occurred, the banks could now have argued for another $600 
miJJ.lion per year in repayments based upon the rise of over $30/ ounce in 
the price of go! d between October and the present. Seeing how 1 ong 
agreements with third world debtors take to finalize, one might 
question if the early agreement were not intended to remove some of the 
anti-apartheid pressure from the banks. 

While admittedly · the U.S. banks have reduced leverage in the negotia
tions with South Africa because of the 1 ow level of current trade 
lending, they do provide South Africa with sane useful commercial links 
with the U.S. through their correspondent banking services. More 
importantly to South Africa, they are a potential source for new 
1 ending should the international capital markets open up to South 
Africa. H.R. 3458 will also provide the U.S. banks with leverage in a 
perverse way at the next round of negotiations in 1993 for the fourth 
interim arrangement. South Africa wil 1 not want the large amount of 
debt held by U.S. banks dropped on the market, for, they have al ready 
rescheduled large amounts of their other debt into 1994 and beyond. 
The rescheduling of the interim agreement in 1993 thus becomes a time 
of high pressure on South Africa because of the possibility of this 
debt disposal. Indeed, South Africa might end apartheid in order to 
avoid triggering this disposal. Finally the Uniform Treatment of 
Foreign and Domestic Banks provision of this act wil 1 support U.S. 
banks by shifting many international transfers carried out by the U.S. 
government into U.S. banks. 

In summary I recanmend that H.R 3458 be amended: 

( 1) To trigger the disposal of 10-year exit 1 oans at the end of the 
third interim agreement, i.e. the end of 1993; 

(2) To require that all other lending which would come under the 
third or fourth interim agreements be disposed of by five years 
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after enactment of this Act; and 
(3) To require that there be a congressional review of these dispo

sal requirements by the end of June 1993, six months before (1) 
or ( 2) is triggered. 

These provisions, in conjunction with the pressure caused by the large 
amount of debt outside the interim agreement which is presumed to fall 
due in 1994 and 1995, may cause South Africa to set political goals of 
ending apartheid so that this financial crunch can be avoided through 
entry into the international capital markets. 

Current provisions of the bill which should be supported include: 

(1) The successively triggered ban on trade credits: Trade credits, 
especially from European banks, are the primary source of new 
credit for South Africa. Indeed, part of the reason that South 
Africa keeps its - domestic interest rates so high is to force 
domestic exporters to find foreign sources of trade finance. 
Since the U.S. still maintains significant trade links with 
South Africa, this trade is probably financed from the U.S., 
most often by sales on open account. Termination of 
correspondent banking relations with South African banks and 
termination of South African deposits in U.S. banks will cut any 
remaining bank trade finance and cause South Africa some 
additional costs in fund transfers through European accounts. 

(2) Uniform treatment of foreign and domestic banks, so that no U.S. 
government business is transferred to foreign banks that do not . 
conform with the U.S. policy on banking relations with South 
Africa. 

These two provision will provide continuing direct pressure during the 
course of the third interim arrangement which begins in mid-1990. 

Many thanks to the committee for this opportunity to present my views 
and analysis to yo~ 

6 February 1990 
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APPENDIX I 
THE 'l'HIRD INTERIM ARRANGEMENT 

This third interim arrangement, which was accepted by the international 
banks in October 1989, is for 3 1/2 years, beginning in the second half 
of 1990. The repayment rate for the second half of 1990 is equal to 
that for the first half of the year: 3% annualized on the declining 
balance. The repayment rate then increases to over 6% per year by 
1993 as shown in Table I. 

Table L The Repayment Schedule for the Principal of the South African 
Debt under the Third Interim Arrangement~ Each payment is estimated on 
the basis of a total initial debt of $8.0 billion on 1 July 1990 and 
based on a declining balance. 

Payment Date Amount Estimated $ Amount 

------------- ------------------
1990 December 1.5% $120 million 

1991 February 2.5% 197 million 
August 3.0% 231 million 

1992 February 3.0% 224 mil lion 
August 3.0% 216 million 

1993 February 3.0% 211 mil lion 
August 3.0% 204 million 
December 1.5% 99 million 

------------
Total 1502 mil lion 
Remaining Debt 6498 million 

Banks may take an exit option by converting their 1 oans into 10-year 
exit loans wpich have the following repayment schedule: Same ·repayment 
schedule as under the interim arrangement until the end of 1993; grace 
period on principal payments from January 1994 until 7 .5 years after 
the conversion; remainder of principal is then repaid in six half 
yearly payments, being totally repaid on the tenth anniversary of the 
conversion. 

APPENDIX II 
ESTIMATED REPAYMENT SCiEDULE FOR SOU'l'H AFRICA'S TOTAL DEBT 

The repayment schedules for the principal of South Africa's debt are 
estimated in Table II in the final three columns. These columns in
clude the debt outside the interim arrangement, the amount repaid under 
the interim arrangement and the total of these two amount~ Note that 
under the second interim arrangement, debt could be converted into 10-
year exit loans which have a 5-year grace period on the payment of 
principal. The principal is then paid in 10 equal semi-annual in
stallments beginning five years after the conversion. 

Large assunptions must be made to estimate the repayment scedule beyond 
1993. Thus these latter estimates should only be taken as ill ustra
ti ve. They are corroborated, however, by the conditions of the 10-
year exit loans in the third interim arrangement which have grace 
periods extending through at least 1997. The result would be to move 
debt beyond the predicted hump of 1994 through 1997. 
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Table II. Repayment Schedule for the Total South African Debt under the 
Third Interim Arrangement with an Estimate of the Total Debt as of 31 
December 1989. 

Year) Debt Outside Interim Arrangements ) E. Debt ) 
)---------------------------------------) Payments) 
) A. Guar- B. Conver- Total ) to Banks) 
) antees sions to ----------------) Under ) 
) as of 10-Year C. A+B D.Recent) 3rd ) 
)31 Mar 89 Exit Loans Report) Interim ) 
) (1) (2) (3) )Agreement) 

Billions of U.S. Dollars 

1990 3 .16 0 3 .16 1.4 0. 12 
1991 1.04 0 1.04 0.7 0.43 
1992 0.74 0. 10 0.84 0.7 0.44 
1993 0.62 0.50 1.12 0.6 0.51 

Total 5.56 0.60 6 .15 3.4 1.50 
Remainder due at end 3rd Interim Arrangement 6.50 

1994 0.30 0.70 1.00 ** ** 
1995 0.24 0.70 0.94 ** ** 
1996 0 .16 0.70 0.86 ** ** 
1997 0. 13 0.60 0.73 ** ** 
1998 0.04 0.20 0.24 ** ** 
1999 0.01 o.oo 0.01 •• ** 

Total 94-99: 
0.97 2.90 3.87 6.6 

Total 90-99: 
6.52 3.50 10.02 10.2 8.0 

Total Debt 31 Dec. 1989 ( 5): -------------
Total Guaranteed and 3rd Interim Debt $18.2 
Last payment 2nd Interim Agreement 0.1 
Estimated credits without Guarantee 2.3 

Est. South African Debt 31 Dec. 1989 $20.5 

F. Total 
Payments 

(D+E) 

1. 7* 
1. 1 
1 . 1 
1. 1 

4.9 

2 .1** 
2.0** 
1. 9** 
1 .8** 
0 .5** 
0.3** 

8.6** 

* Includes 1 ast payment of $0.13 mil 1 ion under the second interim 
agreement on 15 June 1990. 

** Estimated on the basis of: i) the debt under the interim agreement 
being repaid at the rate of 6% per year after 1993, ii) the $2.75 
billion in rolled over debt ($6.15 billion in column C minus $3.4 
billion in column D), which was originally supposed to be repaid in 
1990-93, being repaid evenly in the four years 1994 through 1997. 
See note ( 3) below. 

Table II. Notes and sources: 
(1) Government Gazette, No. 12110 p. 9-11, Johannesburg, 29 September 

1989. Currencies converted at rates on 31 December 1989. 
(2) These data represent the repayment of the $3.5 billion of loans 

which have been converted fran under the second interim agreement 
into 10-year exit loans with a 5 year-grace period on the payment 
of principal as reported by the Financial Times (22 Nov. 1988, 16 
May 1989). The conversion in the last half of 1987 is assumed to 
be about $1 billion with $2.0 billion converted in 1988 and with 
$0.5 converted in the first quarter of 1989. This conversion in 
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the last two quarters of 1987 and the first quarter of 1988 appears 
not to be listed in the Government Gazette (1), for the amounts in 
the latter 1990's are not large enough to accommodate the repay
ment. 

(3) This data, recently obtained from an international bank, suggests 
that significant amounts of debt outside of the interim arrange
ments have been "rolled over," as was the case in 1988. Earlier 
the Financial Mail, 16 June 1989, also suggested roll overs but of 
a lesser magnitude. (See text below.) 

The debt repayment schedule in column D of Table II entitled "Recent 
Report" uses a repayment schedule for debt outside the interim agree
ment during 1990 and 1991 which is significantly less than that under 
guarantees on 31 March 1989. The "Recent Report" thus probably repre
sents shifts in the guaranteed debt caused by further new lending and 
roll overs. It is very likely that as this debt outside the interim 
agreement comes due in the early 1990 1s, substantial amounts of it will 
be rolled over. Thus the debt repayment calculations in Table II are 
conservative because further new lending will partially compensate for 
these debt flows. 

NEW LENDING AND RCT..L-OVERS 

Reports of the South African government on the country's foreign debt 
show that there have been extensive "rol 1-overs" and/or refinancing of 
the portion of the debt which is guaranteed by the South African gov
ernment and thus does not fal 1 under the interim arrangement. Since 
the distinction between new lending and a roll over cannot be made from 

TABLE III. RETIRED DEBT AND NEW CREDITS GUARANTEED BY THE SOUTH AFRICAN GOVERNMENT, 
exclusive of the Government itself, for 1987 and 1988 by Currency. 

US$ DM Sfr Ff r ) £ 

Millions. of currency units 
3/87-3/88 
Retired -242.8 -770.2 
New +233.3 +183.3 

Net 

-380 .4 
+ 93.9 

-881.8 
- 36.9 

IFS "Other Long-Term Capital, nie" 77bcd 

3/88-3/89 
Retired -367 .8 
New +527 .5 

Net 

- 83 .6 
+ 34.5 

-282.9 -552.6 
+215 . 8 .+ 150. 2 

-32.9 
+45.0 

-15. 1 
+ 4.6 

-9942. 1 
0.9 

-7989.0 
+3985 .9 

IFS "Other Long-Term Capital" 3 quarters only = -$292 

* Exchange rates at 3/88 and 3/89 

Bfr ) ASch ) ECU )Total US$ 

-582.3 -19.2 0.0 ) $-1239 
-411.5 o.o -177.0) + 252 * 

- 987 
- 924 

- 12.9 -19.2 0.0 - 782 
3.9 o.o +150.0 + 919 * 

+ 137 

---------------------------------------------------------------------------------------
Sources: 
Government Gazette, Johannesburg: No. 10930, 25 September 1987; No. 11519, 30 September 

1988; No.12110, 29 September 1989 
·IFS = International Financial Statistics, IMF, monthly 
Note: The new credits for a given year are assumed to be equal to the difference of the 
debt from next years' and this years' schedules, when they are both summed from the 
beginning of the next year. 
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the data, the term "new" debt will be used for both. 

The 1 ast column in Table III shows that between March 1987 and March 
1988, there was an inflow of new government-guaranteed credits equiva
lent to $252 million. In the following year to March 1989 the inflow 
of new credits mushroomed to the equivalent of $919 million. An 
important part of this new lending was the $400 million in government
guaranteed bonds that were redeemed and replaced by new credits or 
private placements between March 1988 and March 1989. 

Thus from March 1987 to March 1989 three-fifths of the outflow of 
guaranteed., primarily long-term, debt was rolled over or replaced. In 
this process there was a shift of the debt into dollars. As seen in 
Table IV, which gives a breakdown of outstanding debt by currency, only 
the dollar and the pound showed a net increase in exposure in South 
African government guaranteed credits while the exposures of all other 
currencies in such credits decreased. This is consonant with the 
finding from the detailed study of the debt held by banks of various 
countries in The Role or Transnational Banks in South Af'rica (UN 
Econcmic and Social Council, 28 July 1989). This study showed that in 
the case of each country with major bank creditors resident, there was 
a greater redemption of the domestic currency and a shift toward 
greater 1 ending in US dollars or at 1 east a greater fraction of the 
debt in dollars. Essentially none of this debt is held by banks in the 
U.S., so the greater dollar lending is primarily from British and 
European banks or private bond placements they have arranged. 

Table IV shows that for the portion of the debt that does not c·arry a 
South African government guarantee, outstandings declined slightly for 
credits denominated in U.S. dollars, Swiss francs, Pounds, Yen and 
"Other" between the end of 1986 and the end of 1988. Credi ts in 
Deutschmarks and French francs stayed constant during this period. 
(The total expressed in U.S. dollars stays constant at $15.2 million 

------------------------------------------------------------------------~--------------
TABLE IV. TOT.AL SOUTH AFRICAN DEBT BY CURRENCY 

US$ DM Sfr Ffr £ ) Other ) ) Total US$ 

Billions of Currency Units 

End 1986 
SA Guaranteed 3.3 3.4 1.4 4.4 0. 1 64 .6 $0 .2 
Other 10.2 2.6 1.3 2.3 0.7 28.2 1.3 

Total Debt 13.5 6.0 2.7 6.7 0.8 92.8 $1.5 

End 1988 
SA Guaranteed 3.4 2.8 1.0 3. 1 0 .1 50.7 $0 .2 
Other 9.8 2.6 1.2 2.3 0.5 25.4 0.9 

Total 13.2 5.4 2.2 5.4 0.6 76.1 $0.9 

Sources: Total Debt: 
1986: ESKOM Prospekt, Borsen-Zeitung (Frankfurt), 23 December 1987. 
1988: Financial Mail (Jcilannesburg), p. 45, 6 October 1989. 

) ) $ 7.4 
) ) 15.2 
) ) 

) ) $22.6 

) ) $ 7.0 
) ) 15.2 
) ) 

$21 .2 

Guaranteed Debt: See source for Table III for data on 31 March of each year. 
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because of the dollar's decline in value over the period.) The non
guaranteed debt is probably in most cases trade credits, especially 
short-term credits both bank and supplier which are constantly being 
turned over. 

U.S.BANK EXPOSURE IN SOUTH AFRICA 

U.S. bank exposure in South Africa consists primarily of lending caught 
under the second interim agreanent and loans which have escaped that 
interim agreement by being converted into "10-year exit loans". Figure 
1 shows as circles the total U.S. bank exposure as reported by the 
Federal Financial Institutions Examination Council ( FFIEC) through 30 
Septmber 1989. From this data and its maturity distribution, the 
author has estimated the total amount converted into 10-years exit 
loans by U.S. banks and the residual long-term debt. The results, 
together with the repayments under the interim arrangement, are pro
jected through that agreanent to the end of 1993 in Figure 1. 

With the beginning of the second interim agreement on 1 July 1987, 
banks could convert their loans into exit loans in which there was an 
initial grace period on the payment of principal, with the first of ten 
equal semi-annual payments occuring five years from the ·date of conver
sion. At the end of the first agreement on 30 June 1987, the total 
U.S. bank expouure which had a maturity of greater than 5 years was $62 
million out of a total exposure of $3061 million. Thus conversions to 
exit loans can easily be seen by the maturity distribution given in the 
quarterly Country Exposure Lending Survey of the Federal Financial 

TABLE V. Estimates of the Distribution of U.S. Bank Exposure in South 
Africa as of 30 September 1989 as Given by Bank and Loan Category. 

Bank Group 

9 Money Center Banks 

Other 13 Banks 

Remaining Banks 

Total: • Interim Agranent 
Exit Loans 
Other ( >5 yrs) 

Short-term 
<1 year 

FFIEC 

833 

303 

121 

1257 
1356 
893 
162 

Exit Other Loans 
Loans 1-5 yrs >5yrs 

Millions U.S. Dollars 
808 0 125 

71 100 0 

15 0 37 

893 100 162 

Total Exit Ln 
FFIEC as % of 

Total 

1767 46 

473 15 

171 9 

2411 37 

FFIEC: Country Exposure Lending Survey: September 1989, Federal Finan
cial Institutions Examinations Council, Washington D.C., 10 January 
1990. 
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TABLE VI. Estimates of the Exposures of Maj or U.S. Banks in South 
Africa by Category in Millions of U.S. Dollars for 30 September 1989. 

9 Money Center Banks: 

Citibank 
Bank of America 
Chase Manhattan 
Mfgr. Hanover 

Morgan 
Chemical NY 
Bankers Trust 
1st Chicago 
Continental 

Total Money Center 
FFIEC 

13 Other Banks: 

Security Pacific 
Bank of New York 
Republic NY 
Other 

Total 13 Other 
FFIEC 

Remaining Banks: 

NCNB 
American Express 
Other 

Total 

U.S. Bank Totals 
FFIEC 

Interim Exit Other 

o• 
10* 

245 
190 

210 
70 

100 
0 

10 

835 

150 
130 

60 
60 

400 

55 
0 

60 

115 

1350 

610 50 
0 0 

50 45 
40* 10 

o• 10 
70* 0 
10 0 

0 10* 
30* 0 

810 125 

O* 
40* 

O* 
30 

70 

5 
0 

10 

15 

895 

0 
0 
0 
0 

0 

10 
0 

30 

40 

165 

Total 

220 
140 
11 O* 

10* 
40* 

1770 
1767 

150 
170* 
60 
90 

470 
473 

70 
O* 

100 

170 

2410 
2411 

Estimates are made from bank assets sizes in 1984, the year before the 
moratorium, totals for each group as obtained or calculated from the 
FFIEC Country Exposure Lending Survey data, and from additional in
formation marked (*), usually supplied by . the bank. 

( *) Chase. Manhattan exposure is 1 ess than 340 mil 1 ion; Mfgr. Hanover 
has less than half of is exposure in exit loans; Chemical NY has half 
of its exposure in exit 1 oans; Bankers Trust has a total exposure of 
considerably 1 ess than $170 mil 1 ion. 
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Figure l. U.S. Bank exposure in South Africa projected through 1993. Upper 
line represents the total bank exposure, with circles representing the data 
from the Cquntry Exposure Lending Survey, FFIEC. Exit loans and other long
term exposures are estimated from the maturity distributions given in the 
Survey through 30 Sep tember 1989. 
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Institutions Examinations Council. The latter tabulates maturities in 
three categories: less than one'year, 1 to 5 years inclusive, and 
greater than five years. Thus on the date a loan is converted, 90% of 
its value has a maturity of greater than 5 years and 10% of its value 
has a maturity in the category of 1 to5 years inclusive. Every six 
months from that date 10% of the original value converts from the 
longer to the shorter category. Thus using the quarterly data on 
maturities, estimates of the conversions can be made and are 
constrained by the resulting distribution of maturities such that the 
amount of the 1 oans with maturities in the 1 to 5 year category and 
the greater than five years category not exceed the observed amounts in 
any quarter. 

Such a calculation is limited by the reported amount in one or the 
other of the maturity categor"ies, but the analysis does not yield a 
unique answer. The solutions were sought which did not cause oscilla
tions in the amounts of debt in the other categories. The acual amount 
of exit loans could deviate from this calculation by no more than+/
$50 mil 1 ion. 

Table V gives an estimate of the distribution of U.S. bank lending in 
South Africa for 30 September 1989 by category of loan and bank. The 
money center banks have the highest rate of conversion of exit 1 oans 
with 46% of their lending being converted. The conversion rates by the 
other banks are much lower, resulting in an overal 1 rate of conversion 
of U.S. bank loans of 37%. There remains a small sum of about $162 
million of long-term loans in the fourth column of Table V that are 
neither in the exit 1 oans category nor under the interim agreement. 
The remaining $100 million of loans with a maturity of 1-5 years in the 
third column of Table V could be loans under · the interim agreement, 3-
year exit loans from the first interim agreement, or trade loans out
side the agreement. For convenience they will be included under the 
second interim agreement, yielding $1356 million or 56% of the total 
lending which is under the agreement. These loan amounts are then 
allocated among the major banks in Table VI by scaling from bank asset 
data and other information. 

APPENDIX III 
ANALYSIS OF SOUTH AFRICA'S BALANCE OF PAYMENTS 

TifE Sa.JIB AFRICAN ECONOMY 1985 TifRCl.JGH 1988 

Table VII provides the balance of payments data for South Africa for 
the years 1985 through 1988. The balance on current account includes 
the trade and services balance pl us shipping costs, and payments of 
dividends and interest on the debt. This item represents the income in 
foreign currencies from trade and services. The capital accounts 
include long- and short-term flows pl us errors and ommissions. If the 
latter are strongly negative for a period of time, they suggest signif
icant outflows of unrecorded flight capital. These capital account 
flows have generally been negative because the financial crisis has 
prevent major new lending from reoccurring since 1985. Thus they 
primarily represent payments on the debt and capital flight. The sum 
of the balance on current account and the capital accounts should be 
equal and opposite to the change in central bank reserves if no short
term lending occurred to bolster the reserves. During the period 
considered, South Africa had substantial borrowings against reserves in 
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1986 and 1988, but had very small borrowings in 1985 and 1987. For 
convenience, throughout this analysis the sum of the balance on current 
account and the capital accounts wil 1 be analyzed rather than reserves. 

It is important to note that South Africa had a big surplus in its 
balance of payments in 1987 (from Table VII: +$3002 million -$1641 
million = +$1361 billion). This balanced out deficits in the balance 
of payments of a smal 1 er magnitude in the other years to give a four 
year total for current account + capital account of -$37 million. 

Thus there was no significant net drain on South Africa's reserves for 
the period as a whole, al though there were considerable strains on the 
reserves at times during that period. While growth varied considerably 
during this period, it averaged out to +1.2% per year. 

Table VII shows that $7.5 billion was paid out of the long- and short
tenn capital accounts during the period 1985-88. This was primarily 
repayments of debt together with sane small flow of direct investments. 
Another $2.6 billion flowed out primarily as unrecorded capital flight. 
Thus it appears that South Africa repaid on average $1.9 bil 1 ion per 
year of debt. 

To fully understand South Africa's balance of payments, it is important 

TABLE VII. BASIC DATA ON THE SOOTH AFRICAN ECONOMY 1985 - 1988 

---------------------------------------------------------------------------------------
) Balance of Payments . ) 

)-------------------------------------------------------) 
Real ) Balance Gold ) CAPITAL ACCOUNTS ) Change ) Total ) Gross 

Year Growth) Current $/Oz ) Long Short Errors ) Total ) in ) Debt ) Domestic 
GDP ) Account ) Term Term & Omis.) ) Reserves) Payment) Product 

1 ) 2 3 ) 4 5 6 ) 7 ) 8 ) 9 ) 10 

-----------------------------------------------~---------------------------------------
Millions Of US dollars Billions us $ 

1985 -0.8% 2622 321 - 635 -1349 -1145 -3129 ) + 605 56.71 
) 

1986 +2.2% 3152 · 367 -1303 -1221 - 134 -2658 ) + 358 64. 18 
) 

1987 +O .1% 3002 451 - 846 - 508 - 287 -1641 ) -1435 2 .1 82 .80 
) 

1988 +3 .1% 1272 432 - 479 -1160 -1018 -2657 ) + 813 2.0 88.00 

------------ ------ ------
Total 10048 -7501 -2584 -10085 + 341 291 .69 
Ave. +1 .2% 2512 393 -1875 - 646 - 2521 + 85 72.92 

Data are from International Financial Statistics IMF, except for Debt Payments (Column 
9) which for 1987 - 1988 are from Financial Mail 16 June 1989 and for 1990 and 1991 are 
from Lind The New Interim Agreement ••. GDP growth (column 1) is based upon GDP 
deflated to 1985 prices. 

Note: In the balance of payment sta tis ti cs a fl ow of funds out of the country has a 
negative (-) sign. However Reserves (column 8) are considered to be held out side of 
the country and th us in 1987 reserves were built up while in the other years the 
reserves were depleted. 
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to take into account the price of gold, the country's major export. 
To demonstrate the sensi ti vi ty of the country's balance of payments to 
the gold price, a counterfactual experiment is performed in the tables 
below. Figures for the balance of payments, outflows in the capital 
account and debt repayment schedules are generated for four gold 
prices: $393/oz. the average gold price for 1985 through 1988, and 
hypothetical gold prices of $370/oz., $400/oz •• and $430/oz. 

THE EFFECT OF GOLD PRICES ON SOUTH AFRICA'S BALANCE OF PAYMENTS 

The effect of the price of gold on the ability of South Africa to 
service its debt during the period 1985 through 1988 is shown in Table 
VIII. Our approach is to ask how would the sum of the balance on 
current account and the capital accounts have changed if the price of 
gold had differed from the actual, with al 1 other flows being kept 
fixed at the actual amounts. Column 6 shows the year-by-year sums 

TABLE VIII. CAPITAL ACCOUNTS AND THE EFFECTS OF GOLD PRICES FOR 1985 - 1988. 

Year Real 
Growth 

GDP 
1 

Capital Account Flows )Balance on Current Acct + Capital Accts) 
)-------------------------------)for an assumed gold price, assuming the) 
) Short & Total Including ) changed gold revenues add to exports. ) 
) Long-Term Errors & Omissions )---------------------------------------) 
) -------------------) $370/oz ) Actual* ) $400/oz ) $430/oz ) 
) 2 3 4) 5) 6) 7) 8) 

Per Cent GDP Millions of U.S. Dollars 

1985 -0. 8% -3.5% -5. 5% ) -3129 + 473 - 507 +1073 +1673 
) 

1986 +2 .2% -3 .9% -4 .0% ) -2658 + 552 + 494 +1154 +1754 
) 

1987 +O. 1% -1. 6% -2 .0% ) -1641 - 261 +1361 + 341 + 941 
) 

1988 +3. 1% -1. 9% -3. 0% ) -2657 ) -2625 -1385 -2025 -1425 

)---------------------------------------------------
Average: ) Total US$ -1861 37 + 543 +2943 

+1 .2% -2.6% -3.5% ) % GDP -0.64% -0.01% +O. 19% +1.01% 

* The average gold price for 1985-88 was $393/oz, which is why this column is 
pl aced between the $370/ oz column and the $400/ oz column. Over the four year 
period there was great flucuation around this average however. Year by year 
average gold prices appear in column three of Table VII. 

--------------------------------------------------------------------------------------• 
The sum of the balance on current account and the total capital fl ow s, including 

errors and ommissions, must be made up by a change of reserves and other short-term 
transactions related to reserves. This effect on reserves is compared for various gold 
prices assuming that all other fl<Ms are kept at their actual levels for each year and 
that the change in the gold revenues merely is added to the balance on current account. 

Gold producion fell slightly from 1985 to 1987 and is rising again: Production was 
as follows 1985 - 672Tons;1986 - 640T;1987 - 607T;1988 - 621t. The Gold Institute in 
World Mine Production or Gold 1988 - 1992 predicts an increase of 5% by 1992. from 
1988. These calculations are based upon $20 mil 1 ion change in exports for each $1 
change of the gold price. 
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for the current and capital accounts that appear in Table VII. The 
four year total of this column comes out to -$37 million. The figures 
in columns 5, 7. and 8 were generated by adjusting current account 
earnings in column two of Table VII for the difference between the 
actual gold price that year, noted in Table VII, column 3, and the 
posited gold price. The adjusted current account earnings were then 
added to the unchanged capital account figure in Table VII, column 7. 

The actual short- and long-term capital flows averaged -2.6% of the 
gross domestic product for the years 1985-88, and when errors and 
oounission is added to it, the total becomes -3.5% of GDP. The figures 
in Table VIII show that a $30 change in the price of gold per ounce 
causes a change in the sum of current and capital accounts of $600 
mil 1 ion per year, or an average change of $0.82% in GDP. The average 
amount of short- and long-term capital repayments in 1985-88 that could 
have been paid without changing the real growth of the economy for 
various average gold prices is given below in Table IX. 

The figures in the second line of Table IX, -$1875 million and -$2521 
million, come from the last line, yearly average, in Table VII above, 
while the other figures come from similar calculations based on the 
different posited gold prices. The internal consistency of these 
numbers is demonstrated by the fact that the difference in total capi
tal fl ow in column three of Table IX for any two gold prices is equal 
to the difference between the respective totals of current account + 
capital account in Table VIII divided by four. 

The purpose of the above exercise was to ascertain how much repayment 
of its foreign debt South Africa could afford in the period 1990-93 
assuming the same level of GDP growth prevailed as occurred in 1985-88 
and that there were no other changes in the economy. These results 
appear in Table X. Thus if the gol.d price in 1990-93 again averaged 
$393/oz, Column 2 in Table IX shows that, allowing for capital flight, 
South Africa could again afford to repay $1.875 billion of foreign debt 
a year. Looking at the next to 1 ast 1 ine, "Average," of Table X, we 
see that at this gold price, in addition to the $0.9 billion in 
payments on debt outside the interim agreement, South Africa could 
afford to repay 15% a year on the original balance of $8 billion of the 
debt under the interim agreement, or between 15% and 20% a year on the 
declining balance. This compares with the actual repayment schedule 
agreed to by the banks in column 4, "Actual" of Table X where average 
annual debt repayments equal $1.3 billion. 

TABLE IX. EFFECT OF GOLD PRICE ON AVERAGE ANNUAL 
CAPITAL FLOWS FOR THE PERIOD 1985 - 1988 

Gold Price 
$/oz. 

370 
393 
400 
430 

Short- and Long-Term 
Capital Flows/Year 

Millions US$ 

-1411 
:..1875 
-2011 
-2611 

17 

Total Capital Flow 
including Errors & 
Omissions-Millions 

-2057 
-2521 Actual 
-2657 
-3257 



TABLE X. MENU OF POSSIBLE DEBT REPAYMENT SCHEDULES 
Repayment schedules which could have occurred under the third interim agreement. 

Year) 
) 
) 
) 
) 
) 

Repayments) TOTAL DEBT REPAYMENTS IN AND OUTSIDE THE INTERIM AGREEMENT, 1990-1993 
Outside ) Schedules provided for various annual percentage repayments on the 
Interim ) the $8 billion under the 3rd Interim Agreement* 

Agreement )----------------------------------------------------------------------
) Based upon Declining Balance )Upon Original $8.0bn 

( 1) ) 5% ) Actual ) 10% ) 15% ) 20% ) 15% ) 20% ) 

1990 1.4 

1991 0.7 

1992 0.7 

1993 0.6 

Total 3 .4 
Average 0.9 

1. 7 

1.1 

1. 1 

1.0 

4.9 
1.2 

Portion Repaid in 4 
Years under Interim 
Agreements alone* $1.5 

Billions of U.S. Dollars 

1.6 

1.1 

1.1 

1.1 

5.0 
1.3 

1.6 

1.9 

1.5 

1.4 

1.2 

6.0 
1.5 

2.6 

2 .1 

1.8 

1.6 

1.4 

7.0 
1.8 

3.6 

2.3 

2. 1 

1 • 8 

1.4 

7.8 
2.0 

4.4 

2. 1 

1.9 

1.9 

1.8 

7.7 
1.9 

4.3 

2.3 

2.3 

2.3 

2.2 

9. 1 
2.3 

5.7 

---------------------------------------------------------------------------------------
(1) See Table II. 

* Includes a repayment of $0.12 billion under the 2nd interim agreement on 15 June 1990 

---------------------~-----------------------------------------------------------------

Even at the low gold price of $370/oz, these numbers suggest that South 
Africa could afford an 8% to 9% repayment schedule on a declining 
balance for 1990 through 1994 and over 20% repayment for a gold price 
of $400/oz. (The latter is equivalent to 15% fixed on the original 
amount of $8 bil 1 ion.) At $440/ oz. South Africa could afford 20% of 
the original amount as churches and present legislation in the House of 
Representatives (H.R. 3458) calls for. 

Note that South Africa will have additional sources of foreign exchange 
in 1990-93 that were not considered in the above calculations. These 
include foreign investors buying stock in the pri vi tiza ti on of 
parastatals, the hard currency savings the government will realize by 
ending the occupation of Namibia and the war in Angola (reductions in 
oil and arms imports, etc.) and by spil 1 over from special projects 
outside of South Africa but in the rand area which will create inflows 
of foreign exchange. The ·major special project is the Lesotho 
Highlands Water Project which includes U.S. AID participation. Contri
butions from all these sources amount conservatively to about $300 mil
lion per year of additional foreign exchange. This amount 
approximately compensates for outflows of direct investment, etc., 
which are included in the capital account flows given above. 
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SCXJTH AFRICA'S GROSS DOMESTIC PRODUCT 

The question can stil 1 be asked: Hasn't the financial crisis of the 
past five years destroyed the economic basis for the projections 
described above? The answer to this lies in an analysis of the gross 
domestic product (GDP) and its projection into the future. 

Figure 2 shows the major components of the GDP, on a quarterly basis, 
calculated from expenditures by the South African Reserve Bank in its 
Quarterly Bulletin at constant 1985 prices. These components are 
private consumption expenditure, consumption expenditure by general 
governments, net of exports and imports of goods and non-factor ser
vices, and gross domestic fixed investment. Other smaller contribu
tions, which are not shown, are changes in inventories and residual 
items. The private consumption expenditure is the largest single term, 
accounting for over half the GDP and since 1986 the growth in GDP has 
been 1 ed by it. Because of its increase and the slight increase in 
government expenditures, total growth since 1986 has oscillated around 
a 2% annual rate. The major decrease in 1985-86 was in gross domestic 
fixed investment which has risen rapidly again since 1987 but has not 
achieved the level of the 1984-85 period. The initial decrease in this 
term was compensated for by an increase in exports. Thus we can say 
that the financial crisis of 1985 primarily reduced fixed investment. 

Will this reduction in fixed investment be detrimental to growth in the 
future? Figure 3 shows the quarterly components of gross domestic 
investment. Mining, which provides over half of South Africa's ex
ports, received nearly constant growth of investment throughout this 
period, suggesting that the industry was not falling short of its 
capital needs, and that a large positive balance on current account 
will probably be maintained into the future. Fixed investment in 
electricity, gas and water has significantly decreased. However, the 
Electricity Supply Canmission overbuilt new capacity during the 1980s. 
South Africa wil 1 thus probably not face any cons~raints on its power 
supply in the forseeable future. Investment in transport, storage and 
comm uni ca ti on has al so fal 1 en, but these investments include 1 ong-term 
fixed investments which wear out only slowly. Thus there is no 
immediate danger to GDP growth here. Investment in financial services, 
etc., has rebounded and investment in personal and community services 
has remained nearly constant. The final component is investment in 
manufacturing, which nose-dived in 1984-85 and has been increasing at 
the high rate of about 20% though at lower absolute levels than 
earlier. 

Thus while the financial crisis of 1985 caused a marked decline in 
investment primarily in the area of manUfacturing, the latter has been 
recovering at a heal thy rate of 20% annually over the past two years. 
Thus the South African economy should be able to stand lower growth 
rates without significant destruction of its fixed capital needed to 
maintain exports and a large debt repayment schedule. 
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