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South Africa's foreign liabilities and assets, 1956to 1981 
by E.J. van der Merw e and M .C. Bester 

I 

The Sou th Afncan Reserve Bank publishes Information 
regarding South Afnca 's foreign liabilities and assets In 
Its Quarterly Bulletin. This Information dates back to 
1956, when the Reserve Bank conducted Its firSt Cen
sus of Foreign Transac tions, liabilities and Asse ts. The 
1956 bench-mark information was subsequently up
dated by means of annual sample surveys. A second 
census was taken In 1973, but because of changes In 
some concepts and definitions In thiS census, the pub
lished data from 1973 onwards were not comparable 
with those pnor to 1973 More recently, a third census 
relating to 1980 was taken, with yet another break In the 
comparability over time In the different senes relating to 
South Afqca's foreign liabilities and assets. In order to 
achieve comparability over time, the data before 1980 
were linked to the results of the latest census As In the 
past, the latest census results were ex tended by 
means of a sample survey to 1981 , In thiS way, comp r
able senes from 1956 to 1981 were constructed and 
these are published In a supplement to thiS Issue of the 
Quarterly Bulletin, 

The purpose of thi s arti cle IS to analyse the main ten
denCies In South Afnca's foreign liabilities and assets 
over the penod 1956 to 1981 . A bnef descnptlon Will 
first be given of changes In Sou th Afnca 's net Interna
tiona I Indebtedness, and thiS will be followed by a more 
detailed review of, on the one hand, ch nges In foreign 
Investment In South Afnca and,on the other, In South 
Afnca's Iflvestment In other countnes. 

1. Net international indebtedness of South Africa 

In the middle of the nineteenth century South Africa 
was a tYPical under-developed country With limited 
prospects for rapid economiC development. The sub
sequ nt discovery of diamonds and particu larly of gold, 
chdnged thiS SItuation and large amoun ts of foreign cap
Ital were Invested In the country for the purpose of 
exploiting minera i resources. ThiS Inflow of foreign 
funds contnbuted matenally to the economiC develop
ment of the country dunng the latter part of the 
nineteenth century and the first half of the twentieth 
century ' The Important role of thiS capital Inflow and 
the development of the gold mining Industry were de
SCribed by J C. du PleSSIS as follows : "The foreign ex· 
change generated by the gold mining Industry has pro
Vided the purchaSing power for the Importation of capI
tal equipment and raw matenals of manufactunng en
terpri ses Initiated by foreign Investors as well as by 
South Afncan reSidents, even though the lauer often 
had to Import specialized skills from abroad ."2 

I Fr,lnkel, S H Capital Investmont If} Africa, Oxford University 
Press, London, 1938. p 75 

2: Du PleSSIS, J C "Foreign Investment m South Africa", In Foreign 
Investment The b:peflonce of Host CountflSS, edi ted by I A 
Litvak "nd C J Maule. Praeger Publishers, New York, 1970, 
pp 180 181 

The capital lI1f1ow generated by the discovery of 
diamonds and gold and the subsequent foreign invest
ment 111 other sectors of the economy, resul ted 111 a con
tinuous Increase In South Afnca's net International In
debtedness, I.e. the difference between its foreign 
liabilities and foreign assets. From the end of 1956, 
when comprehensive Information first became avai la
ble, the country's net International Indebtedness (in
cluding equity capl tal ll1vestment but excluding gold re
serves3 ) Increased almost uninterruptedly from R2 067 
million to R22 224 million at the end of 1981. or at an av
erage annual rate of 10,0 per cent. Decreases In South 
Africa's net International Indebtedness were recorded 
In only four of the years for which InformatiOn IS avail
able, namely 1111959, 1961, 1962 and 1979, The decline 
In the early nineteen-Sixties was related to the low rates 
of growth In the domestic economy and to political diS
turbances In certall1 Black townships In 1961 , A smal l 
decrease 111 foreign liabilities was also recorded 1111979, 
when large surpluses on the current account o f the 
balance of payments enabled repaymonts on foreign 
loans. 

Despite the COntlnU0US Increase in the absolute value 
of South Afnca's net II1ternationallndebtedness, sharp 
fluctuations occurred from one year to another_ These 
fluctuations became more pronounced from the end of 
the nll1eteen-sixtles. The highest annual growth rate In 
the penod from 1957 to 1967 was 11,4 per cent, but In 
the penod 1968 to 1981 It was as high as 30,8 per cent. 
Annual changes In net Internallonallndebtedness were 
Influenced to a large exten t by the prevai ling rates of 
economic growth and by the eXisting overa ll balance of 
payments pOSition . DUring periods of relatively high 
growth In the domes1ic economy, the net International 
indebtedness generally II1creased at a more rapid rate 
oWing to sharp Increases In the inflow of capita l for the 
fll1ancing of In fra-structural developmen t and other 
forms of fixed Investment. Changes In the ba lance of 
payments position contnbuted materially to fluctua
tions 111 net International indebtedness, particularly 
dunng the nineteen-seventies, At times, the authorities 
had to borrow substantial amounts of short-term funds 
abroad to suPPOrt the level of the foreign exchange 
holdings, while on other occasions the Improvement in 
the balance of payments position allowed for the repay
ment of such loans In addition, exchange con trol over 
capita l outflows was applied more leniently dunng 
penods when the level of the gold and other foreign re
serves permitted, and vice versa. 

As a ratio of gross national product, South Afnca's net 
International Indebtedness declined sharply from 52,4 

1 Gold leserves are excluded from South Africa's net International 
Indebtedness Ilgui s because they distort comparisons over time 
The vi:lluatlon of these reServes at market related prices re sulls In 
large fluctuations In South Africa's foreign assets If the gold 
holdmgs are laken Into conSiderat ion, South Afnca's net Inter 
nUllonalmdebtedness amounted to R19 030 million at the end of 
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per cent at the end of 1958 to 35,0 per cent at the end of 
1964. Subsequently. this ratio fluctuated around 35 per 
cent, before IncreaSing substantially to 50,9 per cent at 
the end of 1976 and declining again to 33,0 p~r cent at 
the end of 1981 . During most of the past 26 years, 
South Africa's net mternational indebtedness was at a 
relatively high level, averaging 41,8 per cen t of gross 
national product.- In comparison, the net mternatlonal 
indebtedness of Canada, for example. amountod to an 
average of 26,3 per cent of gross national product dUring 
the period 1972 to 1978.' , 

Table 1: South Africa's net international indebtedness, 
1956 to 1981 ' 

Althe end of R millions' Annu al percen- Percentage 
tageg rowth of GNP 

1956 2067 50.4 
1957 2 194 6.1 50.4 
1958 2349 7.1 52 .4 
1959 2306 - 1,8 48,S 
1960 2426 5.2 47,9 
1961 2327 - 4,1 43,7 
1962 2264 - 2.7 39,6 
1963 2297 1,5 35,9 
1964 2461 7, 1 35,0 
1965 2729 10,9 35,6 
1966 3039 11.4 36.4 
1967 3224 6.1 34.4 
1968 3910 21,3 38,7 
1969 4350 11.3 38.4 
1970 5136 18,1 41.4 
1971 6343 23,S 46,2 
1972 6953 9.6 44.8 
1973 7566 8,8 39.4 
1974 9407 24,3 39,9 
1975 12 121 28.9 46.2 
1976 15087 24,5 50,9 
1977 16302 8.1 49,8 
1978 16896 3.6 44.4 
1979 161 19 - 4.6 35.3 
1980 16992 5.4 28,7 
1981 22224 30,8 33,0 

Average 10,0 41,8 

• Excluding the gold reserves of the country 

2. Foreign investment in South Africa 

The substantial mcrease In South Africa's net Interna
lIonal mdebtedness came about mainly because of 
acorrespondmg mcrease In foreign Investment m Sou th 
African entorprlses. Sou th Africa's foreign liabilities are 

.. Equny InveSlment by lor IgnOfS was mainly responSlbl lor thiS 
high ra l lO Tho net equi ty Investment ol lorelgners avoroged 26.2 
per cont of gross nUllonal product over the same period 

5 StDtlSItCS Canada CimadtJ 's Imernatlonal Invostment POSition, 
Governmont Printer, Ollawa, 1978. p 11 

I Unless otherWise indicated. all information given In the tables 
of thiS rlfltcle IS based on figures from the StatlstlCdl PresentdtlOn 
of South Afncl1 's Foreign Liabilities and Assets. 1956 to 1981 
published us tl supplement 10 thiS OuartorlyBullotm 
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n lysed In more detail In thiS section . In particular, 
attention IS focussed on the need for foreign capital. the 
growth and structure of foreign liabilities, the geographi
cal distribution of these liabilities and the return on in
ves tments accrUing to foreigne rs. 

la) The need for fo reign capi tal 

The South African economy has always been depen
dent on foreign capital as a means of supplemen ting 
domestic savings With a view to maintaining a high rate 
of real economic growth. The ex tent to which a country 
IS dependent on foreign capital IS usually measured by 
the ratio of the defiCit on the current account of the 
balance of payments to gross domestic Investment. In 
Table 2 a comparison IS made between these ratios for 
South Africa and selected other developing countries 
dUring the period 1956 to 1981 . The countries selected 
for thiS comparison are more or less at a Similar stage of 
economic development.7 The comparison was made 
over a long period of time in order to minimise the 
effects of business cycles and random fluctuations. 
Since the level of the ratio of the current account defiCit 
to gross domestic Investment may be Influenced by the 
rate of real economic growth dUring the periods con
cerned, the average annual rates of Increase in the real 
gross domestic product of the different countries are 
also shown In the table. From thiS information It IS appa
rent that the rate of real growth did not differ Signifi
cantly among the various countries dUring the period 
under review, indicating that the ratios of the defiCit on 
current account to gross domeSIiC Investment should 
give a reliable Indicallon of the countries' relative de
pendence on foreign capital. 

From thiS table it is eVident tha t In the selected 
periodS the ratio of the defiCit on cUi rent account to 
gross domestic product differed substantially from one 
country to another. At first glance It appears that South 
Africa was the country least dependent on foreign cap
Ital In the period from 1956to 1981, the ratio for South 
Africa was conSiderably lower than those for the other 
countries. The ratio actually amounted to 2.5 per cent, 
compared wi th the lowest figure of 6,0 per cent for 
Austria and the highest figure of 17,3 per cent for 
Greece, However, South Africa's low r tlO dUring thiS 
period was largely due to substantial surpluses on the 
current account of the ba lance of payments related 
mainly to a sharp Increase In the gold price and also in 
other export prices. If ratiOS In the period 1956 to 1976 
are compared, Sou th Africa, toge ther With Greece, Fin
land and New Zealand, had the highest ratios. If it is 

1 Tho countries wer s locted on the baSIS of therr claSSification as 
developing couOlnes by tho Intorn[](tonill Monetary Funr4 until 
March 1980 Although Canada WHS classilled dS a devel~,?ed 
country. It was dlso Included In thiS comparison oWing to the m· 
panance of foreign Investment In thiS country In March 1980 the 
InternatlOrldl Mon tary Fund changed Its clasSlflCilltan and South 
Africa and Greece oro now Includod undor non 'OII d voloplng 
couniries and all the other COuntries In Table 2 are classified as 
mdu:;trlal countries 



, 
Table 2: The need for foreign capital of .elected devel

oping countries, 1956 to 1981 
% 

Country 

Australia 
Austna . 
Canada 
Finland . 
Greece' ........ 
New Zealand ...... 
Sou lh Afnca .... 

Deficit on current Average annuai 
account as percen- percentage growth 

tage of gross rate in real gross 
domestic domestic 

investment product 

1956 1956 1956 1956 
to to to to 

1981 1976 1981 1976 

10.0 7.3 4. 1 4.4 
6.0 3.7 4.2 4.6 
6.4 5.9 4.2 4.6 
7.3 9.3 4.4 4.6 

17.3 16.2 5.1 5.7 
11.5 8.2 4.5 5.7 
2.5 10.0 4.6 4.8 

-Real growlh rala could be measured only from 1958 

Sources: 
1956 10 1969 National Accounrs of DECO Counrnes. 
Volume 1. OECD. Pans. 1974 

2 1970101981 !",smallona! Flnanc,.! Srarlsrlcs. IMF. Washing 
ton. DC. March 1978and February 1983 

further taken Into consideration that Greece and New 
Zealand achieved relatively high growth rates In real 
gross domestic product from 1956 to 1976. the Indica
tions are that among the countnes selected. South 
Afnca nd Finland were particularly dependent on 
foreign capital. 

In the post-war penod. South Afnca's defiCit on cur
rent account as a percentage of gross domestic Invest
ment fluctuated sharply In the years Immediately after 
the War this ratio was high oWing to the development of 
new gold mines. averaging 41,4 per cent from 1947 10 
1951 . Subsequenlly, the ratio declln d sharply and from 
1959 to 1963 a surplus was recorded on the current 
account. Dunng the penod 1964 to 1976 the ratio fluc
tuated between - 1,9 and 24,3 per cent From 1977 to 
1980 the current account was agall1 In surplus, Indi
cating that South Afnca was ant lender to other coun
tnes dunng this penod, largely oWing to favourable ex
port proceeds. In 1981 and 1982 South Afnca was again 
a net borrower of funds from abroad and In 1982 the de
fiCit on current account amounted to 14,1 per cent of 
gross domestic Investmen t. 

In order to determine the dependence on foreign cap· 
Ital of the vanous Industnal sectors. the net capital In
flow to each sector IS expressed In Table 3 as a ratiO of 
that sector's gross fixed Investment. ThiS table shows 
that. with the exception of agnculture. allthe other re la
lively high growth sectors made ex t nsive use of 
foreign funds In finanCing thelf Investment. For exam
ple. the net capi tal tnflow as percentage of the gr055 
fixed Investment of Ihe sector eleclnclly. gas and 
water, which had the highest average annual growth 
rate In Its real product from 1973 to 1981. amounted 10 
an average of 21 .8 per cent over thiS penod Similarly, a 
comparatively large ratio was recorded for manufactur
Ing in the period from 1973 to 1976, but the high real 
growth rate In the manufactunng sector's real output 
from 1977 to 1981 was financed to a greater extent 
from domestic sources. Other sectors which were net 

Table 3 : Net capitat inflow as percentage of gross domestic fixed investment according to type of economic activity, 
1973 to 1981 
% 



users of foreign capi tal from 1973 to 1981 include 
finance, Insurance, real estate and bUSiness services ; 
transport. storage and communication, nd mining and 
quarrYing In contrast, the general government sector, 
the construction sector and the wholesale and retail 
trade, ca tering and accommoda tion &ector dUring this 
period experienced a net outflow of funds to other 
countries. 

Foreign capital IS not only requlrod for the purpose of 
achieVing a relatively high growth rate, bu t has Impor
tant other advantages, Firstly, In the case of large pro
lects InvolVing expond,ture on research, participating 
foreign enterprises may be In b lIer position to absorb 
this expenditure, Secondly, foreign parlicipatlon IS 
often accompanied, not only by forOign capital, bu t Iso 
by the reqU ired know-how and more advanced and up
to-date techniques which are mostly only avai lable In 

the highly industrialised countries, Thirdly, foreign-con
trolled organisations Will usually have belter access to 
foreign markets than domestically-control led en ter 
pnses, Final ly, foreign-con trolled firms may also be In a 
belter POSition to ef fec t the Immigration of skilled work
ers to South Africa 

On the other hand, there are also disadvantages In
volved In a country's use Of foreign capital, such as the 
future burden placed on the coun try 'S balance of pay
ments In the form of Interest, diVidends and profits 
which have to be pa id to non-reSidents, Forolgn com
panies, which operate In several coun tries, are often In 
terested In production for the domestic market only and 
may be diSinclined to lend active support to export 
promotion , Despite these disadvantages, a country like 
Sou th Africa With large natural and labour resou rces, IS 
dependent on the availabil ity of Investment capital for 
rapid economic progr ss Al though South Africa IS In 
the favourable position of being able to satisfy a large 
proportion of Its capital needs from domestic sources, It 
IS not entirely sel f-suff iCient In meeting ItS own capita l 
requirements If a relatively high rate of growth IS to be 
achieved In the longer term , The authOrities have, there 
fore. always welcomed foreign Investment and the 
domestic economic system IS relatively free of restric
tive and diSCriminatory measures directed speci fically 
against foreign Investors,s 

(b) Growth and structure of fore ign investmen t 

(J) Growth III foreign IIlvestment 

Re fl ectln favourable Inves tment opportunities In 

South Afnca, the country's foreign liabilities Increased 
from R2 746 million at the end of 1956 to R32 490 mil 
lion at the end of 1981, or at an average annual rate of 

• Du PleSSIS, J C op eil , pp t 93 200, Paco, Roberl P "Legal 
ASfjBcts of FOfO!gn Investmont.n South Alrlca" , rhe Compardtlve 
ond ImernatlOniJI Low Joumdl of Sollthorn AfflCd, M.lrch 1968, 
pp 2248; Dnd Von dOl Merwo, SW Addross on tho 0 e,15I011 01 
rho Iltl /lc1n Machmery ~,'(hlbl ( IOr'l at Milnor PorK , JOhclflnOsburg. 
? t F6bluary 1980, PIJ 45 
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10,4 per cent. In these twenty-five years foreign 
liabilities Increased 111 every year except 111 1961 and 
1979 In 1961 they declined slightly oWing to the diSin
vestment by non-reSidents after the political disturb
ances In Black townships, Relatively permiSSive ex
change control regulations regarding the transfer of the 
proceeds of sales of South African shares by non-resI
den ts at the time facilitated thiS process of diSinves t
ment. A substantial surplus on the current account Of 
the balance of payments, related mainly to sharp In
creases In the prices of gold and other export com 
modltles. accounted mostly for the deCline In foreign 
liabilities In 1979, A substantial part of th iS decline con
Sisted of the repayment of reserve-related liabilities 
which had been Contracted previously to supplement 
the foreign eXChange reserves , In addition, there was 
a SWitching from foreign to domestic flllanClng of 
foreign trade, Induced by a high degree of domestic 
liqUidity and consld rably lower Interest rates in South 
Afnca than In the major Industrial coun tries , 

Al though II1creases 111 foreign liabilities were re
corded In nearly all years dUring the period concerned, 
the rate of Increase fluctuat d considerably, namely be
tween - 0,5 and 28,9 per cen t. Relalively stable annual 
growth rates were recorded until the middle nlneteen
Sixties, but subsequen tly, Wide fluctualions occurred, 
These fluctuations were due to various factors, II1clud
ing the rate o f growth In the domeslic economy, condi
tions 111 the domestic capital market. the government's 
borrowll1g requirement, changes In monetary policy, 
the margll1s between Interest rates In South Africa and 
those 111 other coun tries, changes In exchange control 
regulations. economic poliCY measures Introduced by 
other countnes, the availability of capital 111 foreign mar
kets, and actual and expec ted changes 111 exchange 
rates , 

From 1956 to 1964 South Africa 's foreign liabilities In
creased at a fairly stable rate. amountll1g to a relatively 
low annual average of 3,2 per cent However, from 
1965 the rate of Increase 111 foreign liabili ties acceler
ated significantly and reached high levels In 1971, 1974 
to 1976 and 1981, Initial ly, thiS acceleration was related 
to a more rapid real growth rate 111 the domestic 
economy and to the fac t that from 1968 onwards ex
change control restrictions on domestic borrOWing by 
foreign-con trolled companies resulted 111 a sharp In
crease In the reinvestment of foreigners ' share of com
p ny earning s, From the beglnnll1g of the nlneteen
seventies the government borrowed considerable 
amounts abroad In certain years, and government en-
t rprises and public corporations also rosorted to 
foreign borrOWing as a means of fll1anclng Infra-struc, 
tural developn1ent. In addition. the monetary au-, 
thoritles, In some years, borrowed appreciable 
amounts of short-term funds abroad In order to support 
the lev I of gold and other foreign reserves , 

The Increase In foreign liabilities dUring the early nll1e
teen-seventies COinCided with a sharp II1crease in the 



.. 
capital intensity of the production process in the 
economy. at a time when there was a levellmg-off m the 
domestic propensity to save, The lower rate of domes
tiC saving was due mamly to a decrease in personal 
savmg relative to the gross domestic product. resulting 
mter alia from a redistribut ion of real income in favour of 
lower-Income groups and a sharp rise in the rate of infla
tion , At the same time. the average capital-labour rat io 
at constant 1975 pnces Increased from R7 783 in 1970 
to R9 498 In 1976 or at an average annual rate of 3,4 per 
cent. The combined effect of these factors was an m
creased dependence on foreign capital. 

The declining tendency. m gross domestic saving 
was reversed In 19779 and, as a ratio of gross domestic 
product it averaged 30.6 per cent per annum from 1977 
to 1981. compared with 24,6 per cent dunng the penod 
1970 to 1976, ThiS change was due mainly to a substan
tlallncrease in corporate saving related to the increased 
profitability that arose from substantial Increases In the 
gold price and other export prices. Although the In
crease in capital mtensi ty continued dunng the penod 
1977 to 1981. the rate of increase m the average annual 
capital-labour ratio slowed down to 2,2 per cent. The 
sharp Increase in gross domestic savings was sufficient 
to cover the increase in Inves tment until the beginning 
of 1981 and In this way limi ted the growth in foreign 
liabilities, In addition. the Increase in foreign liabilities 
was restncted by an ou tflow of capital that was 
triggered by political uncertainties In 1977, 

(il) Direct versus non-direct foreign II1ves tmenl 

The acceleration in the rate of foreign Investmen t In 

Sou th Afnca. particularly from the begll1nmg of the nine
teen-seventies, was at firs t accompanied by a decreas
II1g proportion of total foreign II1vestment consisting of 
direct investment. I.e, the Investmen t by foreigners 
who have a controlling Interest m organisations In South 
Africa, 1. After the rallO of direc t inves tment to total 
foreign investmen t had Increased almost unin terrup
tedly from 49.6 per cent at the end of 1956 to 61,1 per 
cen t at the end of 1969. It declined substantia lly to 41,4 
per cent at the end of 1976, Subsequen tly. it mcreased 
again slightly to 45.9 per cent at the end of 1981. 
Whereas the ratio of direc t Investment had been con
sistently higher than tha t of non-direct Investment dur
Ing the nineteen-six ti es. the latter increased more 
rapidly during the nineteen-seventies and started to ex
ceed the ratio of dlrGct investment In 1975, 

Although non-direct investment Increased at a more 
rapid rate than direc t investment from 1969 to 1976. the 
average annual growlh rate of direct Investment rose 
from 8.0 per cent III the period 1956 to 1969 to 12.2 per 
cent III the period 1969 to 1976, and to 12,5 per cent in 

• SOUlh Alncon Reserve Bonk Ou,lf/orlyBuliolm, March 1978 
10 Tho Qwnar!ihlp 0125 per c.;enl or mOre of lOlallssued votll'9 Slack 

or comparable ownorshlp or v011ng rights IS rogorded as Invo lvln~J 
control 

Table 4: Ratio of direct and non-direct investment to 
total foreign investment as at selected year-
ends 
% 

At the Direct Non-direct Total 
end of investmen t investment investment 

1956 49,6 50,4 100,0 
1961 52.5 47.5 100.0 
1966 57.6 42.4 100,0 
1969 61 ,1 38,9 100,0 
1971 54,5 45.5 100,0 
1976 41.4 58,6 100,0 
1981 45.9 54,1 100.0 

the penod 1976 to 1981 . D SpitC Increased poli tical and 
SOCial pressures on foreign en terprlscs to diSinvest In 
South Afnca. " the country continued to allract capi tal 
of a mere permanenl nature, Moreover, although the 
acceleration In Ihe rate of Incr ase III d,rectlnveStmenl 
by non-residen ts was to a large exten t due to an In
crease In loan capital, the average annual growth late of 
direct investment In the form of nominal share capital 
nevertheless accelerated from 4.1 per cen t In the 
penod 1956 to 1969 to 7.3 per cen t In the period 1969 to 
1976, and to 9,2 per cent in the period 1976 to 1981 , 

(III) Long-term versus short-term cepllal 

A further characteristic of foreign Inves tmen t In Sou th 
Africa from the end of 1956 10 the end of 1981 was thaI. 
on average. nearly 80 per cent consisted of long-term 
capital and slightly more than 20 per cen t of short-term 
capi tal ,12 The changes In long-term liabilities COrres· 
ponded closely to the changes in total foreign liabilities 
and the rate of increase accelerated markedly from the 
second half of the nineteen-Sixties, In contras t to the 
fairly even mcrease In long-term foreign liabi lities, the 
rate of Increase In short-term lorelgn liabilities flu c
tuated conSiderably from year to year and these fluctua
tions became more pronounced from the b glnnlllg of 
the nineteen-seventies, Various factors contributed to 
these fluctuations. Including economic policy mea
sures, interest rate differentialS. actual and antiCipated 
exchange rate changes, changes In Ille value of mer
chandise imports and the level of the gold and other 
foreign reserves, 

Until 1979. economiC poliCY measures which had a di
rect Influence on short-term foreign liabilities conSisted 
mainly of exchange con trol measures and measures 
aimed at influencing the rela tive level of Interest rates In 

11 De Loor, J H FCJfeign InveslmC'1lI1n Sou /hAff/ClI, Address 10 Ihe 
GrcJcJuOID School of Buslnes5 Admll'lstrallon, CfJpe Town, 

M(ly 1 79. pp 19 23 
12 Long IOrl'n Ilablll lies refer 10 lhose wi lhout maturity or to lhose 

w!lh II lixed period of redemptiOn of 12 mOnths or long8r Short 
terr'fl liabrlltlos ref 0 1 to those pDytlble on demand or within 1;1 flxod 
penod 01 redempllon 0112 months 
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South Africa , For example, from 1965 to about the end 
of 1967 exchange con trol was adjus ted In such a way as 
to encourage the foreign financing of South Africa's in
ternational trade, From the beginning of 1968, how
ever, these measures were again changed to discour
age short-term inflows, since the latter contributed 
materially to the expansion of the money supply and In
direc tly to the fairly high rate of inflation at that time, In 
1974 the authorities pursued once 2gain a more res tric
tive monetary poliCy ,n order to keep domestic interest 
rates above those of other countries so as to encourage 
an inflow of short-term capital. 

From 1979 less emphasis was placed on exchange 
control In regulating short-term capital movements be
cause the emphasis shift ed to market-related eXChange 
rate and Interest rate adjustments1 ] In addition, the 
cost of forward exchange transactions was changed 
periodically to influence the f low of short-term capi tal. 
This ins trument was firs t applied on 18 April 1980 when 
the Reserve Bank raised the discount on forward ex
change transactions in such a way as to encourage the 
off-shore financing of foreign trade, 

Another factor that contributed materia lly to the flu c
tua tions In short-term capi tal movements during the 
nineteen-seventies was exchange rate changes or, 
more Importantly, antiCipa ted exchange rate changes 
which led to leads and lags in foreign payments and re
ceipts , When n apprecia tion of the rand was expected, 
importers tended to postpone thei r payments to foreign 
suppliers for as long as possible in order to obtain the 
maximum advan tage from exchange rate changes, 
whereas an expected depreciation of the rand tended 
to lead to a shift to the domestic financing of foreign 
trade. The volatili ty of exchange ra tes dUring the last de
cade, therefore, was an importan t cause of large 
periodic fluctuations in short-term foreign liabilities, 

Changes in the v lue of Imports also had a signi ficant 
influence on changes in short-term foreign liabilities , An 
Increase in the va lue of imports normally resu lts In the 
increased utilisation of foreign credit facilities which is 
technically recorded as an Inflow of short-term capital , 
whereas a decline in the va lue of imports brings about 
an outflow of short-term capital. Since these changes In 
Imports are In general dependent on aggregate domes
tic economic activity, they engender a cyclical element 
In short-term capital movements , Changes in the vol
ume of Imports normally closely reflect cyclical changes 
In the domestic economy. Although they may, at first, 
be countered by price changes, they usually also lead to 
corresponding changes- In the value of imports and, 
therefore, In outstanding short-term foreign liabilities. 

Finally, changes In the overall balance of payments 
situation w re Important causes of the fluctuations In 
short-term foreign liabilities, A deterioration of the ba-

13 ThIS change In poliCY was In accordance With tho recommenda
tions of tho Imeflm R port of the Commission of InqUiry Into the 
Monetary System and Monotary PoliCy 01 SOuth Alfie., Pretoria, 
Government Printer, RP 11211978 
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lance of payments position normally leads to the bor
rowing of short-term funds abroad by the monetary 
authorities to support the level of the foreign exchange 
holdings , These loans made major contributions to the 
sharp increases in short-term foreign liabilit ies during 
1975, 1976 and 1981 , As the ba lance of payments pos
ition improves, the short-term foreign loans are repaid 
and this leads to a smal ler increase or an absolute de
cline in short-term foreign liabilities, as in 1979. 

(Iv) Foreign investment by type of inslilU lion 

In addition to changes in overall foreign investment in 
South Africa, the sec tora l distribution of foreign 
liabilities changed significantly from 1956, As shown in 
Table 5. the ratio of the private sector's foreign liabilities 
to total fo reign liabi lities started to decline In the middle 
of the nineteen-sixties and the rate of decline acceler
ated markedly until the middle of the nineteen-seven
ties. The ratio of the private sector' s foreign liabilities 
declin d sligh tly from 86,6 per cent at the end of 1956to 
84,5 per cent at the end of 1966, This decline COincided 
with a small increase in the ratio of the central govern
ment and banking sector's foreign liabi lities and a slight 
decline in the ratio of public corporations' and local au
thorities' foreign liabilities. From the beginning of the 
nineteen-seven ties, the ratio of the private sector's 
foreign liabilities declined more rapid ly, namely from 
83,7 per cent at the end of 1970 to 63,3 per cent at the 
end of 1976, Th iS decline occurred despite an increase 
in the average annual growth rate of the private sector's 
foreign liabilities from 6,8 per cent during the period 
from 1956 to 1970 to 13,2 per cent during the period 
1970 to 1976. This means that the increase in the 
foreign liabilities of the two other broad sectors, namely 
the central government and banking sector and the pub
lic corporation and local authority sector accelerated 
even more rapid ly from the 1956-1970 period to the 
1970-1976 period. However, from 1976 to 1981 the 
sectoral distribution of foreign liabilities changed again 
and the private sector's ratio increased moderately 
whi le that of the public sector declined. 

Table 5 : Distribution of foreign liabilities by type of 
institution as at selected year-ends 
% 

Attha Private 
end of sector 

1956 86,6 
1961 84,2 -
1966 84 ,5 
1 71 80.1 
1976 63.3 
198 1 68,2 

Central 
govern

me nt 
and 

banking 
sector 

10,4 
13,7 
13,8 
13,5 
20,5 
17,8 

Public 
co rporation s 

and local 
authorities 

3,0 
2,1 
1,7 
6,4 

16,2 
14.0 

Total 
foreign 

liabili ti es 

100.0 
100,0 
100,0 
100,0 
100,0 
100,0 

.. 



.. 

(v) Composllion of long-term capital 

The increase in South Africa's long-term foreign 
liabilities referred to above. was accompanied by a sub
stantial change in the composition of these liabi lities . 
Thus the relative importance of share capital declined 
substan tially from 25.1 per cent of long-term foreign 
liabilities at the end of 1956 to only 8.1 per cent at the 
end of 1981 . In contrast the ratio of loan capita l to total 
long-term liabilities increased sharply from 23.4 per 
cent at the end of 1956 to 46.3 per cent at the end of 
1976. and then declined to 38.5 per cent at the end of 
1981. The share of non-residents in share premium. re
serves and undistributed profits as a ratio of total long
term liabilities fluctuated around 50 per cent from the 
end of 1956 to the end of 1981 . 

Table 6: Composition of long-term liabilities as at 
selected year-ends 
% 

At the Share 
end of capita l 

1956 25.1 
1961 23.7 
1966 20.6 
1971 15,2 
1976 8.6 
1981 8.1 

Share 
premium, 

reserves and 
undistributed 

profits 

~7.5 
51.8 
60.1 
53.9 
42.7 
62.2 

Loan 
capital 

23.4 
19.6 
14.5 
26.7 
46.3 
38.5 

Other Total 
long- long-
term term 

foreign fo reign 
liabi lities liabilities 

4.0 100.0 
4.9 100.0 
4.8 100.0 
4.2 100.0 
2.4 100.0 
1.2 100.0 

Reasons for the decline In the ratio of share capi tal to 
to tal long-term foreign liabili ties probably include 
changes In exchange control regulations in South Africa 
and other countries. the increasing foreign loan capital 
requirements of public corporations and political de· 
veiopmentS '41 n June 1961 the repatriation of funds in
vested by non-reSidents 111 equity capital in South Africa 
was blocked. because of a large outflow of capital at 
that time. Although this measure prevented a further re
patriation of non-residents' equi ty investments. it also 
discouraged the inflow of new foreign share Invest
ment.15 Consequently. this exchange control measure 
was subsequently adjusted in several respects . In Feb
ruary 1976 the so-cal led securities rand system was 111 -

traduced. according to which blocked funds held with 
banking institutions In South Africa became directly 
transferable between non-residents . Under this system 
a non-resident who wanted to make an Investment 111 

14 Van der Marwa. E,J : DerdB Sensus van 8wtelandse Transaksl9s, 
Laste an Bales ' Resu/rate en Impltkaslos VI( die beralmgsbalans. 
Address at the Conference of Economists and BUSiness Econo· 
mlsls, POri Ehzabelh, 29 November 1982 

11 Groenewald, B p" The AvOlllJbllltv and Cost of Capital (0 Fmance 
DomoSIiC Investment. Address at the Capex '83 Conlorenc 01 
Ihe Techno Economic SOCI. 'V 01 Sou lh Alnca. 28 October 1982, 
P 13 

non-lis ted equity capi tal 111 South Afnca had to convert 
his fundS into rand at the officia l exchange rate. which 
was usually at a considerable premium above the ex
change rate of secufltles rand. However. if thiS Invest
ment was sold. the proceeds had to be repatriated at 
the securi ties rand rate . This system. therefore. dis
couraged foreign investment In non-listed South Afri
can eqUities. From the end of 1973 to the end of 1980 
the paid-up nominal value of non-reSidents' Investment 
in listed secuntles declll1ed from R457 mililon to R431 
million . 

In view of these and other imperfections of the sec
Urities rand system. It was replaced In January 1979 by 
the financial rand system according to which non-resi
dents were allowed to Invest in listed and unlisted sec
urities as well as In fixed property at the financial rand 
rate. If these Investments were sold. the proceeds had 
to be repatriated at the finanCial rand rate . Although thiS 
system had many advantages compared With the prevI
ous ones, it also discouraged the 111 flow of new foreign 
equity capital. "It should be pOinted out that Investment 
111 Sou th Africa by non-residents With finanCial rand do 
not benefit the balance of payments . The mechanism 
only enables non-residents as a group to shi ft eXisting 
investments 111 South Africa from one application to 
another . ... " 16 The financial rand system was abolish d 
in February 1983. and a unitary exchange rate has since 
been in existence in South Afrlc 

Exchange conlrol measures introduced by the United 
Kingdom in June 1972 and abolished In OClober 1979, 
also discouraged investment from that source In South 
African equity capital. In 1972 the former sterling area 
countries were made subject to the regulations applica
ble to the so-called investment pool. According to these 
regulations a resident of the Unit d Kingdom who 
wanted to buy foreign securities had to obtain the 
foreign exchange from other reSidents who sold foreign 
securities. There were therefore two markets for 
foreign exchange In the United Kingdom, namely the 
officia l market In which most transactions lOok place 
and the investment pool thai was limited 10 certain 
specific capital transactions. These capital transactions 
consisted of portfolio investments in foreign securi ties. 
Investments in foreign fixed property. and direct invest
ments In foreign seCUrities not allowed by the offiCial 
market. Only direct Investments that were financed by 
forei9n loans or that would rapidly benefit the balance of 
payments of the United Kingdom could be traded in the 
offiCia l market. 

These constra ining measures were further inten
sified in March 1974 when it was decided to apply the 
25 per cent surrender rule, w hich was already applica
ble to other countri es, also to South Africa and the rest 
of the former sterling area countries. Under thiS rule 25 
per cen t of the foreign exchange obtained from the sale 

II Swls, C L Foreign Investment In South A/fica find lI1e Fmoncwl 
Rand System, Address at the Invostment Conference presented 
by Simpson. Frankel. Hern. Kruger. Inc. 13 February 19BO 
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of portfolio Investments had to be sold In the offiCial 
market, while the remaining 75 per cent had to be sold 
In the Investment pool In thiS way the supply of invest
ment currency was further reduced, As a resu lt of these 
measures, net purchases of South Afncan secunt,es by 
United Kingdom residents up to June 19~2, were fol
lowed by net sa les dUring the next seven years, 

A further factor that contnbuted to the decline In the 
relative Importance of foreign share capital was the 
marked Increase In fixed Investment by public corpora
tions and the accompanYing larger borrOWing require
ment of these Institutions. From 1956 to 1981 the gross 
fixed Investment of public corporations Increased at an 
average annual rate of 11,8 per cent, compared With 5, 1 
per cent In the case of the pnvate sector's gross fiX d 
Investment. The capital prolects of the public corpora
tions were to a large extent financed With foreign funds, 
panly In the form of suppliers credit. 

Finally, political factors probably also contributed to 
the chango In Ihe Investment pattern of non-reSidents. 
Political uncertainty at the beginning of the nlneteen
sixties was largely responSible for the c plta l outflow 
exp nenced at that time. Subsequently. Increasing 
pressure was exerted on foreign organisations With ex
tenslve'7 Interests In South Africa to liqUidate their in
vestments In thiS country. Many Institutions responded 
to thiS pressure by giving preference 10 short and 
medium-term Investments In South Africa Instead of 
longer-term Investments of a more permanent nature. 

The sharp nse In long-term foreign liabilities In the 
form of loan capital has Important Implications for South 
Afnca's balance of payments because It Involves a liabi l
Ity which has to be repaid and on which contractual in
terest payments have to be made. In comparison with 
other developing countnes the outstanding loan com
mitments of South Afnca nevertheless remain rela 
tlvely small and amounted to R17 900 mil lion at the end 
of 1981 Similarly, Interest payments as a ratle of export 
proceeds amounted to only 4,2 per cent In 1981. which 
IS also fairly small ccordlng to International stan
dards.'8 The acquIsition of foreign loan capital also had 
Important advantages for the South Afncan economy. 
since It contnbuted to a more rapid rate of growth and to 
the Improvement of the Infra-structure of the coun try. 

(c) Geographical distribu t ion of foreign 
investment 

Like most other developing countries, South Afnca trad
Itionally has been dependen t on foreign capital from the 
Industnal countries. With the exception of Japan. the 
countries of origin of foreign capital have been mainly 
those With which close trade links are maintained . Dur-

11 DaLoor.J H op CIl . PP 20 24 
11 According to mlormiHion compiled by the Interncti iontii Monetary 

Fund the iJverage ratiO of Interest paymon ts 10 oxports of goods 
and services of non al l d valoPlng countnes amoumed to lIboul 
12 percen lln 1981 
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Table 7: Distribution of foreign investment in South 
Africa by geographical area as at selected 
year-ends 
% 

Althe end of 
Geographical area 

1956 1961 1966 1971 1976 1981 

EEC countries ...... 71 .3 68.3 65.5 63.8 57.2 55.1 
Rest of Europe .... 4.9 5,8 7.1 9.1 9.7 12.9 
North and South 

America ... '" .. 14.3 13.B 16.3 17.5 24.0 23.1 
Afnca ,,, .. ", .... " 2,6 3.B 4.9 3.B 2.6 2.4 
ASia ...................... 0.9 1.0 1.4 1.9 2.0 3.6 
Oceania ........... ..... 0.5 0,6 0.7 0,7 0.4 0.7 
Imernallonal orga-
nisations ............. 4.B 5.9 3.3 2.4 3.2 1,6 

Unallocated .. , """ 0.7 O.B O.B O.B 0.9 0.6 
Total .... " ................ 1 OD,D 1 00.0 100.0 100.0 100.0 100.0 

ing the period 1956 to 1981. by far the largest pari of 
foreign investment In South Africa camo from the Euro
pean Economic Community (EEC). followed by the 
Americas and the other European countries . Only a 
small proportion of the total foreign Investment was 
made by Investors from the other three continents. 

As shown in Table 7, the relative share of the EEC 
countries In South Afnca's foreign liabilities decl ined 
sharply from 71.3 per cent at the end of 1956 to 55. 1 per 
cent at the end of 1981 . This decline re fl ected a more 
rapid increase In liabilities to countries In the res t of 
Europe, North and South America and, to a lesser ex
tent. ASia . In particular, the share of countnes in Europe 
other than the EEC increased from 4,9 percen t from the 
end of 1956 to 12,9 per cen t at the end of 1981. while in
vestmen t by coun tnes In North and Sou th Amenca in
creased from 14,3 to 23,1 per cent over the same 
period. In contrast. the share of other African countries 
increased until the middle of the nineteen-sixties and 
then declined again to about Its Initial level. The rela
tively lower rate of Increase In Investment from the 
latter countries from the middle of the nineteen-sixties 
was to a large extent due to more stringent foreign ex
change control measures Introduced In Zimbabwe (for
merly RhodeSia) from that time. 

(d) Th e return on foreign investment 

From the above discussion It is evident that South Africa 
was In a favourable pOSition to ob tain a conSiderable 
amount of foreign capital from other countries dUring 
the past twenty-five years Although concern about the 
future political stabi lity of countries In Southern Africa 
had a negative influence on the Inflow of capital. South 
Afnca nevertheless remained a relatively attractive area 
for Investment. In Table 8 the average rate of return on 
foreign Investment In South Afnca IS shown for diffe
rent periods . This rate refers to the ratio of dlvldend-tlnd 
Interest payments to non-reSiden ts and non-reslden;s' 



share In branch and partnership profits to to tal foreign 
Investment in South A frica. before providing for non-re
sident tax . From thi s informatlollit Is clear that the aver
age yield on foreign investments in South Africa re
mained relatively stable between 6 and 7 per cent In the 
period from 1957 to 1981 , 

The rate of return on direct Investment. however. de
clined sharply to only 5.6 per cent in the penod 1977 to 
1981. compared with 7.1 per cent In the penod 1967 to 
1971 and 6.2 per cent In the period 1957 to 1981 as a 
whole. This decline during the nineteen-seventies was 
largely attributable to the relatively low rate of 
economic growth In South Africa dUring the past de
cade In contrast to the lower ra te of return on direct in
vestment. the rate of return on non-direct Investment 
Increased notably from an average of 6.7 per cent in the 
period 1967 101971 to 8.2 per cen t in the period 1977 to 
1981 . ThiS Increase was due mainly to higher returns on 
gold mining Investments as a resu lt of a rise in the gold 
price and to higher interest rates paid on foreign loans 
during the nineteen-seven ties . 

TableS: Average rate of return on foreign investment 
in South Africa. 1957 to 1981 
% 

Period Direct Non-direct Total 
investment investment investm en t 

1957 - 1961 6.5 6.5 6.5 
1962 1966 6.3 6.6 6.4 
1967 1971 7.1 6.7 6.9 
1972 1976 5.5 7.4 6,5 
1977 - 19B1 5.6 8.2 7.0 
1957 - 19Bl 6.2 7.1 6.7 

In order to compare the rate of return on foreign in
vestments In South Afnca With that In other countnes. 
the average earnings yield on foreign direct investment 
of the United States in certain selected countries IS 

compared for the period 1972 to 1981 In Table 91 9 The 
cllOlce of the countries was again con fined to develop
Ing countries. but information on the earnings yield in all 
other African countries and an average for al l countries 
are also given, From thiS information It IS apparent that 
dUring the penod 1972 to 1981 Ihe average earn ings 
Yield on direct investment of the United States in South 
Africa was only slightly lower than the average for all 
countries and well below that of the other African coun
tries . In evaluating these figures it must be taken Into 
account that the yield on direct Investment in South Af
rica was general ly low during thiS period. Figures for the 
latter half of the penod concerned were also Influenced 
by the effect of the higher 011 price on the earnings 01 
petroleum companies, The earnings of these com
panies were mainly responsible for the generally high 
earnings Yield In the other African countries, South Af-

Table9 : Average earnings yield on United States' 
foreign direct investment. 1972 to 1981 
% 

Cou ntry or area 

Australia ",,",,'" """"""""""""".,,"" """""",,""" 
Canada ." ." . """ ....................... " .................... .. 
New Zealand , .................................................... .. 
Norway ..... .." .................... "." .... " .. , 
Spain ... ,,' '" "" ...... """""" .. ,, .... ""."""." .. , ... " 
South Africa "" .. " .. "." ..... " ... ".", " .. " ................ .. 
Other African countries " ....... ".... . .................. . 
All countnes .................... " .................. , ...... " .... .. 

Source: Survovor Current BUSlnoSS, VOfIOUS ISSUOS. 

% 

14.5 
10.9 
1 0.0 
16.5 
9.9 

15.8 
27.2 
16,0 

I' The fliJrntngs used In lhls comparison consist 01 Il1e US parent 
com pan lOS' sharos In the arnmgs (nol 01 10rOlgn Income taxes) 
of tl1tm fOlEtlgn affllli:Jtes, IJlu~ net Iflter(;!s t on Int~(·coIYlPul1y 
curront accounts, lass foreign Wi thholding taxes ThiS Informa tion 
IS. thorofore. not comparable w ltl, tho rates of r turn presented 
,nTabl.B 

Table 10: Average earnings yietd on United States' foreign direct investment according to main economic activity. 
1977to 1981 
% 

Mining and Petro leum Manulac-
smel ting turing 

Australia 23.2 21.5 B.6 
Canada 11 .2 14.1 9.2 
Now Zea l ~;;d 9.7 
Norway 6.7 28.6 12.6 
Spain 5.B 2.9 ~.9 
South Afnca 25.0 18.4 
Other African counlr1e~ 3B. 14,7 
All countries, , 13.7 23,9 12.6 

6FIgures are not made dV • .11lablo to provent disclosure of InformutJon on mdlVldUfJl companies 

SOurce : Survey of Currefll BUSII1BSS, various Issues 

Trade Finance and 
insu rance 

10.4 16.0 
9.5 8.6 

10,7 16.9 
10.1 
12.9 2.9 
12.3 11 .2 
13.9 13.0 
14,6 14.6 
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rica's rate of return, however, compared very favoura
bly with the other countries Included In the table , 

A classification of the earn ings yield on direct Invest
ment of the United States according to type of 
economic activity Indicates that the average Yi eld In 
South Africa was higher for manufactunng and mining 
and smelting than the average for al l countries during 
the penod 1977 to 1981. In the case of trade and financ
ing and insurance the rates of return on Investment In 
South Africa were significantly lower than the average 
for all countnes. It is also significant to note that. with 
the exception of mining and smelting and manufactur
Ing, the earnings yield on direct Investment of the United 
States In South Africa was lower than tha t in the other 
African countnes. In particular, high earnings were re
ceived on investments In the petroleum Industries of 
African coun tnes. 

3. South Africa 's investment in other 
countries 

As already indicated, South Africa IS a developing coun
try which needs foreign capita l to maintain an approp
nate rate of real economic growth. South Af ri ca IS there
fore not in a position to invest to any large extent In 
other countries and South African residents are as a rule 
not encouraged by the authorities to do so. The ex
change control regulations do not allow South Afncan 
residents to invest In foreign countries Without the ap
proval of the exchange control au thorities. Approval is 
general ly only granted when the gold and other foreign 
reserves are sufficient to allow such inves tment; if It IS 
considered that Investments abroad will result in new 
South African exports so tha t the loss In foreign ex
change will be recouped within a relatively short period 
through higher export proceeds: if the purpose of the 
investment is to protec t or extend eXisting exports: and 
if the Investment Wi ll promote the export of South Afn
can expertise. At times of excess domestic liquid ity, 
portfolio investments were allowed occasional ly by the 
authorities as part of a policy of monetary management. 
For example, In 1970 mutual funds w ere permitted to 
invest in foreign shares. 

(a) Growth and structure of fo reign asse ts 

Despite the restnct,ve foreign exchange control mea
sures, South Afnca's foreign assets increa sed from 
R839 million at the end of 1956 to R5 632 million at the 
end of 1977, before it increased at a more rapid rate to 
R1 3 460 million at the end of 1981 . However, th is accel
eralion was mainly the result of a change In the method 
of valUing the gold reserves. Until the end of 1977 the 
gold reserves were valued at the then existing official 
price. From 1978 the gold reserves are va lued monthly 
at 90 per cent of the average of the last ten price fiXings 
on the London market during that month . If the gold re
serves are excluded. South Africa's foreign assets 
nevertheless Increased at an average annual rate of 
11,5 per cent from 1956 to 1981 . 
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Tablell : Ratio of direct and non -direct investment to 
South Africa's fore ign assets· as at selectod 
year-ends 
% 

At th e Direct Non-direct Total 
e nd of investm ent investme nt investment 

1956 36,5 63,5 100,0 
1961 46.7 53,3 100,0 
1966 49.0 51,0 100.0 
1971 43.5 56,5 100,0 
1976 46.0 54.0 100,0 
1981 53,2 46.8 100,0 

• Excluding gold roserves 

With the exception of 5 years, Increases In foreig n as
sets were recorded In each of the years dunng the 
penod 1956 to 1981 . However, sharp fluctuations were 
recorded in the annual rates of Increase In South Africa's 
forolgn assets dunng these tw enty-five years . In par
ticula r, sharp Increases occurred In 1961 and 1962, 
oWing to a substantially larger reinvestment of earnings 
on direct Investment by South Africans In other coun
tnes. These Increases were probably prompted by the 
political uncertainties at the time. Further sharp in
creases were recorded during 1966, 1968, 1972 and 
1975, oWing to the relatively high level of domestic 
liqUidity In those years, especial ly dunng 1968. From 
1978 to 1980 the growth rate in foreign asse ts acceler
ated sharply because of, not only a nse In the gold price, 
but also substan tial increases in the reinvested earn
Ings and foreign hort-term asse ts of the pnva te sector. 

As a result of the emphaSIS on a policy of export 
promotion, the ns In South Afnca's foreign assets 
(excluding gold reserves) was accompanied by a corres
pondi ng sharp Increase in the ratio of di rect investment 
to total foreign assets, namely from 36,5 per cent at the 
end of 1956 to 53,2 per cent at the end of 1981. The 
fairly rapid growth in investments which Involved con
trol of organisations abroad was mainly the result of a 
substantial increase, at an annual average rate of 18,0 
per cent from the end of 1956 to the end of 1981, in re
Invested earnings accruing to South African Inves tors. 
Increases In holdings of share and long-term loan capital 
also contnbuted to the rapid rise in direc t foreign inves t
ment. Dunng the penod 1956 to 1981 the share and 
long-term capital Invested In organisations abroad grew 
at average annual rates of 8,8 and 1 ~,7 per cent, respec
tively. 

Changes In the compOSition of South Africa's foreign 
assets are shown In Table 12. The Increase In the rela
tive Importance o f long-term foreign assets dUring the 
penod 1956 to 1981 resul ted mainly from a sharp rise In 
reinvested earnings. The ratio of share premium, re
serves and undistributed profits to total foreign asse ts 
(excluding gold reserves) increased from 9,8 to 34,6 per 
cen t dunng these twenty-five years . Afler it had shown 



Table 12: Composition of foreign assets' as at selected 
year-ends 
% 

At the end of 
Type of asset 

1956 1961 1966 1971 1976 1981 

Share capital "" . ... 15,0 18.5 17.2 13, 1 9,3 6,3 
Share premium, re-
serves and und,stn-
buted prollts "" "" 9.7 1 .5 25.3 25.7 26.9 35.0 

Loan capi tal """" ... 23.7 24.3 22,1 23,5 23,7 22,8 
Other long-term 
assets .""" .. "" 11,4 10,0 6,8 3,9 1,1 2.0 

Total long-term 
assets .. " .... ,, " " " 59.8 68.3 71,4 66,2 61.0 66, 1 

Foreign exchange re-
serves ." .. """" .". 22,5 8,8 12,3 14,3 10,3 10.2 

Other short -term 
assets "." ."" ... ".". 17,7 22.9 16,3 19.5 28.7 23.1 

Total ." ...... """ .. "."" 100.0 100.0 100.0100.0 100.0 100,0 

• Excluding gold reserves 

an Increasing trend until 1961 , the ratio of share capital 
to total foreign assets started to decline, whi le the ratio 
of loan capita l remained fairly stable throughout the en
tire penod . Al though sharp fluc tuations occurred from 
time to time In foreign short-term assets other than the 
gold and other foreign rese rves, the ratio of short-term 
foreign assets to the total also showed an Increasing 
trend from the end of 1956 to the end of 1981 , On the 
other hand, a compensa ting decline occurred in the 
ratiO of foreign exchange rese rves to tota l foreign as
sets from 1956 to 1981 . 

Final ly. it IS interesting to note that the larger part of 
South Africa's foreign assets IS owned by the priva te 
sector . ThiS sec tor's share of total foreign assets in
creased consistently from 1956 and amounted to 55,0 
per cent at the end of 1981 . The share of the publiC cor
POrations also Increased sharply, particularly dUring the 
nineteen-seventies. However, the central government 
and banking sector's share of tota l foreign assets de
clined notably from 1956 to 1981. mainly because of the 
relative decrease In foreign exchange reserves . 

(b) Geogra phica l distribut ion of fo reign assets 

Tradition Ily South Africa's foreign Investments have 
largely been con fined to other coun tnes In Africa and 
the EEC countnes. During the penod 1956 to 1981 the 
ratios of Investment In Afnca and the EEC countnes to 
tot I foreign assets. however, dropped sharply, 
whereas the ratio of Investment In North and South 
America Increased substantially. In particu lar, foreign 
assets In the Amencas Increased subst noally dunng 
1980, butthls Increase came about mainly because of a 
transfer of assets between muill-national compallies . 

Table 13: Distribution of South Africa's foreign assets' 
by geographical area as at selected year-ends 
% 

At the end of 
Geog raphica l area 

1956 1961 1966 1971 1976 1981 

EEe counlnes ... ". 34,2 30,4 33.3 35,3 26,5 27,6 
Resl of Europe 1,7 2.7 4,5 8,0 9,7 5, I 
North and South 

America 12,5 9,3 10,9 11,3 17.4 30.2 
Africa 37,8 42,7 37,7 29,0 32.3 24,0 
Oth r, Including 
unallocated Items 13.8 14,9 13.6 16.4 14.1 13,1 

Total 100,0 100,0100,0100.01000100.0 

. Excluding gold res rvcs 

Although Sou th Africa's foreign Investment In the fest 
of Europe remained relatrvely smal l from the end of 
1956 to the end of 1981. the latio of total foreign asse ts 
increased moderately, In contrast. on ly a negligible 
proportion of the country's foreign asse ts represented 
Investments In ASia and Oceania . 

Sou th Afnca's foreign Investment In the res t of Africa 
conSisted largely of share capital and reillvested earn
Ings. Foreign assets In the form of shareholders' In
terest ill Af nca became relatively less Important over 
the period from the end of 1956 to the end of 1981, be
cause of the relalive iIlcrea e In Investments In the EEC 
coun tries and th Americas. Shares and r8lnvested 
earnings also formed an Importan t part of the South 
Afncan assets In the EEC countries. Oth r Investments 
ill these coun tnes conSisted maillly of foreign short
term asse ts. The struc tur of South Africa's assets in 
the Amencas corresponds fairly closely to tha t of assets 
ill th EEC. How ver, short-term foreign assets of the 
cen tral government and banking sector "1 the Amencas 
were relallvely more Important because of Ihe Impor
tance of dollar holdings In South Africa's foreign re
serves . South Africa's investments In ASian countries 
were largely composed of loan capital and credit related 
to export transactions. 

Ic) Return on South Africa n investments 

The average rate of return on South African Invest
ments In other countnes dUring the penod 1957to 1981 
IS shown In Table 14. Income on foreign assets consists 
o f to tal receipts be fore tax on forel!Jn mvestmen ts anrJ 
does not Include reinves t d e mings. From thiS Infor
mation It fS apparelll that on average, South Africa re
ceived a Yield of 5.7 per cent on ItS foreign assets dUring 
the period 1957 to 1981. and that Ihe ra te of return In
creased conSiderably from the mlddl of the nineteen
sixties until the middle of the nmeteen-seventles, be
fore It declined sh rply ill the penod from 1977 to 1981 
IllS also eViden t that direct Investment proved to be far 
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Table 14: Rate of return on South Africa 's foreign 
assets·, 1957to 1981 
% 

Period Direct Non-direct Total 
investment investment investment 

1957 - 1961 7,7 2,9 5,0 
1962 1966 B,4 2,B 5,4 
1967 - 1971 10,7 3,3 6,B 
1972 - 1976 9.9 3.9 6.7 
1977 - 19B1 5.2 3.B 4.5 
1957 - 19B1 B.4 3.3 5.7 

• E)(cludmg gold resorves, 

more profitable than non-direct investment. with an av
erage rate of return of 8.4 per cent against 3,3 per cent. 
However, after the average rate of return on direct in
vestment had Increased substan tially dUring the nine
teen-fifties and nineteen-sixties, it declined sharply dur
ing the nineteen-seventies and amounted toan average 
of only 5,2 per cent during the years 1977 to 1981 . In 
contrast, the rate of return on non-direct Investment 
showed a slightly increasing trend, but remained well 
below that on direct investment. 

4. Summary 

In the above diSCUSSion it was indicated that dUring the 
period 1956 to 1981 South Africa. as a developing coun
try. continued to make use of foreign capital In attaining 
a relatively high rate of real economic growth. The net 
international Indebtedness of the country. therefore. in
creased almost uninterruptedly and the average annual 
rate of growth 'from the end of 1956 to the end of 1981 
amounted to about 1 0 per cent. During the period under 
review. South Africa's net international Indebtedness 
averaged nearly 42 per cent of gross national product. 
The need for foreign capital varied conSiderably over the 
past twenty-five years depending on the economic 
growth rate and the accompanying financing require
ment of the economy as well as the balance of pay
ments on current account. 

After rising at a relatively steady rate from 1956 to 
1964, the growth rate of South Africa's foreign liabilities 
accelera ted sharply during the period 1965 to 1981 . At 
first this acceleration was largely the result of the rapid 
rate of economiC growth. including the development of 
the Infrastructure of the country. From 1970 to 1976 It 
was also related to the sharp increase In capital inten
sity and a concomitant levelling-off in the domestic 
savings propensity. However. this situation changed 
considerably from 1977. The rate of increase in capital 
intensity Slowed down and domestiC saving increased 
sharply. with the result that relatively low rates of in
crease in foreign liabil ities were recorded from 1977 to 
1980. In 1981 a deterioration of the overa ll balance of 
payments posi tion resulted in a temporary increase in 
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foreign borrOWing and. therefore, a sharp rise In total 
foreign liabilities 

Although South Africa's foreign liabilities Increased 
relatively rapidly dUring the period 1956 to 1981 . annual 
rates of Increase fluctuated substanllally oWing mainly 
to the errat ic behaViour of short-term foreign liabilities. 
To some extent. fluctuations In short-term II bilitles re
flected economic policy changes. At times of a high de
gree of domestic liqUidity. poliCY mea sur s were aimed 
at discouraging an Inflow of short-term capi ta l. whereas 
at other limes the objective was to promote the foreign 
finanCing of International trade. Interest rate differen
tials. antiCipated exchange rate movements. ch nges In 
the va lue of merchandise Import s and the level of the 
gold and other foreign reserves, also brought about fluc
tuations In short-term foreign liabi lities. In con trast. 
changes In long-term liabilities showed a more stable 
pattern. 

Important structura l changes occurred In South Af
rica's foreign liabilities over the period 1956 to 1981 . Up 
to 1969 the ratio of direct investment to total foreign 
liabi lities increased steadily. but it then declined sharply 
until the end of 1976 oWing mainly to Increased foreign 
borrowing by the central governmen t and banking sec
tor and publiC corporations. Subsequently, direct Invest
ment Increased again more rapid ly than non-direct In
vestment up to the end of 1981 . In addition, rapid In
crease In loan capital resu lted In a substan tial d cline In 
the ratio of share capital to total foreign liabilities . The 
relatively low growth rate In share capital prOVided by 
foreign Investors was. IIller alia. the result of exchange 
con trol regulations applied In South Africa, the restric
tions In the Ul1Iled KlI1gdom on foreign Investment from 
1972 to 1979, and increased political and other pres· 
sures on foreign organisations II1ves ting 111 South Africa . 

South Africa received foreign Investment funds 
mall1ly from the more developed financia l markets of 
the Industrial countries and, With the except ion of 
Japan. from countries With which It has close trade 
llilks. The average rate of return on foreign Investment 
In South Africa was fairly stable and compared favoura
bly With the rates of return on direct Inves tment of the 
United States In other countries. The ave rag . rate of re
turn on the United Sta tes' direct investmen t in South 
Africa was nevertheless substantial ly below the aver
age for other countries In Africa during the period 1972 
to 1981, OWing to the sharp rise In 011 prices and In
creased profitability of oil companies. 

Although investment by South Africans 111 other coun
tries was subject to exchange control. a rapid increase 
in South Africa's foreign asse ts nevertheless occurred 
dUring the period 1956 to 1981. However. part of thiS In
crease reflecte(j the higher value of South Africa's gold 
re serves after a new system of valuing the reserves at 
market-related prices had been Introduced and a sub
stantial increase In the :lold price had occurred. If gold 
reserves are excluded the other for ign asse ts also in
creased fa irly rapidly mainly because of a sharp Increase 
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In reinvested earn ings accruing to South African resI
dents on their eXis ting foreign Investments. 

In line with a policy of export promotion. South Afri
can direct Investmen t In other countries Increased at a 
higher rate than non·dlrect Inves tment. OWing to the 
fact that Increases In foreign assets were dependent on 
the overa ll balance of payments position and the level of 
the gold and othor foreign reserves. annual rates of In
crease 111 foreign assets showed Wide fluctuations . 
Foreign assets were acqUIred mostly 111 other Af rlcan 
countries. the EEC nd the Americas. The rate of return 
on foreign assets dunng the period 1957 to 1981 was 
much higher In the case of direct Investment than 111 the 
case of non-direct Investment. 
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