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DIRECTOR'S NOTES

The first article of this issue of the NeswLetter is based on an
address by Dr. Peter Rogge to an Institute meeting at Jan Smuts House on
13 March, 1975. Dr. Rogge is head of PROGNOS, the European Centre for
Applied Economic Research in Basel, Switzerland, and he visited South
Africa in March as the guest of several South African organisations,
including the Institute. The other organisations involved were the
University of South Africa, Council for Scientific and Industrial
Research, Industrial Development Corporation, Bureau of Economic Research
Stellenbosch University, Retecon (Pty) Limited and Siemens (Pty) Limited,
and the Institute was very pleased to be associated with them in sponsoring
this highly successful and fruitful visit of Dr. Rogge.
Mr. Max Kuhne of the Swiss Bank Corporation, who is a Board Member
of PROGNOS, also addressed the meeting on 13 March, and an article by him
follows that of Dr. Rogge.
The Symposium on "South Africa in the World : The Realities", about
which all members have been informed, will be held in Pretoria on 6 and 7
June. A report on the Symposium will be included in the next Newsletter,
and it is hoped that a publication including the main papers will be
available as soon as possible subsequently.
Corporate Membership
It is a great pleasure to welcome the following new Corporate Members
which have joined the Institute since the last issue of the Newsletter.
S.A. Board Mills Ltd.
Huletts Corporation Ltd.
Gledhow Sugar Co. Ltd.
Reynolds Bros. Ltd,.
We are also pleased to be able to record that the following two existing Corporate Members have recently increased their annual subscription:
Barlow Rand Ltd. (which has also made a contribution to the
Institute's Development Fund).
C.G. Smith and Co. Ltd.

John Barratt
Jan Smuts House
4 June, 1975
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CHANGES IN THE' INDUSTRIAL STRUCTURE OF EUROPE
Dr. Peter Rogge
It is hoped that a discussion of developments in Western Europe will
be of interest to a South African audience, for three reasons:
(\)

In spite of all its present economic troubles, Western
Europe continues to be one of the economic centres of
the world and continues to exercise a direct and indirect
influence upon other countries, no matter where they are.

(2)

Changes in the economic structure of Western Europe
offer people from other countries - be it as investors,
suppliers, or even as buyers - increasing chances for an
active economic participation in Europe.

(3)

This is probably the most important point. Changes in
industry in Western Europe carry with them a very
direct meaning to countries such as South Africa,
because of a new international pattern of the division
of labour, which is developing or evolving, and which
is of direct: importance to Africa and other continents.

I would therefore suggest that we take a look at our subject,
"Changes in the Industrial Structure of Europe", in terms of three aspects:
the changes over time, i.e. the business cycle; the changes in the structure
of industries; and, at a little more length, changes in the structure
between different countries, i.e. where is industry going to, where is
industry leaving.
When one comes from Europe these days, everybody asks one about the
present recession, the present business slump that there is in Europe, and
there can be no doubt that we in Europe are experiencing whet is certainly
the deepest investment slump, or the deepest investment low, since the
last war. This downturn began around 1970 when the growth rates of
industrial investment in Europe began to decellerate in practically all
countries. More recently, an additional momentum to this negative trend
has been added, namely the abrupt turn-around of private residential
building in Western Europe. In countries such as Switzerland, or in the
Federal Republic of Germany and the Netherlands, there is not only an
observed stoppage in the growth or residential buildings, but residential
building has altogether effectively collapsed.
The causes for the current Investment, recession in Western Europe
are not difficult to identify. They are, however, very difficult to correct,
First of all, and this, I think,is a very important observation to make,
Western Europe has only recently entered a stage of economic development
which has long basn known to '.-.ha United States. This Is a stage characterized
by high levels of saturation in stocks of durable consumer goods, e.g.
T.V. sets, deep freezers, furniture, automobiles, etc., as well as in
capital goods. One can take whatever indicators one wants, like steelblast
furnaces, public utilities, etc., - if one links these to the population
of Western Europe, one will find that, after 20 years of a hectic satisfying
of a pent-up demand, Europe has now, happily and unhappily at the same time,
reached a stage where further economic growth tends to be senseless or
Edited transcript from the tape recording of an address to the Witwatersrand
Branch of the Institute on 13 March, 1975.
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even a nuisance for everybody.
This phenomenon is also aggravated by the strange prospect that
Europe, for the first time in its entire industrial history, is faced
with a stagnating or decreasing population, and this development has only
recently been discovered by governments and industry experts. This is
surprising, but it is a fact. Equally surprising are the absolute figures
emanating from this stop in population growth. For instance, when one
takes the automobile market of a country like Germany one sees that, even
under agressive assumptions on the future use of automobiles, total annual
sales in West Germany have already passed their peak. At the beginning
of this decade a little over 2 million automobiles were sold per year,
and this will probably level off to 3.5 million automobiles per year at the
beginning of the 1980's, Therefore, we are coming back to market volumes
that we were not used to any more. Early m the 1950's, in 1955 for
example, 400 000 automobiles were sold in Germany, 15 years later (1970)
five times as much. But looking into the future, five years hence, one
sees this volume decreasing, because of a saturation of the market, in
the first place, and, secondly, because the population is not growing;
rather it is even decreasing.
This example of the automobile industry calls for two additional
remarks. One. is that a saturated market is a market which is dominated
by what the economist calls "the replacement demand" - i.e. substituting
the older vehicle by a new one. This "replacement demand", in contrast
to first demand, is highly vulnerable and volatile. For example, people
who have never had an. automobile, wiII normally set out to purchase their
first automobile once they have saved a sufficient amount no matter whether
the times are good or not good. But, once they have their automobile, they
will be strongly influenced by passing moods of pessimism, or optimism,
and therefore, suddenly these markets grow or shrink. This is one of the
principle reasons for the resurgence of the business cycle in Western
Europe, and problems associated with such cycles.
Secondly, and this point we will return to later, one sees an increased
import competition on many of the European markets on account of cost
factors. In former years, early in the 50's, the German automobile industry
could rest assured that almost 100% of the German market went to them.
Today the domes tic market share has been reduced to a much lower level,
due primarily to cost factors. It is this combination of a. levelling off of
market growth, plus the market instability, that we have in Europe today.
Together with an increased pace of cost inflation also being experienced,
this will prove to be very negative to new investment and new industry in
Europe.
There are may reasons for the cost inflation we are having in Europe.
It results from a scarcity of skilled labour, a scarcity of raw materials;
it results from the overproporcionate growth of money volumes that the
National Banks allowed in many countries; it is the inflationary mentality
on the part of producers and consumers alike. However, whatever the
reasons for cost inflation are, there can be no doubt that this inflation
has seriously cut back the propensity to invest in new industry, has most
seriously cut back the entrepreneural spirit of European investors.
As assessment of current economic troubles in Wescern Europe would be
incomplete, if one were not to mention the strange effect that inflation has
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on the consumption and production structures in Europe. To illustrate,
with the decline in the purchasing power of money, which was not offset
by the interest rates paid on savings since the end of the 60's, it has
become increasingly popular on the continent to acquire debtor positions
by borrowing money for building purposes. This game, and for some people
this has become quite a game, attained crazy proportions. In Switzerland,
for instance, mortage interest rates were kept by the government at a
comfortable 6%, at the same time whi>n the inflationary race was 10-12%.
This induced people to borrow money to invest m what has come to be called
beton gold, cement gold, in contrast to the real gold you are producing
in South Africa. Too many apartments, too many houses were built as a result
of chis inflationary ovarsr.ructuring of consumption. In Switzerland we
build approximately 85 000 apartments a year, but we only need 40 000;
in Germany they build approximately 800 000 apartments per year, where
they only need about 400 000 apartments. The rest are offered on the
market and nobody wants them. So obviously supply and demand have come
absurdly out of step on account of die inflation. it is quite clear that
this crazy overbuilding must have a direct effect upon investment in
Europe, because a large part of irivastmen.1: is associated with buiLding,
and this has gone down to zero.
Nevertheless, when one looks at investment in Europe over the longer
range, one finds t';-;.t investment will still be growing; new capital will
be put into factori es and plants because of change. Change is the decisive
factor, Many of the key factors upon which industry in Europe nas been
built over the last 25 years are now changing and changing quickly. Let
us look at a few of these f a c U T ^ .
Firstly, the population growth baa virtually come to a standstill in
raos t countries of Europe, and, wi i'.h population stagnating, it is only an
increase in productivity which can bring about another increase in services
and products. This increase in productivity can only be brought about by
newer, more* modern, more automated, captial-intensive production facilities.
Secondly, the cost of labour, which has recently outpaced the cost
of capital on the continent, calls for an additional automation in many
branches of industry. A strong example for this is the textile industry.
In former years, the textile industry was a very labour intensive industry.
Today, because the cost of labour has become so high, it is a highly automated,
highly mechanised, highly capital-intensive industry, and the same is in a
way true 1n construction and banking.
Thirdly, we have had the changes in the prices of raw materials over
the last 24 months, which have had a deep impact on the regional structure
of West European industry, as well as an. imp ace on the branch structureSome industries, e.g. automobiles,rair.er.iluil have been severely curtailed
by the price rises, whereas other iiidu:; t ries, like paper, glass, and even
the lumber and coal mining industry, ar-:- benefiting today. We have to
reconsider if these industries are large enough, or if the mineral oil
industry, or the plastics industry, have not grown to outsize proportions.
Along with these changes in the raw material price structures, have
come the changes which have taken place in the interantional money system,
and we shall return to this point a little later on. Here we should merely
note that the change in exchange rates of currencies - between the Swiss
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upon the geographical distribution of industrial locations, because
certain locations have now become very expensive, while others have
become very economical'.and cheap. This is certain to leave its mark upon
the face of not only-Europe, but upon the distribution of industry over
the map of the world,.''/.
'
Now let me very'briefly say a few words in regard to the industrial
structures of the European countries, i.e. the set-up of industries with
emphasis upon specific branches. It is interesting to note that one
single characteristic, .stands out, above all others, in industrial development in Western Europe over the last 25 years. This is a growing
similarity in the economic structure of individual countries, a growing
similarity between the different countries in Europe. In this regard
the diminishing importance of the agricultural sector plays a role in all
countries of .Western Europe, and at the same time there is a heavy
industrialization of rural or agricultural areas. If we consider countries
such as the Netherlands or Belgium, the chemical industry has long played
an inferior role and was never important. In recent years, however, chemical
plants have been installed, not with a view towards the internal markets,
but with a view towards the wider Europe, and a huge capacity has been
installed in these, countries . In France, for instance, which, for a long
time had a negligible chemical industry, investment in this industry has
grown to the proportion that we know in Germany. At the same time,
German chemical industry has moved strongly into France. Similar trends
can be observed in-the steel industry. Italy, the Netherlands and France
have all been'" installing large production capacity, with a view towards
a wider European market.
If you go down the line and examine special machinery groups and
special industrial branches, you will invariably find that European economies
over the last few years have become more and more alike; they have not
developed in •:,. fashion where one economy concentrated or specialized in one
area, but rather they have become more and more alike.
At this point I should like to turn to the more problematic aspects
of industrial growth in Western Europe, which may have a direct effect upon
the rest of the xv'orld. I should like to take West Germany as an example,
and perhaps also Switzerland, and no longer talk about Europe in general.
When we look at the German economy today, we might get the impression
that this country's economy is not destructable. No other industrial
nation of the world has revalued its currency as massively as the Germans
have and still maintained a large surplus, not only in trade, but on the
balance of payments; no other nation in the world has increased its wages
by similar levels as In Germany, while scill keeping the inflation at a
relatively low rate o£ only 7%; no other nation In the rest of the world
has increased its monetary reserves as the Germans have, and only two
other nations, namely.the United States and Switzerland, have a per capita
income surpassing that of Germany, leaving aside the oil countries, of
course. This is the view one gets, when looking at statistics.
The other view one gets from Industrialists in Germany, when one looks
at their reports. This reveals, for instance, that a large automobile factory,
like Volkswagen, is in grave trouble today due to cost increases. It is
actively looking for locations of production In other parts of the world:
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Brazil, the United States and maybe even South Africa. They are in trouble even
in this country which proves to be so strong in exports, and much the
same is true when you look at some other export branches of Germany industry,
for instance, the electric or machinery industry. Propelled by the high
level of cost in Central 'Europe, more and more factories are looking to
locations such as Brazil, Mexico, Algeria and the near East, for expansion.
In Germany, what is done, of course, is to keep up the production, maintain
the modernization of production plants, while expansion is going on elsewhere. I could quote to you the voices of many leading industrialists in
Germany, who have recently said that in the future they will concentrate
their expansion exports on other countries, not on Germany anymore.
This news shows that in Central Europe many economist and industrialists are worried, in spite of the record export performance of some of
these countries. These worries centre around the question as to whether
the share of export markets can in the future be maintained from European
sources of supply. This is a very crucial question and, incidently,
corresponding trends can be observed in the supplies to European markets
where we see imports from low cost sources of supply growing everywhere;
in textiles and clothing, in the leather and shoe industries, in the toy
industry, household articles, office machines, in chinaware industry.
Everywhere we see imports from other sources of supply growing in leaps
and bounds. The reason is often that wages in Central Europe are very,
very high when compared to waged in otherparts of the world.
Thus it has become obvious to observers in Europe that the competitive
positions of European industry have lately become a questionable and
debatable matter. On the other hand, we. still see persistent surpluses
in the balance of payments, and, on the other hand, we see the problems
of large industrial branches and a cutting back in these branches. The
importance of these shifts in investment is by no means restricted to
Central Europe itself; vatiher they must be interpreted as the manifestation
of a far-reaching resr.ructuring of industry on an international scale.
It seems as if the old countries of Western Europe will see their
industrial structures reduced by entire branches of industry. They will
be the old industries with which Europe started; the textile industry
in England, the shoe industry, industries in Italy, etc. We are
creating a position where some of these branches will walk out on us. It
would clearly be a mistake to attribute this to abnormal forces such as
the Arab oil price pressure or exchange rate fluctuations; what is behind
this is a major shifc in cost, productivity and price structures between
the different countries of the world.
One of my arguments is that in some of these European countries we
have had an increase in wages, which was not offset by an increase in
productivity, but was rather aggravated by an increase of the exchange
rate of money. This was true in Germany, Switzerland and Austria. In
Germany the Labour Unit Cost, i.e. the hourly cost of labour as comapred
to its product (which is a measure for the competitiveness of a country)
has increased in relation to the United States in the last three years by
about 90%; in relation to the United Kingdom by about 40%; in relation
to Japan by about 12%. The question is whether these dramatic shifts have
been caused by speculative international capital movements, or if there
are real economic reasons behind them.
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We have tried, in a little statistical exercise, to compute the
realistic exchange rates between currencies today, on the basis of a very
simple economic argument. As you know, in the Bretton Woods Agreement
the exchange rates were fixed back in the early fifties. If one works
out from the assumption that these exchange rates, at that time, pretty
well reflected the competitive strength of the European economy and if
one then takes relative productivity growth and price trends in the countries
concerned up to 1973, one arrives at theoretical exchange rates. If one
does this little computation, one finds that recent exchange rates,
between European currencies and other countries, are not so out of line
with economic reason, but rather reflect in a surprising way the real
economic situation of these countries. When you take a look at this,
you see that over a period of at least 20 years some of the European
currencies, including the German and Swiss currencies, have been highly
undervalued, with ther result that some industrial sectors have grown
on the continent, which should not have been there had there been
realistic exchange rates. Vice versa, this means that other countries,
like South Africa^ have been deprived of new investments by these same
unrealistic exchange rates.
Therefore, an international structure of industry came about which
can be described as such: some of the countries of Western Europe became
over-industrialised, whereas some countries suffered from a corresponding
under-industrialisation. Consequently today rather massive shifts are to
be expected after this situation has been suddenly corrected. I am
afraid that this new situation may come as a death sentence to the
international competitiveness of some of the branches of industry in
Western Europe. Let me here quote what one of the leading industrialists
in Europe, Otto Wolff von Amerongen of Germany has recently said in a
surprisingly frank statement a few months ago: "The enormous increase of
labour costs, together with the rise in import prices, leads to a situation
(as in Germany) where some kinds of industrial production can no longer
be maintained in the highly industrialised countries." He continues:
"We must seriously consider if it is economically sound to produce goods
which are based upon imports of progressively expensive raw materials, which
are produced with the help of almost 3 million foreign workers, on a level
o£ wages and social cost which is one of the highest in the world, and
which are then largely exported again. A long-run process will unfold
which will make for an adjustment of the international division of labour
to changed conditions. For us (in Western Europe) this means specialisation
in highly qualified technically perfect production on the one hand, and
relocation of production lines with less qualified manpower to countries
with lower wage levels than we have them in Central Europe."
It is an important fact, which applies more widely than in Europe
itself, that shifts in the international price, productivity and cost
structure which have taken place in recent years, have seriously undermined
the existence of a number of industrial branches in their present locations
in the industrialised countries. These are, generally speaking, industrial
branches with mass production, with personnel on a low-to-medium, level of
qualification, industries which cater to a price-elastic demand, which
easily changes over to other sources of supply. More specifically, these
are industries like the steel industry, parts of the aluminium industry,
parts of the paper industry, parts of the road vehicle industry (those
parts which are technically not top qualified), certain parts of the
electric industry. We see, for instance, the production of electric
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household apparatus moving out of the centre of Europe to other regions;
we see the production of consumer electronics moving out of Europe to
Asia and other regions; large sectors of textile and clothing moving out
of their present location; and also leather and shoe industries, and even
some centres1 of optical precision instruments industry. This is a long
list and it is disquieting to some people in Europe, but it may be a
chance for other countries.
In this regard, I would like to quote another author, namely the
long-time correspondent of The Financial Times in Bonn. This man has
very closely observed what is going on in the centre of Europe, and
he has written in a recent book, called "German Business and the Economic
Miracle", a paragraph which is pertinent and so correct. He writes: "In
coming years West German companies are likely to step up their investment
spending to developing countries to a proportion well above the current
volume of barely 30% of all foreign investments. The developing countries
offer potentially larger markets, many developing countries have their
own raw material stocks, plus large and relatively cheap labour sources.
To obtain large sales in Africa and South America, German companies
recognise that they must develop manufacturing subsidiaries in these areas,
and that potentially such subsidiaries can produce healthy rates of profits
and sales growth. In the constant search for new markets and new ways of
boosting foreign sales, thy large German companies are now showing signs
of taking greater interest in investment in South America and Africa."
Concerning investment in Western Europe itself the same author concludes:
"Currently quite a number of German companies are drawing up investment
plans calling for a1roughly even split between foreign and domestic
expenditure. In the ..-nain., ' the domestic spending is concentrated on
consolidation and rationalisation, while the foreign trends are mainly
accented for setting up new plants, new factories in other areas of the
world.1' He continues: "A good number of German managers fear that the
pace of production expansion in Germany in coming years will not be able
to rival possible rates in a good number of foreign areas, due to growing
labour market tension in Western Europe, In consequence it is possible
to suggest with a good deal of caution, that over the next ten years,
a number of leading German companies may well spend more abroad, than in
Germany itself, in the expansion of new production facilities."
We may add, that the words "German" and "Germany" in the above
paragraph can in all instances be replaced by the words "West European"
and "West Europe". We are dealing with Western European problems, and
changes encompassing many countries outside Europe as well.
Let me close my remarks on this topic, by saying that Western Europe
is presently at the brink of a major shake-up of its industries. The
traditional picture that Europe presented, traditional patterns of production,
traditional industries, traditional distribution of industries over the
cap of the world, all these traditional structures are crumbling today under
the onslaught of inflationary pressures, under the onslaught of rising raw
material prices, under the onslaught of declining productivity growth rates,
and under stagnating markets in the old countries. It is obvious that
making the necessary adjustments presents a very difficult task to all
Europeans.
However, to add an optimistic note, in contrast to many pessimistic

observers, it is my firm impression that this task of restructuring may
prove to be a new challenge to the old continent, a challenge that is
sorely needed in a time when the old continent has long forgotten old
inventive virtues that it once had. Europe in recent years has been in
danger of stagnating, not only physically, but also psychologically, and
this is apt to change.
We find today that the old countries of Europe
are taking a new look at themselves, and the old countries are finding,
to their own surprise, that this look is directed, as it never was before,
to the outside of Europe, to the rest of the world.
It is here, outside
of Europe, that these new initiatives will most beneficially be felt.

Dv. Peter Rogge
is Chairman and Managing
Director of PROGNOS AG, a European Centre
for Applied Economic Research, based in
Basle, Switzerland.
Dr. Rogge visited South Africa in March, 1975,
as the guest of several South African organisations, including the Institute.
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'OUTLOOK ON CURRENT WORLD ECONOMIC
AND MONETARY PROBLEMS

+

Max Kiahne

Outlook on Current World Economic and Monetary Problems
The world economy is now undoubtedly in its most difficult
phase of the postwar period. It is no exaggeration to say that since
15 August 1971, we have witnessed the collapse of the old monetary
system.
At the same time, creeping worldwide inflation has turned
into a gallop and there are now more and more indications that the
era of steadily increasing prosperity in the major industrial nations
is over, at least for the time being.
Inflation and the demise of the old monetary order
The breakdown was to some degree inherent in the Bretton Woods
System : The Gold Exchange Standard became a Dollar Standard; this
assumed that the United States would show a balance of payments deficit
in order to supply the world with monetary reserves - as the dollar
constituted the main reserve medium - and, at the same time, maintain
a strong national currency,,
However, this policy of "benign neglect" of the American balance
of payments situation could function only as long as the trading partners
of the United States were prepared to accept without hesitation all the
dollars coming their way.
But such willingness waned with the
widening discrepancy between accumulated foreign dollar balances and
America's gold reserves. The suspension of the gold convertibility of
the dollar and the realignment of exchange rates under the terms of the
Smithsonian Agreement in December of 1971 were unable to prevent new
waves of distrust from unsettling the dollar.
The only way out was to float.

Inflation breeds crisis
The Dollar Standard was not solely responsible for the collapse
of the Bretton Woods System,
Trends within the national economies
taking part in the system were so diverse that they were incompatible in the long run with fixed exchange rates.
The main culprit
for the widening discrepancies, which have resulted in balance of
payments upsets and monetary turmoil, has been increasing worldwide
inflation.
Initially, inflation was financed by the dollar flow

An expanded version of remarks by Mr. Kiihne at the meeting of the
Witwatersrand Branch on 13 March, 1975, which was also addressed
by Dr. Peter Rogge.
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towards Europe; by 1973, American balance-of-payments deficits had
cumulated to an aggregate amount of over $ 90'000 million. It is
estimated that nearly $ 70'000 million of this was taken up by
foreign central banks, which thus boosted the money supply in their
countries proportionally and permitted money in circulation to expand
via the internal mechanism for creating means of payment. The Euromarket was the target of the remaining dollar balances to the tune of
$ 20'000 million. The credit creation multiplier building on that base
was virtually unlimited. The gross amount of short-term dollar
balances outstanding in the Euromarket in the summer of 1974 is estimated to have reached much more than ten times the base figure mentioned.
So the Euromarket made a very explosive contribution as a financing
instrument for inflation. Now, inflationary processes tend to be selfaccelerating, because they give debtors an advantage over creditors,
stimulate a flight into real assets - thus speeding up the circulation
of money - and cripple the will to save. Moreover, social groups are
trying increasingly to institutionalize ways of safeguarding their
purchasing power. In the long run, inflation will not lead to higher
growth rates or guaranteed full employment; instead, it harbours the
seeds of economic crisis. The most obvious reason is that the deflation necessary to restore equilibrium must be all the more sever the
longer the inflationary excesses have been allowed to go on. The
resultant drop in employment and attendant underutilization of production
potential will be that much more serious. Even before this point is
reached, though, the inflationary process causes distortions that
necessitate painful correctives later on. Just one example of this
was the flight into real estate that inflated the building industry
out of all proportion in many countries; now construction is going
through a critical retrenchment process with repercussions on the rest
of the economy.
World inflation and floating tfates
The underlying cause of the transition to floating exchange rates
was the varying extent to which the European countries were prepared
to tolerate inflation. Though no one would claim that floating exchange rates have promoted worldwide stability since their adoption, at
least they have eliminiated the compulsion to import inflation and
made it possible to get monetary expansion under control. The switch
to floating rates was, however, just as much a result of the aversion
of less stability-conscious countries to the restrictive policy dictated by balance of payments considerations. Precisely for those among
them that place less value on stability, though, there are two sides
to the coin of floating rates. It is true that they eliminate the
need for deflation to keep the existing parities in line. The trouble
is that the resulting gradual devaluation of the currency makes imports
increasingly expensive, so that inflation becomes harder to combat.
This again leads to devaluation tendencies, which together with the
ensuing lowering of export prices, cause a systematic erosion of
the economy.
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The recycling of "oil money"
A large part of today's disquieting conditions has its origin in
the circumstances I have just described, quite apart from the fourfold
increase in the price of oil which for many countries led to a drastic
deterioration of their terms of trade. Not only did the upward surge
in prices coincide with an ever more serious inflationary spiral throughout the world, but more or less everywhere it knocked balances of
payments out of kilter to an extent unknox^n since the thirties. The
surplus revenue of the oil-producing countries for 1974 is estimated,
as you know, at 60 billion dollars. By way of comparison, the
aggregate net surplus of the 24 member countries of the OECD in 1973
was approximately 4 billion dollars. Indeed, only half of these 60 billion
dollars would be enough to buy up all outstanding Eurobonds.
Several years must pass before the payment situation of many industrialized countries and the oil-producing states is expected to be in some
kind of equilibrium, and during this period the latter will have to
finance the deficits of the former through credits of various kinds. The
magic word is "recycling". However, the way in which the oil money
is being channelled back raises a number of problems:
First;

Second:

Third:

The oil producers' preference for short-term investments,
exposing the West to the constant threat of a sudden
withdrawal of capital accompanied by liquidity crises
and exchange rate fluctuations with possibly very dangerous economic consequences for the nations concerned.
The bulk of the Petrodollars will understandably be
flowing into countries with relatively favourable
balance of payments positions which may then have to
contend with massive influxes of funds. On the other
hand, the Petrodollars give a wide berth to countries
like Italy where the need for deflation is consequently
even greater than it would have been anyway.
Like any creditor, what the oil producers are seeking
is a guarantee that they will ultimately be able to
convert the loans they have granted into goods.
Countries with a strong balance of payments are better
able to furnish this sort of security than those
threatened by national bankruptcy.
Even if oil-producing countries go on preferring shortterm deposits with the biggest banks to other forms of
investment, capital adequacy and liquidity considerations
must be expected to erect, at some not too distant
future date, a barrier to this type of recycling process.
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reimbursement of the principal may cause additional problems. The most
potent oil producers will, probably for a long time to come, not be
able to offset their enormous earnings by corresponding imports. This
situation could, however, result in a serious drain on the resources of
countries with weak payments positions.
What is the latent danger of this state of

affairs?

Borrowers from countries with a weak balance of payments can no
longer finance themselves to the same extent as heretofore on the
Euromarket.
Let us make a brief digression to describe the situation there.
Between 1968 and mid-1974 i t had been growing at a rate averaging more
than 30% a year; at the end of that period, there was something like
$ 200 b i l l i o n in the system. Last summer the growth stopped abruptly
and, for a while, actually declined - something i t had never done before.
Some bankers who had sustained sizeable losses on Eurodollar loans
"packed up and went home".
There are quite a few people who now fear
a Eurodollar default in 1975. Some 96% of the international banking
community participating in a recent survey expect a re-scheduling of
medium-term Eurodollar debt by a borrow.1" during 1975; 74% believe
that there will be .m outright, default this year, according to a survey
of over 100 bankers in 15 countries carried out by Eurostudy, a private
annual review of the Euromarkets,
Eurostudy furthermore says that
71% of the bankers surveyed consider that credit analysis of medium-term
risks Is not of a sufficiently high standard.
One banker is quoted as
saying that "there is too much follow the leader lending and not
enough independant evaluation"On the other hand, concern about the
market as an engine of inflation has now a l i t t l e bit diminished :
-

in part because the growth has ended;

- in part because bankers who are s t i l l
lending Eurodollars are behaving more
prudently.
The question now rather is about the health of the loans in the
last few years.
If there are major defaults, what will they do to the International
banking system?
As you know, the Euromarket has linked together hundreds of
banks, of various sizes and varying degrees of health, many of which
knew l i t t l e about one another. In an atmosphere of mutual d i s t r u s t ,
one bank's problems could rapidly create problems for the entire
system,
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If many bankers should be eager to get out of the market,
borrowers will have a lot of trouble rolling over or re-negotiating existing loans.
This has already been visible in one of the more sensational
calamities of the Eurodollar market - the misfortunes of Burmah Oil
Company.
Another case is the news of the New York State Urban Development
Corporation which was unable to meet a $ 104,5 million payment to U.S. noteholders.
The fear was that if an agency of New York State could default
on a loan, the fabric that holds bond markets together - confidence could begin to unravel.
Prices on the Eurobond market dropped a sudden
and sharp 2% to 3% at the midweek-news of the default, but by the end of
the week, the loss on average was only 1%.
As I already mentioned, borrowers from countries in balance of
payments difficulties may find it more problematic than heretofore to
raise funds on the Euromarket.
Consequently, the countries concerned
might be forced to slash imports and boost exports. Since under the
prevailing circumstances r e s t r i c t i v e measures - to improve external accounts
taken by one industrialized country would immediately aggravate the d i f f i culties of others and prompt them to take countermeasures in their turn,
there is a very real danger of intensified trade protectionism, which could
precipitate a disintegration of the world economy, with serious consequences
for output and employment. That would obviously be a disaster,
Let me recapitulate the main problems in summary fashion :
1.

Surpluses of unprecedented dimensions chiefly accruing
to a few sparsely populated countries.

2.

The import potential of the oil producing countries is
relatively low, although quite higher than originally
expected.

3.

The big banks in the West will have to exercise restraint
in accepting billions of Petrodollars because of legal
and statutory regulations governing the equity/deposit
ratio.

4.

Countries already struggling with balance of payments
difficulties may incur even linger d e f i c i t s , and thus
run into a dramatic situation.

5.

Exaggerated and intolerable levels of the exchange rates
of certain currencies.

The two l a t t e r factors entail the danger of a relapse into a r e s t r i c t i v e bilateralism threatening world-trade.
6.

We have been confronted with this situation practically
overnight, but need years to adapt ourselves to the
changed conditions.
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The very nature of all these problems is, in my opinion, a
challenge to the Governments. The return to a more stable international
monetary order is essential. However, a stable monetary system can only
be established :
- if the rampant inflation afflicting so many countries and posing serious economic, social and political problems is brought under control,
and

- if the extreme balance of payments disequilibria can be
reduced to an extent allowing a normal1 adaptation process and
the transfer of real resources from the oil consumers to
the oil producers.
Now, what are the hopes for averting a real catastrophy?
We have seen that, on the whole, an internationally unharmonized
growth of demand far in excess of the real limits of production,
accentuated by the quadrupling of oil prices, brought the world
economy to the brink of c r i s i s .
Look, for example, at the situation
in Japan,
Although they had in 1974 a 1,7 billion $ trade-surplus, .
their oil import bill increased by 14,4 billion $,
The deepening
recession - including an 18% slump in industrial and mining production has sent estimated unemployment soaring over the million mark.
More
and more workers are given holidays at reduced pay in Japanese-style
lay-offs which the government is now subsidizing in 39 industries.
What grounds are there for hoping that the crisis can be averted?
- in the first place, the system of fixed exchange rates
has already collapsed. This means that there is no
additional deflationary pressure created by a r t i f i cially supported exchange rates.
- second, this critical situation is not hitting us in a
state of unpreparedness and euphoria as in the t h i r t i e s .
- third, the stock markets - where stringent margin regulations
have avoided excessive speculation - have already given us
a substantial dose of the worst.
- fourth, the Euromarket's contraction appears to be
taking place in reasonably orderly fashion.
- fifth, economic leaders have become, if anything, overly
fearful of a cumulative deflationary process.
- finally, an awareness of the inescapable interdependence
of world economies has strengthened international
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solidarity on the financial front.
Some " f i r s t - a i d "
plans have already been agreed upcn :
- there is the IMF o i l f a c i l i t y for 5 b i l l i o n SDR or
6,2 b i l l i o n $.
I understand that Iran and Saudi
Arabia will contribute 1 and 1,2 b i l l i o n $ respectively, which shows that they are prepared to help
(five countries have already bought 384 million
SDR from this oil f a c i l i t y to help pay their import
bills).
- there is moreover the solidarity fund of the o i l
consuming countries of 25 b i l l i o n $ under the
auspices of the OECD. Other solutions are currently
being studied.
The economic and monetary outlook may be rather sombre, but I
think that the d i f f i c u l t i e s confronting us should not be overdramatized either.
Let us hope that the o i l producers will in their own interest
co-operate in restoring monetary order, inasmuch as in the closely
inter-related economic environment in which we live today, we are
in the. long run a l l s i t t i n g in the same boat..
Moreover, apart from the assumption that o i l - as recent
major finds in other areas show - is perhaps not. as scarce a
commodity as is imagined, the efforts to find substitutes at
reasonable cost should gradually reduce the dependence of certain
countries.
There is another factor giving grounds for moderate optimism:
If both sides realise that a monopoly, which could be tantamount to exploitation, can have a boomerang effect sooner or l a t e r ,
then there are fair chances for a collaboration in various forms.
The Western world disposes of the technical and administrative
know-how as well as of enormous production capacities,
Is not an
exchange between financial and technical resources an obvious
solution?
An example of the type of co-opei Jt ion I have, in mind seems
to be the 15 b i l l i o n $ trade pact just signed, by the J . S , and Iran,
The logical counterpart to joint-ventu" os in. t he Iliddl e-Sast
are stakes in Western enterprises.
Of course, thi> is possible to
a limited extent only.
What we need is a breathing- space for devising constructive
policies.
If we get i t - and it now looks as ii the OPEO
countri.es were seriously interested in a dialogue - the odds are
that we may well have to pass through a c r i t i c a l period involving
recession for whole countries and branches and collapse for some
companies, but that we shall be able to overcome the d i f f i c u l t i e s
without going through a catastrophic depression.
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Gentlemen,
Since my arrival in South Africa a few days ago, I have been
frequently asked, to make a prediction about the development of the
gold price and of some key-currencies such as the Dollar, the German
Mark and the Swiss Franc.
As you will have observed, I. have not made
any specific forecasts during my speech*
I feel that this is simply
not possible and that an attempt to do so would be an unrealistic
undertaking in today's economic and monetary environment.
But let me give you my purely personal view about the role of gold
in the foreseeable future.
Gold has a number of merits which are highly esteemed not only in
times of uncertainty and I think that i t s prestige has even been enhanced
as a result of recent developments.
Unlike foreign exchange assets
whose intrinsic worth is at the mercy of the economic situation or the
policy of the authorities in the reserve currency country, no such risks
are attached to gold. It is the only reserve embodying a real value
and is therefore marketable and utilizable at any timeMoreover,
inasfar as it is kept within the country, gold has further advantages
over other reserve assets in that it is on hand in times of war or
emergency, is exempt from transfer restrictions and runs no risk of
being blocked.
All these factors s t i l l inspire many governments and individuals
to more confidence than do man-made surrogates.
I therefore feel,
that the yellow metal will continue for some time to come, to play an
important part as a standard of value in a new monetary system, as an
international liquidity reserve and as an investment medium, particularly
if investors are of the opinion that, even in a much less severe inflationary
climate, gold s t i l l offers them a better hedge against depreciation of their
assets.

My. Max 'Kiikne is n Director of the
Swiss Bank C o r p o r a t i o n , and i s on the.
Board of PROGNOS AG.
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WHAT (S GONE EIGHT WITH THE

UNITED NATIONS ?

Andrew Boyd

Thirty years ago - on October 30, 1943 - the first statement of
intention to set up the United Nations as "a general international
organization ... for the maintenance of international peace" was issued,
in Moscow, by the governments of the United States, Britain, China and
the Soviet Union, Thirty years after that Moscow Declaration, how far
have we come ?
Addressing the 1973 U.N. General Assembly, two days after he
became Secretary of State, Henry Kissinger pointed out that American
recognition of the U.N.'s importance was being reaffirmed by his coming
to New York immediately after taking office. (In fact, he appeared in
the United Nations building before he had even moved into the State
Department.) But he also said, quite correctly: "It would be idle to
deny that the American people, like many others, have sometimes been
disappointed, because this organization has not been more successful."
It would indeed be idle to deny the disappointment. But it is
far more idle to measure the U.N.'s performance against the very high
hopes that many people quite naturally held at the end of the Second
World War, In 1945, as in 1918, mankind emerged from a hideous ordeal
with fervent hopes that it would prove to have been "a war to end war".
Of course our hopes were high. But it did not take us long to perceive
that universal peace was not yet at hand. While the victorious armies
were demobilizing B there was civil war in China and Greece. In Indonesia
and Vietnam there was violent resistance to the reimposing of the
European rule that the Japanese invasions had interrupted. In Eastern
Europe the Russians forcibly imposed communist regimes and suppressed
dissent ruthlessly. There was bloodshed in India and Pakistan when
the British withdrew, and in Cyprus when they did not withdraw.
It is grotesquely absurd to base disappointment with the U.N.'s
record on the notion that its first years were marked by peace and
harmony that we have now lost. The late 1940Ts were far from peaceful;
1948 saw the birth of Israel in the pangs of war; 1950 saw the communist
invasion of South Korea. It is even arguable that the myth of a lost
golden age stems partly from the fact that, despite all those postwar
high hopes, people really expected less from the U.N. than they do now.
I have recently seen the U.N. angrily decried for not preventing ^.
massacres in Burundi, I do not recall that it was denounced for failing
to prevent the much bigger massacres in India and Pakistan in 1947.
It may seem odd that expectations should increase together with disappointment; but human nature, too, is odd,
,•

-18-

The United Nations is not a magical device but a mechanical one.
It can wave no warid that transforms quarreling nations into peaceful
ones; it can only provide ways and means of resolving or reducing
quarrels. Its mechanisms can be no better than the nations will permit
them to be. There is only one true measure of its performances the
comparison between how things really were in its first yearsj and how
they are now. Let us set aside all those dashed hopes, and apply this
measure - concentrating on specific points that are reasonably
measurable, rather than indulging in vague generalizations about the
world being a better or worse place than it was.
Originally the U.N. had 51 member states; now there are 135. This
increase is often said to have made the organization unmanageable and
ineffective. But the original membership was hopelessly inadequate.
Two fifths of it was Latin American. Africa was hardly represented at
all* and less than half of the West European states were members. Today
the relative voting power in the Assembly of the Latin American, AfroAsian, West European and Soviet-led regional groups roughly corresponds
to the balance of populations in the world. The great wave of
decolonization that has created so many new independent states has helped
to redress the original imbalance and make the U.N. a much more representative world body.
Complaints about the newer members tend to dwell on the idea that
many of them are too small, pay too little, and talk too much. But the
U.N's early membership already included such "mini-states" as El Salvador,
Iceland,, Liberia, Luxembourg^ Nicaragua and Yemen; and it should be
remembered how long it had to wait before the Germans were admitted and
the Chinese seat was transferred to the government that controls China.
Big gaps as well as little ones have been filled.
Visions o£ Assembly resolutions being pushed through by states that
contribute only about 4 percent of the U.N. vs basic budget* are conjured
up by people who fail to notice that this never actually happens. In
reality the sharing of dues is now far more equitable, especially now
that the American share has been limited to 25 percent, than it was at
the start, when the United States was paying 40 percent. And the fact
should be faced that a good many small states (including early members
as well as new ones) find it hard to meet the real cost of memberships
of which their basic dues are only a minor part. The U.N. has wisely
rejected the idea that the poor should be silenced because of their
inability to pay more. In its Assembly the small and poor states can
obtain a hearing which they need more than rich and powerful ones do. As
to excessive talking, it is evident that the original members indulged in
it more than the new ones do. Last year's 132-member Assembly session
lasted no longer than the U.N.'s early Assemblies did when there were only
50-odd members.
In the beginning the Secretary-General had no explicit right even
to make his voice heard in debates. Starting with Trygve Lie, successive
holders of the office have gradually won the right to take initiatives -
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in debate^ in mediation^ in the sending out of fact-finding missions and
observers - which have often proved invaluable when neither Security
Council nor Assembly could take timely action to deal with a crisis.
Their discreet diplomacy* much of which is still unrecorded, has eased
many alarming situations by means that the U.N.vs founders never envisaged. The Secretaries-General have also served the organization well
by repeatedly resisting9 on its behalfE pressures from one or more of the
great powers. This* too* was not foreseen in 1945,
The "balance of power" between Assembly, Security Council and
Secretary-General has been improved in other ways. Since the adoption
in 1950 of Dean Acheson's "Uniting for Peace" proceduress the five vetowielding Council members have become more cautious about using a veto in
a way that might bring an emergency Assembly meeting down on their heads
like a sword of Damocles, Even the Russians, who had bitterly denounced
the "Acheson plan"* have now tacitly accepted its as is shown by the
fact that they have themselves called for emergency Assembly sessions on
two occasionsp in 1958 and 1967. The new procedure has not obliterated
the Council; rathere it has kept it on its toes and reduced the
likelihood of deadlocks.
The Security Council has also found its own ways of avoiding some
of the deadlocks that the procedures originally laid down would have led
it into. It has learned to operate by "consensus" when it cannot agree
on a formal resolution. It has learned not to label disputes as disputes
- thus avoiding paralyzing disputes about whether parties to disputes
may vote on disputes. It has blandly ignored what the Charter said
about its decisions requiring"the concurring votes of the permanent
members"; it simply does not treat their abstentions as vetoes. If it
had not made this switch, it could not have authorised U,N. action in
Korea and the Congo, or called for economic sanctions against the illegal
regime in Rhodesia,, or maintained the U.N. force in Cyprus.
When the U.N. was being shaped » the five veto-wielding powers
insisted that peacekeeping was to be their job and theirs alone. If
they had in fact managed to do it all between them,, the rest of the world
might well have found this kind of great-power "condominium" intolerable;
but in any case it was soon clear that they could not do it 0 Their five
-power Military Staff Committee rusted away. They failed to implement the
1947 U.N. plan for Palestine; and one of them, the Soviet Union, openly
supported the communist invaders of South Korea in 1950, It has fallen
to lesser states to play active, indeed \Tital» parts in the task of
equipping the U.N. with alternative means of curbing conflict- These
improvised means still have obvious limitations!, all too starkly revealed
by the outbreak of the Arab-Israeli wars of 1967 and 1973; but they have
represented a considerable improvement on the original great-power scheme,
which did not work at all. It is thanks to the improvisations of the
years since 1945 that Henry Kissinger was able to tell the Assembly:
"In Indonesia, the Indian subcontinent^ the Middle East, the Congo and
Cyprus, the U.N. has shown its ability for effective fact-finding,
mediation and peacekeeping missions."
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The U.N.'s special responsibility toward its eleven Trust
Territories has been almost fully discharged. Nine of these former
colonies, with more than 20 million inhabitants between them, have
duly achieved independence or have freely chosen to join neighbouring
states. On decolonization as a whole, the U.N.'s record is not free
from failures and errors; buta in an age when so many poor and weak
states were gaining their independence^ it is an important fact that
the U.N.'s existence has made it easier for many of them to avoid
becoming mere unhappy appendages of major powers, or bones of dangerous
contention among major powers.
The antagonisms between the worldfs "poor south" and "rich north"
that are apparent in the U.N. would have been just as painfully apparent
if the U.N. did not exist; and without, it. there would be no place where
the two groups could develop a dialogue leading toward compromise and
co-operation. Here, the vigorous evolution of the U.N. system's economic
and social parts has been of great value.
Originally the various specialized agencies were formed quite
separately, and were seen primarily as instruments for co-operation
among the richer and more advanced countries. Their coordination is
still visibly inadequate, but they have already been forcefully pulled
together by the creation and growth of the U.N, Development Program;
and alongside them, other U.N. mechanisms have been shaped to help
tackle the gigantic problems that mankind faces now that it is at last
coming to recognize that poverty and its related ills are matters of
common concern. The greater part of the whole U.N. system's activity,
measured in terms of manpower and money, is now engaged in these fields,
and the scale of the effort is vastly bigger than was envisaged in the
1940s.
Only since 196S has the U.N. begun to exert a real influence toward
the resolving of the world's increasingly urgent environmental problems.
Only in recent years has it broken through the taboos that impeded international efforts to avert the nightmare o£ a catastrophic-ally overpopulated world. These are new extensions of the work of an organization
that some people regard as having become moribund. Kurt Kaldheim rightly
emphasized, in his 1973 annual report as Secretary-General, that in
many fields the U.N., "far from being sidestepped* has become increasingly
involved at so rapid a pace that institutions created in 1945 often no
longer correspond to current needs".
There are now many thousands of people who have served the U.N,
not just as deskworkers in New York, but as peacekeepers* investigators*
relief workers and technicians in many parts of the worlds often in
remote and thoroughly uncomfortable regions. Thus the world has newly
acquired a large body of men and women who have practical experience in
the business of saving their fellows from needless strife and suffering.
This is pure gain. And in the U.N. as elsewhere, people learn even from
their mistakes. Encounters with failure and waste have Caught the U.N.'s
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servants many lessons about "how not to do it". The governments that
are their joint masters tend to be slower to learn such lessons than
the men in the field; but the lessons are gradually being applied.
This, too, is pure gain.
The mistakes and failures in the U.N.'s record have been given
such ample prominence elsewhere that I have seen no need to go over
them all again in this article. Many of my colleagues in journalism
who bear the U.N. no particular ill will have stuck to our profession's
maxim that "good news is no news" so closely that they have hardly
even mentioned the organization except when it was in serious trouble.
The world has been fully informed, throughout the U.N.'s life, about
what's gone wrong. Precisely because of this, it is all the more
important to pause from time to time and remember what Ys gone right.
Quite a lot has.

Andrew Boyd is a staff member
of the Economistf London.
The above article is abridged
from VISTA magazine, December
1973. 0
1973 by the United
Nations Association of the
United States of America, Inc.
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CANADA AND AFRICA*
The Hon. Allan J« MacEachen
Canadian Secretary of State for External Affairs

One of the aims of my Department is to promote closer contact and
dialogue between those who are looking at international affairs from the
academic standpoint and those of us who have to make daily recommendations
and decisions in this field. It is important for us to obtain and be
aware of different viewpoints in order to give our decisions the soundest
possible basis. With this in mind, I should like to discuss tonight the
basic principles motivating our policy towards Africa.
Our first concern regarding Africa is precisely the same as in
every other area of the world — namely, the cultivation of mutuallybeneficial relations with the nations of the continent, who have undertaken to recast their ancient cultures in the framework of modern
statehood. Of course, the first prerequisite of fruitful interchange
between nations is the maintenance of peace, and this is why the
Canadian Government supports the general peacekeeping role of the United
Nations and, as well,, the work of the regional bodies directed towards
the removal of sources of friction between African states.
Recent developments indicate that the impoverished and the deprived
are not likely to remain for long in a peaceable frame of mind; their
patience is wearing thin, Consequently, there is a direct link between
our concern for peace in Africa and our concern for social justice* The
foreign policy review of 1970 made social
justice, along with peace
and security, two of the most important of our six policy objectives.
It also made it clear that social justice is to be pursued largely through
development assistance. There are people who still question the wisdom
of giving aid, in view of our own economic difficulties, not to mention
some improvement in the incomes of those we are aiding- "What do ve get
out of this?", they ask. The answer to this is that in today's world
we have no real alternative. To quote the report entitled Partners
•in Development, written by the Commission chaired by the late Lester
B. Pearson:
"The simplest answer to the question is the
moral one: that it is only right for those
who have, to share with those who have not."
This report adds:
"Even in the best conditions, development
will be untidy, uneven and ridden with turmoil. Great forward movements in history
usually are. The thing to remember is that
the process, global in scope and inter-

The text of a speech to the Fifth Annual Conference of the Canadian
Association of African Studies, Toronto, on 59 February, 1975.
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national in nature, must succeed If there
is finally to be peace, security and
stability in the world. If the developed
nations wish to preserve their own position
in that world, they must play their full
part in creating a world order within which
all nations, and all men, can live in freedom, dignity and decency- In short, we face
an essential need and an unprecedented
opportunity. International development is a
great challenge of cur age."
In the opinion of the Government of Canada, these words are even
more convincing today than when they were written five years ago. And
they underline our interest in partnership and co-operation with
developing countries.
Our involvement in development: assistance in Africa is substantial.
This year we have allocated $195 million of public funds for our bilateral
programs in the independent countries of Africa — namely, over 40 per
cent of our bilateral-aid budget. Of this figure, about $85 million
took the form of grants and the rest that of concessional loans. We
shall also be providing almost S60-million worth of food aid to Africa
this year. An additional $26 million'has been channelled into Africa
through multilateral agencies such as the UNDP, the World Bank, and the
African Development Bank, as well as non-governmental organisations such
as the World. Council of Churches, I should like also to refer to the
special assistance program we have undertaken in the Sahelian region
of West Africa, This special program provides for disbursements over
the next five years of some £230 mi.].lion, These disbursements are
certainly justified by the magnitude of the problems found in that
region of Africa, taost of which are directly related to the severe
drought suffered there since 1968. Canada has tried to vlay its part
in meeting the immediate needs of the. people stricken, by th'.s drought.
What remains to be done now is a long-term effort, alrcsd at findifig
and implementing permanent, solutions, m co-operation with the other
aid. agencies s to the severe setback the drought has meant for trha
development of the Sahel,
There, is a third element, however;, which has a special relevance
to Africa. That is our concern for human rights and dignity and. selfdetermination* For a quarter of a century, successive Canadian Governments have condemned racial injustice and colonialism as they have been
practised in Southern Africa. The situations prevailing in that area,
have, in our opinion, been totally unacceptable and an affront; to the
conscience of. the world.
Sometimes our policies in this field have been dismissed by some
critics as mere rhetoric. But that is far from the case.
For example, we consider our bilateral aid programs in the independent countries of Southern Africa such as Tanzania, Zambia* Malawi,
Botswana, Lesotho and Swaziland show where we stand in relation to them
and to the white-ruled minority regimes.
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We have also channelled substantial sums into various multilateral
institutions such as the United Nations and its Specialised Agencies and
the Commonwealth Secretariate., which are carrying on humanitarian
programs in this area.
Finally, we have initiated a policy of expanded humanitarian assistance in Southern Africa. Funds are given in the form of matching grants
to Canadian non-governmental organizations and international bodies that
have existing projects of this kind In Southern Africa, Assistance is
being provided, for example* to an educational and health centre in
Lusaka, to other health centres in the Chiweshe Reserve in Rhodesia, and
for educational, medical and agricultural equipment in Angola and
Mozambique, Our record for many years shows convincingly where we stand.
We have condemned, and shall continue to condemn, racism and colonialism
In Southern Africa.
Developments In Southern Africa, during the last year give some hope
that the situation may significantly Improve. Events in the Portiiguese
territories have been so rapid and so dramatic that they emphasize how
unwise it is to be dogmatic. We are gratified and encouraged by the
decolonization process undertaken by the Portuguese Government. Very
few people foresaw such changes as have occurred in Guinea-Bissau,
Angola and Mozambique during the past year. No one can be certain what
will be the situation In the remainder of Southern Africa one year from
now. However, there are indications that the South African Government
is seriously attempting to improve its relations with its neighbours by
peaceful means. As part of this effort, the South Africans appear to be
pressing Ian Smith to seek a settlement of the RhodesIan problem with
the African nationalists. We believe that, to some extent, these
initiatives of the South African Government are a belated response to
the pressures that Canada and other countries have exerted on South
Africa. In our view, such pressures would have been less effective If
we had chosen to have no truck or tirade with the South Africans and
severed our diplomatic relations with them, as some of our cr.it.Lcs have
suggested. We should hope, moreover, that these, efforts by South Africa
to seek better external relations would be accompanied in the future by
determined efforts to eliminate racial Injustices at home.
As you know, the broadening of Canada's African diplomacy is recent
but has been quite rapid- It was not until 1957 that we established
our first full-fledged diplomatic mission in Black Africa. Prior
to that, we had representation in South Africa and a trade office in
what is now Zaire. There are now Canadian missions in the following
countries of the Maghreb and francophone Africa: Senegal, Ivory Coast,
Cameroon, Zaire, Tunisia, Algeria and Morocco, as well as smaller offices
In Niger, Mali and Upper Volta. In Commonwealth Africa, we have resident
high commissions in Nigeria, Ghana 3 Zambia, Tanzania and Kenya. Finally,
we have embassies in Ethiopia and South Africa, Most of: these diplomatic
missions are accredited to one or wore other countries. In total,
we have resident or non-resident accreditation to every country of
Africa with the single exception of Equatorial Guinea,
The majority of our External Affairs personnel in these posts are
spending some of their time on development-aid matters; in addition,
there are 16 CIDA field representatives attached to these missions.
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About 850 Canadian experts are now in Africa on CIDA contracts of every
conceivable type, and some 500 representatives of CUSO (Canadian
University Services Overseas) and of its French-language equivalent
are posted in African countries. Another 50-odd Canadians are working
in Africa on behalf of the Canadian Executive Service Overseas — a
very useful organisation through
which senior Canadians provide
their expertise to the developing countries at minimal exoense. In
total, therefore, we have nearly 1,500 Canadians working on development
in Africa.
The involvement of provincial governments is an interesting feature
of the Canadian presence in Africa. They have already displayed their
interest in the continent and their willingness to participate further
in Canada's international development programs. They possess important
resources both technical and managerial and their support for Canada's
aid program in Africa is extensive. They work in close harmony with
CIDA to recruit teachers and experts. Quebec is at present in the vanguard
of this involvement, and participates with CIDA in four important projects
in Africa. This demonstrates how all levels of government in this country
can work together abroad.
I must point out, however, that most of our missions in Africa are
still quite small; their staffs are hard-pressed to discharge their
responsibilities, particularly in regard to countries of non-residence.
For example, our ratio of aid supervisors to aid administered is far
out of line with some other countries, particularly the United States.
Moreover, the responsibilities of our missions go well beyond administering
aid. The number of Canadian visitors to Africa is rapidly increasing,
with attendant consular problems. And with increasing visits of businessmen, technical experts and advisers, the question of trade and cultural
exchange has taken on a new dimension.
Yet some people ask: "Why are we in Africa at all?" The short answer
is that Canada cannot afford to isolate itself from what Andre Malraux has
accurately described as one of the greatest events of the twentieth centurythe emergence of hundreds of millions of Africans to self-government and
independence. We Canadians are an outward-looking people, conditioned
to be so because our very existence depends on the outside world; and, when
we look eastward, we must look to Africa as well as Europe.
Our two official languages are also the two European languages used
most frequently in Africa. The Government's policy is a distinct asset
in this continent, and I'm told that the bilingual nature of Canada is
well reflected in the linguistic background of the young Canadians working
there. I should add that Canada has achieved a fairly high level of
technological competence; and technology is an essential ingredient of
development.
Even if the passage of time has eased some of the post-independence
strains between African states and their former colonial masters, there
are still quite a few situations where governments would prefer to deal
with a country like Canada that has no colonial past; and, if I may add
a personal note, I have the feeling that our response has not always met
with the expectations of the Africans. As they say on Madison Avenue,
we must try harder; and I intend to try harder.
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I turn briefly to the wider political and cultural framework of
Canada's African diplomacy.
Since the 1950's, Canadian participation in the United Nations and
in the Commonwealth has been a basic element in our foreign policy; in
the 1960'ss La Francophonie was added to this framework. The multilateral
connections between Canada and the African states forged in these various
bodies had the natural result of causing us to develop our bilaceral relations with the countries involved.
Today our relations with Africa are perhaps entering a new phase.
We must continue to support the three multilateral bodies 1 have mentioned.
On the other hand, we cannot afford to regard the African states simply
as emanations of some multilateral institutions of which we are both
members.
The point I wish to make is that, in developing our policies, it
is now essential for us to consider the particular needs, aspirations
and circumstances of each of the African countries with which we have
diplomatic relations. We are now more aware than previously of the
necessity of balancing our relations with these countries by placing
more emphasis on bilateral matters and looking at areas of mutual interest
other than aid and technical co-operation. I'm thinking of general
policy consultations, cultural affairs, and broader economic co-operation.
This adjustment will require us to demonstrate both flexibility and
imagination. In each case we shall be required to estimate both our own
resources and the particular problems of the individual African country
concerned. It is only in this way that we shall be better able to organise
aid programs, to expand business relations and to promote successfully
those policies (.for example, in the environmental field and the law of
the sea) that we Canadians regard as particularly important.
The furtherance of such bilateral relations is going to require more
effort in Africa on our part than we have previously been able to make.
But we must do this without in any way sacrificing the multilateral ties
that have proved so valuable to Canada in the past and that we intend
to continue to strengthenObviously, a balance must be struck in the scale of priorities on
both sides and, naturally, such a balance is, in fact, struck by the
daily process of diplomatic activity. Canadian interests in Africa would
hardly be enhanced if our Government were to allow our relations with the
United States, Japan and Europe to deteriorate. In a very real sense, it
is the very robust network of relations — political, economic, technical
and cultural — that Canada has developed with other industrialized
countries that gives us the means to cultivate a more substantial rapport
with the emerging states of the world, in Africa as elsewhere. But I foresee
nothing in the future that is likely to lessen the Canadian presence in
Africa. On the contrary, all present indications are that we must
continue to increase our activity in this field — subject, of course, to
the resource constraints. In this respect, I should certainly expect a
substantive contribution from Canada's Africanists - particularly on the
more fundamental forces that will orient Africa's growing participation
in world affairs. It is no secret that ominous gaps are developing in
certain areas between the developing nations and the developed world.
Within the Third World itself, the world energy crisis has made the
relatively wealthy states better off and the poorer peoples even poorer.
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that it is "ganging up" on the West, that it is developing a blind automatic majority in international agencies. Africa is often singled out in
these criticisms, as the numerous African countries are an essential
component of any such majority. Well, this trend is quite understandable
when we remember the history and background of the African countries.
Perhaps we should not be surprised that they are using the most compelling
argument they have, which is their voting strength in the United Nations
and other bodies. Africa must be heard.
But international organizations, in their present set-up, are not
parliamentary bodies; they are rather a forum for discussing various
world issues and reaching decisions on a consensus basis. Confrontation
between rigid blocs will lead nowhere. Canada does not wish to be
automatically assigned to some theoretical bloc. We regard this approach
as simplistic and even harmful. It is a precarious world we live in and
to such common enemies as disease, poverty and ignorance we run the risk
of adding bristling suspicion and distrust.
If we are to progress through this difficult period in world history,
we shall require good will, common sense and muchgreater knowledge of each other
Ignorance is highly dangerous in this volatile international environment.
It is certainly true that knowledge does not always bring wisdom, but we
should strive to create a climate in which that essential quality can be
nurtured.
There is some urgency, in my view, to expose and discuss more formally
with African leaders the Canadian Government's views on these matters; even
more urgent, perhaps, is that I, as Secretary of State for External Affairs,
be briefed at the highest level on the approach of African governments to
the second special session on development of the United Nations 1 General
Assembly next fall. As you know, our Government found itself in a minority
situation in the last Parliament; and the necessities of survival forced us
to curtail drastically consultations with other governments. This situation
has now been remedied, at least for a few years. Consequently, I am now
making arrangements for a two-week tour of Western Africa in mid-April;
and I am looking forward to this opportunity to acquire a first-hand
knowledge of the countries along the Gulf of Guinea and of the droughtaffected area of the Sahel. In view of the objectives of Canadian policy
in Africa, I hope, in the course of this visit, to reinforce the ties that
already link Canada to the independent countries of Africa, to take stock
of what has been accomplished so far, and to explain Canadian policies
in areas we consider vital.
In conclusion, I wish to emphasize that Canadians must not make the
mistake of regarding the people of Africa simply as "under-developed" recipients of our economic aid. We must recognise that Africans have their
own history, culture and religion; only by understanding and respecting
their traditions can we benefit from their friendship. Conversely, Africans
should recognise that Western countries also have their own past and their
own social institutions, which are no less worthy of study for appearing
somewhat puzzling to the ancient peoples of West Africa.
Much has been made, as you know, of tribalism in Africa and of the
difficulties this social phenomenon presents for nation-building in the
continent. But you, of all people, should have discovered that Canada
is itself to some extent a nation of tribes. There are the English and
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French Canadian tribes, the Alberta tribe — even my own Scottish Cape
Breton tribe; but we prefer to call them language groups or provinces, or
regions. And, of course, I don't have to tell you that interprovincial
fights can sometimes be pretty rough' We have devised — sometimes
painfully — in Canada a way to resolve these conflicts; we call it
federalism, and I think that Africans could perhaps gain from a closer
study of this quite remarkable political system. In due course, I am quite
confident that we in Canada shall have something to learn from the way
African states resolve various conflicts of interest between their own
communities.

-29WHY ZAMBIA WANTS TO TALK

An -interview with Foreign
Minister Vernon Mwaanga

The article which follows appeared in
the Financial Mail (Johannesburg) of
18 Aprils 1975, under the same heading
as above.

At last week's extraordinary session of the OAU's Council of
Ministers in Dar es Salaam, Zambia*s Foreign MinistergVernon Mwaanga,
had the tough task of answering vehement African critics of his
country's contacts with SA, Mr. Mwaanga has made it clear that contact
between Black and White governments must go on, though the possibility
of taking up arms again would remain in the background.
Mr Mwaanga spoke to the Financial Mail during a break in the Dar
talks:

FM; South Africans were saying the doves - meaning the African
States that advocate contact with SA - would be eaten alive at the
OAU talks. You look very much alive - what are your comments ?
Mwaangai We have explained what our objectives are - to discuss
the liberation of Zimbabwe and Namibia. The ds facto position is that
SA is the colonial authority we have to deal with.
We believe there is nothing wrong in dealing with a colonial
authority with a view to persuading her to free her colonies, and 1
don't think anyone can be eaten alive for attempting to resolve a
colonial problem.
We haven't been eaten, we are still alive, and we are keeping
the initiative very much in our hands.
FM; SA claims its image throughout the world is improving,
though in Britain and Holland it admits there are still people who
view it with suspicion.
Mwaanga* I donvt think SA's image in the world has improved as
such. I have come from a long tour of the Far East and Pacific areas
and have been on an extended dour of Africa.
Even when I was in Europe the other day I didn't notice any
drastic improvement in SA's image. But I think that if SA were to help
resolve the problem of Namibia, and help in bringing about majority
rule in Zimbabwe^ her image would definitely improve.
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FM: If the OAU were to decree there should be no further contact
by independent States in Africa with SA and Rhodesia, could it come to
the point where Zambia^ Tanzania and some of their friends in Africa
would "go it alone11 ?
Mwaangaz I want to say that the position of the liberation
movements - in this case the liberation movements in Rhodesia - is
crucial to the question.
Bishop Muzorewa told the OAU that the agreed position of the new,
unified ANC is that it would like to opt for negotiations. They say
that if, at any point, they feel negotiations have failed^ they will
come back to the Organisation to ask for an intensification of the
armed struggle.
Their position( therefore, is not unimportant in this matter,
and we hope that Africa will heed what the leaders of the people of
Zimbabwe want.
If the OAU did decide there was no need to continue contacts with
SA, regardless of what is being achieved and regardless of what the
objectives are, then it would be up to the four presidents who initiated
the contacts to meet and decide on a common course of action.
FMi We believe Zambia and Tanzania presented a joint declaration
to the OAU Council of Ministers. Does this mean that reports of
strained relations between Zambia and Tanzania over the issue of contacts with SA are untrue ?
Mtiaanga: I don*t think our relations with Tanzania have been
strained. You saw the Strategy Note which was presented by President
Nyerere at the Council's opening. That was a document in which both
Tanzania and Zambia participated.
We dids indeed* later present a draft declaration to the drafting
committee of the Council of Ministers. Our two countries have experienced
no difficulty in working together.
We believe we must adopt a double strategy. We must be prepared
to opt for negotiations where and if negotiations are possible. But we
must also be prepared for an intensification of the armed struggle if
negotiations fail.
FM: Zambia - and you personally - have emerged as central figures
at the Council. Are you being attacked by other African States and, if
so, how are you defending yourselves 1
Mwaanga: No one seems to have attacked us so far. We have stated
the bare facts of the position as we see it. We take a realistic and
pragmatic view of this matter, because we believe we (the OAU) have
passed too many resolutions which have not produced results *

-31

The need is evident that we must begin reviewing our whole
strategy - our whole tactics - so that we can adopt policies which will
produce results.
The United Nationss I believe,, passed something like 32 resolutions
demanding the release of the Zimbabwe African nationalist leaders* The
OAU also passed many resolutions^ I dcn*t know how many. Yet none of
those resolutions brought about the release of the nationalist leaders.
We have to begin producing policies which will produce resultsB
not merely attend OAU sessionse pass resolutions and go home and feel
satisfied until the next OAU meeting.
What Zambia has done is to point out that those who disagree with
our policies would tell us exactly where they disagree. You can see
the results we have achieved .... what is there to disagree about ?
Not a single country has pointed an accusing finger at us.
need to defend ourselves has not arisen,

So the

FMi Could we see amendments to the Lusaka Manifesto on Southern
Africa as a result of this conference ?
Mtiaangai There may be a need to modify a few things to bring
them up to date, because the situation has changed dramatically in this
part of the world. Portuguese colonial rule is no longer an issue, as
it was at the time of the Lusaka Manifesto.
The Manifesto was really a policy document setting out current
objectives in Southern Africa. What we have been trying to do (in Dar
es Salaam) is to agree on methods for implementing the policy decisions
adopted in Lusaka,
FMi You have been a newsman, Sir. You once edited the Times of
Zambia* How would you wrap up this conference in a couple of hundred
words ?
Midaanga? 1 would say this* First of all there was some confusion
when we came to this conference- People came with preconceived notions*
There was the question of dialogue- There was the question of detente.
So, instead of concentrating on the main item on the agenda ™ the
overall situation in Southern Africa - people were talking about detente
and dialogue and making those the major issues.
But after President Nyerere and I spoke, pointing out that these
were not the issues and that we should be discussing broader policies,
a number of people went back to rewrite their speeches.
So all I can say is that the suspicions have baen aired, the
differences have been aired, people have said what they wanted to say9
and they have been able to vent whatever bitterness they have felt*
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I think the conference has been very successful in getting this
atmosphere of mutual suspicion removed. From now on we can proceed
knowing exactly where we have gone4 where we are now, and where we are
going tomorrow.
FM;

So the OAU is more united as a result of this conference ?

Mtiaanga; Yes, because if this conference had not been held, there
would have been all kinds of rumours and suspicions and people would
have been making statements in their respective capitals which would
not have been good for Africa.
Having aired all the grievances we had, we shall go back more
united than we came.
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RHODESIA/SOUTH AFRICA RELATIONS:
NEWSPAPERS EXCHANGE VIEWS

Editorial Comment in "The Chronicleu (Bulawayo3 Rhodesia)3

7 Aprils 1975

And now, let Mr. Vorster bend
The Rhodesian Prime Minister, Mr. Smith, has now bent so far backwards
in pursuit of detente he is in danger of banging his head on his heels.
It is a posture In which a man is apt to snap in two.
By releasing the Rev. Sithole, he has taken a colossal gamble.
The question all want answered is: will there be a matching response,
specifically from the meeting of OAU Ministers this week?
There will be a better chance of one if Mr. Vorster takes some positive steps of his own in the next few days.
Rhodesia may be sure he will make some small gesture - but we confidently predict It will be another little kick in Rhodesia's teeth,
causing no pain to the wearer of the boot.
South Africa needs reminding that detente Is not all about Rhodesia.
She should note that the only item on the Dar es Salaam conference agenda
is South Africa, not Southern Africa.
Rhodesia has long dominated the headlines. She has done most of the
giving, largely at the insistence of Mr. Vorster. Mr. Smith came as
close as he could to confirming that on Friday night.
A man and his dog
But where is South Africa's meaningful contribution to detente, as
opposed to her words?
It is difficult to recall any move by Mr. Vorster that remotely
matches those Mr. Smith - or indeed black Africa - have made.
Has he heard what folk say about a man who sends his dog where he
will not walk himself?
When it comes to "forgiving thine enemy", what has he done?
the ailing Bram Fischer.

Released

Of course, some "Slegs vir Blankes" signs have been removed from
some park benches.
Does he imagine these steps impress?
Or does he, incredibly, actually believe in South Africa's massive
national illusion, the "homelands policy"?
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Last year Mr. Vorster armed himself, prematurely, with a fresh term
of office. It was clear that things the voters wouldn't like would have
to be done. Now is the hour for him to do them.

Editorial in "Beeld"3 Johannesburg^ 8 April, 2975 (Translated from Afrikaans)
They seem to be frightened
It is an unpleasant situation which has now arisen in Rhodesia, with
attacks on South Africa and its Government which are strongly reminiscent
of the cold war which Sir Godfrey Hugging in his time conducted so enthusiastically, but at least with greater subltety.
We can expect such irresponsibility from the far-right elements in
Rhodesian politics; they have notoriously close contacts with the rightwing mafia in the Republic. One does not take any notice of them. However,
what makes us very unhappy, is the undisguised venom in those Rhodesian
circles from which we expected greater level-headedness - especially in
view of their own attitude in the past on the whole question of a
settlement which would be acceptable for white and black Rhodesians.
In the long vehement piece which we reported yesterday morning from
The Chronicle of Bulawayo, there is revealed an almost hysterical feeling
against Mr. Vorster and our Government. The wilder men at the O.A.U, will
find it decidedly encouraging; they know that the support and sympathy
which Rhodesia has obtained from South Africa was one of the most important factors which has helped to maintain Rhodesia for so long. If a
paper with the influence of The Chronicle, and a number of Members of
Parliament of the Rhodesian governing party, through misguided and irresponsible utterances, now create such a strong impression that they
wish to bring to an end that South African sympathy, this will greatly
help the Rev. Sithole and his friends.
In Dar es Salaam the extremists will be encouraged by this Rhodesian
extremism; they will all too easily see this as an indication that the
nerves of important Rhodesians are already so strained thai: they are
beginning to attack their best - and only! - friend. In calmer circumstances this would have been only the height of ungrateful irresponsibility.
On the eve of the O.A.U. meeting it is a gift on a golden platter to the
terrorists.
To the few M.P.'s of Mr. Smith's party, who are now apparently moving
on an anti-South African course, we wish to say just, this: Your own
leader has repeatedly said that he regards a generally acceptable
settlement as "the first prize". Such a thing does not fall like a ripe
fruit in one's lap; it has to be worked for. Ian Smith is working for
it. John Vorster is working to achieve it s as go-between with better
contacts in Black Africa. What are your own contributions, other than
to make more difficult the efforts of these men?
The Chronicle's contribution we can summarise in an adoption of its
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own elegant language: It is a kick in the teeth for detente, which
hopefully will not hurt too much the wearer of the boot, and all its
people.

Editorial Comment in "The Chx>oniole"j 9 Aprils 1975
Does detente stop at the Limpopo?
The Johannesburg newspaper, Beeld, has described our comment on
Monday as a kick in the teeth to detente.
It did so in a leading article remarkable only for the ingenuity
with which it evaded the issue we raised.
We were treated to some views on Sir Godfrey Huggins, a threat to
withdraw South Africa's sympathy for the Rhodesian cause, and a rebuke
to some Rhodesian MPs.
Sir Godfrey, alas, is dead. South African sympathy, if we are to
judge by recent attitudes of Beeld and some other newspapers, is fragile.
The MPs can speak for themselves.
To re-state the point: Ministers of the black nations are at this
moment gathered in Dar es Salaam to consider their attitudes to detente
in Southern Africa.
The outcome of this meeting is not known at the time of writing.
Those Ministers might be helped towards a consensus favourable to
detente if they could be shown tangible evidence of South Africa's
willingness to act, and not merely talk.
And not merely prod Mr. Smith into doing all the giving.
What form South African action might take is not for us to suggest.
But the field so far hardly explored, is vast.
Beeld, and others, appear to need reminding that the Limpopo is not
the northern frontier of detente.
The missing link
One week after the completion of the Rutenga rail link in September,
the Minister of Transport said that "even under ideal conditions" Rhodesia
would need a fifth rail outlet to meet production expansion.
On Friday, Mr= Hawkins' Ministry announced that plans for a second
direct link with South Africa had been shelved because the Rutenga line
would be able to cope.
So what gives?

The prospect of Rhodesia losing its outlets through
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Mozambique is far from remote, and there are economic question marks over
the Mafeking line.
Has the Government put its shirt on detente? Or is it merely doing
a very fair impersonation of Mr. Micawber?
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THE COMMONWEALTH AND RHODESIA
A.

Commonwealth Ssaretary-General's Report
In his fifth report to the Commonwealth Heads of
Government, covering the period April 1973 to
March 1975, the Secretary-General, Mr. Arnold Smith,
included the following section on the question of
Rhodesia (paragraphs 73 - 84).

When I presented my last report there seemed little prospect of an
early resolution of the Rhodesian problem. The coup of 25 April 1974
in Lisbon dramatically altered the situation, however, and its effects
can be likened to those of an earthquake which has obliterated centuriesold landmarks and changed the political landscape of southern Africa.
Outside the Portuguese colonies themselves, no country is likely to be
more directly and immediately affected by this event than Rhodesia.
Conscious of the possibilities inherent in the situation, I took
the opportunity to establish personal contact with Dr. Mario Soares early
in May 1974 in order to convey to him the Commonwealth hope that the new
regime would unequivocally accept the principle of self-determination
for its African colonies and move rapidly towards granting them full and
unfettered independence. I also assured him, in the context of the
Lusaka Manifesto of 1969 and the discussions in Ottawa in 1973, of the
willingness of those Commonwealth countries in the position to do so to
assist in promoting a negotiated settlement with the liberation movements
once the principle of self-determination was recognised.
The important role played by President Kaunda and President Nyerere,
leading ultimately to the Lusaka Agreement of 7 September 19 7 4, is now
a matter of history. I was privileged, as a result of my personal conversations with them and other leading Commonwealth African statesmen,
and also with Frelimo leaders, to supplement their efforts in a small
way on behalf of the Commonwealth as a whole.
Meanwhile, in Rhodesia itself the Central Committee of the African
National Council met on 2 June 1974 to consider the outcome of the talks
between Bishop Muzorewa and Mr. Ian Smith. Mr Smith's proposals offering
the Africans six additional parliamentary seats or a total of 22 in a
72-member House - less even than the one-third representation needed to
block constitutional amendments - were rejected because they fell far
short of African aspirations. On 20 June 1974, following the arrest and
detention of the ANC's Publicity Secretary, Dr. Edson Sithole, Bishop
Muzorewa announced the suspension of the bilateral talks with Mr. Smith.
He also categorically rejected Mr. Smith's invitation to a round-table
conference of African chiefs and other supporters of the illegal
regime, demanding instead a full-fledged constitutional conference under
Britain's chairmanship attended by genuine representatives of all shades
of African opinion.
President Kaunda endorsed this approach and offered to use his good
offices with the liberation movements in the event of a constitutional
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conference being convened. On its part, the British Government declared
that the 1971 proposals were no longer on the table, and that it would
not countenance any settlement without the support of the African
majority. It affirmed that it would not be averse to calling a
constitutional conference but stressed that certain conditions would
have to be present for such a conference to be effective.
The stalemate in the Rhodesian situation was broken by the Lusaka
Accord of 12 December 1974, which was preceded by months of close
consultation between President Kaunda, President Nyerere, President
Seretse Khama and other concerned parties. The Rhodesian liberation.
movements, their leaders released from detention, have merged into an
enlarged ANC. Despite several developments which threatened to
jeopardise the prospects opened by the Lusaka Accord, preliminary talks
began between representatives of the ANC and the Smith regime on the
proposed constitutional conference.
I have been in touch with Commonwealth leaders in Southern Africa
and Britain throughout these developments, My services, and those of
the Secretariat, are ready to help in any way the Commonwealth may
require. At the time of going to press, it is too early to predict the
outcome of the talks which have just begun. There are many pitfalls along
the way and a wide divergence of publicly-expressed attitudes. But
Southern Africa is changing fast. The approaching end of Portuguese
rule in Mozambique, the close association of Mozambique's leader,
Dr. Samora Machel, with the initiatives resulting in the Lusaka Accord,
the increased military potential of the Rhodesian liberation movements,
the growing financial, military and psychological strains on the white
Rhodesian community, and the palpable reassessment by South Africa of
its policy towards its neighbours, add up to a more encouraging
picture than at any time since the illegal declaration of independence
in Rhodesia. There may now be room for some optimism, though the
illegal regime may create unforeseen obstacles.
I have received visits from Dr. Gabellah and other representatives
of the African National Council during the past year, and have also met
leaders of the Rhodesian liberation movements. All of them continue
to place value on Commonwealth support for the legitimacy of their
struggle. There is particular appreciation for the Special Commonwealth
Programme for Rhodesians, now in the process of being expanded, as a
single contribution to the intellectual and administrative infrastructure
which Zimbabwe will require.
Sanctions Committee m&et-ings
In accordance with the direction given by Heads of Government, the
Commonwealth Sanctions Committee has continued its work. Meeting at
Marlborough House in May 1974, the committee took stock of internal
political developments within Rhodesia, the deteriorating security
situation, the decline in white immigration and the acceleration of
emigration, especially of young people. It also considered the likely
impact of the Portuguese coup on Rhodesia's fortunes. There was general
agreement that the circumstances warranted more, not less, emphasis on
the strict enforcement of sanctions, the effect of which would be all the
greater at a time when the illegal regime was faced with the possible
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loss of Portuguese support.
The committee examined the implications
of the new disclosures regarding the role of international finance in
the doubling of the Rhodesia Iron and Steel Company's capacity, and of
other reported sanctions-breaking operations,, The committee also
reviewed the aid to Zambia programme, and was informed by the Zambian
representative that his country was now over the humpIn keeping with its assurance that it was examining ways to make
sanctions more effective, Britain took the initiative with the Council
of Ministers in Brussels for the establishment of a special committee
which would look into breaches of the sanctions policy by nationals of
EEC countries.
In Bonn, the Government has set up an inter-ministerial
committee to seek out and close loopholes in legislation and to
investigate specific abuses such as the RISCO deal- Japan has sought
to enlist the co-operation of its powerful Federation of Economic
Organisations in dealing with sanctions violations.
All these are
encouraging developments which will need to be sustained before their
full effect is felt.
But it is Mozambique, on which Rhodesia has relied so heavily and
successfully in the past for its surreptitious commerce with the rest
of the world, that presents the most ominous problem for the Smith
regime.
By the time the Sanctions Committee met in February 1975,
Rhodesia had rushed through the completion of an independent rail link
with South Africa from Rutenga to Beitbridge, in an effort to reduce
its almost total dependence on the Mozambique ports of Beira and
Lourenco Marques,
The committee considered the position of the transitional government in Mozambique in respect of enforcement of sanctions
against Rhodesia, especially in view of the adverse consequences it was
thought this would have on Mozambique's fragile and war-torn economy.
It recognised this as a genuine difficulty, but one to which the world
community as a whole, not Mozambique alone, would have to find an
answer.
This meeting of the committee took place at a time when delicate
negotiations were under way in Salisbury and elsewhere. The committee
welcomed the political initiatives which had made these possible, and
exchanged views on future prospects.
There was complete agreement
that sanctions should be maintained, even intensified, till such time
as a satisfactory constitutional settlement was reached. The committee
also explored what would need to be done to tighten sanctions against
Rhodesia if, regrettably, the current talks failed. Various approaches
were discussed, including the possible future role of Mozambique in the
context of Frelimo's reported willingness to apply sanctions of Mr. Ian
Smith proved intractable,
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Eeads of Government meeting in Kingston, Jamaica
Southern Africa questions were among those
discussed at the Commonwealth Heads of Government meeting in Kingston, which ended on 6
May, 1975. Other matters discussed, as reflected in the final communique, included
disarmament, Cyprus, the Middle East, the Indian
Ocean, South Asia, Caribbean questions and
international economic matters. The conference also elected Mr. Shridith Ramphal, Foreign Minister of Guyana, to succeed Mr. Arnold
Smith as Commonwealth Secretary-General.

According to a partial text of the final communique, published in
The Times (London) on 8 May, 1975, the Heads of Government "laid particular emphasis on the opportunities for the Commonwealth to make a constructive contribution to the problems of Southern Africa and underlined the
special responsibility of Commonwealth member countries to work together
in the search for a resolution of the situation in Rhodesia",
The communique, as published in The Times, included the following
section on the Rhodesian issue:
Heads of government re-emphasized that the objective
for Rhodesia was independence on the basis of majority
rule.
Heads of government reaffirmed their total support for
the struggle of the people of Zimbabwe for independence on
the basis of majority rule and pledged to concert their
efforts for the speedy attainment of this objective.
They took note of the determination of the African
freedom fighters, supported by African and other states, to
achieve their objective by peaceful means if possible, and
recognised the inevitability of intensified armed struggle
should peaceful avenues be blocked by the racist and
illegal regime.
The meeting noted that South Africa continues to
support the rebel government by affording it the military
and economic assistance on which its survival depends,
and reaffirmed their view that South Africa should fulfil
its international obligations and strictly apply the
United Nations mandatory sanctions and withdraw its forces
from Rhodesia.
Heads of government emphasized the importance of taking
immediate practical steps to assist an independent Mozambique in applying sanctions, since the great bulk of
Rhodesia's exports and imports is dependent on Mozambique's
transit facilities. They were unanimously in favour o£
providing immediate financial assistance to the new
Government of Mozambique.
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They also endorsed recommendations that an initiative
should be taken by Commonwealth governments at the United
Nations to establish a programme of assistance for
Mozambique in terms of articles 49 and 50 of the Charter,
According to other reports, the.Heads of Government also gave a
commitment to help not only Mozambique but also Botswana and Zambia to
cope with the greater costs of the intensification of a sanctions
campaign against Rhodesia, and they recognised the African National
Council (A.N.C.) as the principal representatives of the Rhodesian people,
(See, for instance, reports in The Star of 8 May 1975, p.18, and To The
Point of 16 May 1975, p.9.)
On South West Africa and South Africa the communique included the
following paragraphs (as published in The Times),
Heads of government were deeply concerned that South
Africa continues to occupy Namibia illegally ... and in
defiance of world opinion. Re-affirming that the fragmentation of Namibia was unacceptable, they recalled the
obligation of the international community to maintain the
territorial integrity of the territory and the right of its
people to self-determination and independence.
The meeting looked forward to the time when the Government and people of Namibia might be welcomed into the
Commonwealth, if that were their wish. Heads of government reaffirmed their total and unequivocal condemnation
of apartheid and all forms of racialism. They welcomed
the British Government's decision to comply strictly with
the United Nations embargo'on the sale of arms to South
Africa and to terminate the Simonstown agreement.
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CYPEUS - AN1 EASING OF TENSION?

The division between Greek and Turkish Cyprus will remain one of the
world's most explosive divisions and could possibly cause future war and
upheaval in Athens, Ankara and Nicosia„
The months of February and March
have been difficult months for the Turks, Greeks and Cypriots ever since
the proclamation on 13th February of a provisional Turkish republic in
the northern two-fifths of Cyprus. Since the Turkish initiative, the
Cypriot Government has made repeated requests that the UN Security
Council should take action. It has taken the Security Council over three
weeks to produce its new resolution on Cyprus, but if, as seems likely,
the Resolution which was approved on Wednesday 12th March, meets with the
approval of both the Greek and Turkish Governments, then valuable time
will not have been wasted.
The American arms embargo against Turkey imposed by Congress on the
5th February may well have been the catalyst for the establishment of
the new Republic in Cyprus. On the same date Mr. Denktash, the Turkish
Cypriot leader, asked the Turkish Government for permission to proclaim
a Turkish Cypriot State and perhaps significantly, on the day before the
former Turkish Prime Minister, Mr, Ecevit, had said that, if American
aid was cut off, Turkey should abandon all cpncilliatory moves, refrain
from withdrawing troops from Cyprus, and allow Mr, Denktash to set up an
autonomous state.
In setting up a provisional Turkish Cypriot Republic,
the Turks have formalised the de facto partition of the Island and now
control 40 per cent of its land, area containing 70 per cent of its agricultural and industrial potential.
In response to the Turkish Cypriot proclamation, the Greek Cypriots
called on the Security Council to introduce economic sanctions against
the Turks. But this largely emotional response soon subsided with the
result that after three weeks the new UN Resolution simply calls for
a resumption of inter-communal talks between the Greek and Turkish
communities under the auspices of the UN Secretary- General, Dr. Ualdheim.
Not by chance, the Resolution coincides with a renewed American peace
effort. Dr. Kissinger saw the Greek Foreign Minister in Brussels recently
and broke off his diplomatic round in the Middle East to visit Ankara,
Meanwhile a senior official in the. State Department has been active in
the Aegean area attempting to reconcile the differences between Greece
and Turkey on the Cyprus question.
Although the UN Resolution in itself has given rise to a certain
amount of optimism, the fact that the Turkish Government has yet to
resolve its internal political problems has cast a shadow over the
situation. The Greek Government too is far from united, since it
discovered that there are still officers in the Greek Armed forces who
would prefer a military regime to the present Government. Both the
Greek and Turkish Cypriot leaders claimed a victory of sorts after
the adoption of the Resolution and the official Turkish Cypriot. radio
claimed that the Resolution was a defeat for the Greek Cypriot aide.
In this assertion it appeared to have the support of 1 000 Greek Cyp
High School pupils who left their classes to demonstrate against the
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a more cautious attitude towards the Resolution when he said that
though it was not "absolutely satisfactory", it nevertheless contained
"positive elements for the furtherance of the Cyprus problem towards a
solution". He also added that the Turkish side had failed in its efforts
during the Security Council debate to prevent the internationalisation
of the whole Cyprus question. The President indicated that one of the
most constructive points of the Resolution was the confirmation by the
Security Council of the recognition of the Cyprus Government and £ts
disapproval of the Turkish decision to proclaim a separate federated
Turkish Cypriot State on the Island. Mr. Denktash, however, said
that any formula which would recognise or appear to recognise the
Makarios administration as a Government of Cyprus would be unacceptable.
The decision in principle to resume the Cyprus talks is thus one
more chance to prevent further deterioration of the situation on the
island. A settlement will only be brought about if the Turks can be
persuaded to make some territorial concessions. It must, therefore,
be a major objective of UN, American and European policy to persuade
the Turks to do just that, while persuading the Greek Government to move
on some of the constitutional issues involved.

Reproduced from Overseas Revi-ew^o. 100,
April, 1975, published by the Conservative
Central Office, London.
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SOME RECENT INSTITUTE PUBLICATIONS

The following occasional papers are available:
Tradition and Current Trends in American Foreign Policy, Professor S. Whittle
Johnston
The Multinational Corporation: An Introduction, Peter C.J. Vale
Select Bibliography on the Multinational Corporation, Peter C.J. Vale
and Gail Rogaly
South African Foreign Policy in Today's World, Professor J.E. Spence.
The price of these papers is 50c each.
Members of the Institute may request copies of occasional papers at no charge
to them, provided that such requests are received within a reasonable time
after the papers are issued.

SOUTH WEST AFRICA AND TEE INTERNATIONAL COURT: Two viewpoints on the 1971
Advisory Opinion, S.A. Institute of International Affairs, 1974.
Main Contributors: Advo E.M. Grosskopf and Professor John Dugard.
Available from the Institute or from booksellersPrice: R2.00 (or Rl.50 for members if ordered from the Institute)
ACCELERATED DEVELOPMENT IN SOUTHERN AFRICA, MacMillan, London, 1974
Edited by John Barratt, Simon Brand, David Collier and Kurt Glaser,
(This volume contains the proceedings of the conference "Accelerated
Development in Southern Africa", held at Jan Smuts House in March 1972)
Price: RIO.00, if ordered from the Institute
EDUCATION FOR DEVELOPMENT, S.A.I.I.A., Johannesburg, 1974.
Edited by David Hirshmann and Brian Rose.
(Contains the proceedings of a Workshop held at the time of the Conference
"Accelerated Development in Southern Africa", held at Jan Smuts House in March
1972).
Price: R2.5O
SOUTHERN AFRICA RECORD, No. 1 in series, (No. 2 to be issued shortly)
Contains the texts of official policy statements on international relations
in Southern Africa.
Price: R1.00
INTERNATIONAL RELATIONS IN SOUTHERN AFRICA, .S.A.I.I.A,, Johannesburg,. 1974.
Edited by Denis Venter.
(Contains proceedings of a Symposium organised by the Pretoria Branch of
the Institute in June 1973)
Price: R1.00
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Dunlop South Africa Limited
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Limited
Foschini Limited
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General Motors S,A, (Pty) Limited
Gledhow Sugar Co, Limited
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The Goodyear Tyre & Rubber Company
S.A. (Pty) Limited
Haggie Rand Limited
The Hill. Samuel Group of S,A0 Limited
Huletts Corporation Limited
Industrial Development Corporation
of South Africa Limited
Johannesburg Consolidated Investment
Company Limited
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The Leyland Motor Corporation of
S.A. Limited
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The Messina Transvaal Development
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The Metal Box Company of S.A, Limited
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Mobil Oil Southern Africa (Pty)
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The Natal Tanning Extract Company
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Limited
Pretoria Portland Cement Company Limited
Price Waterhouse & Company
Reef Lefebvre (Pty) Limited
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Retco Limited
Reynolds Brothers Limited
Shell SaAn (Pty) Limited
Siemens (Pty) Limited
CrG* Smith & Company Limited
S0A0 Associated Newspapers Limited
S.A, Board Mills Limited
S,A; Breweries Limited
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Corporation Limited (ISCOR)
The S.A, Marine Corporation Limited
S8A. Philips (Pty) Limited
S.A-, Sugar Association
The Standard Bank of South Africa
Limited
South African Coal, Oil and Gas
Corporation Limited (SASOL)
Tiger Oats & National Milling Company
Limited
Total S,A. (Pty) Limited
Toyota South Africa Limited
Truworths Limited
The Trust Bank of Africa Limited
UDC Bank Limited
Unilever South Africa (Pty) Limited
Union Corporation Limited
Volkswagen of S.A, Limited
Woolworths (Pty) Limited

