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THE CASE AGAINST U .S . INVESTMENT IN SOUTH AFRICA

Church groups have long been con-
cerned about US. corporate investment
in South Africa and its effects on the
black majority . Among the first share-
holder resolutions ever submitted by
church investors was a proposal in 1971
to General Motors from the Episcopal
Church, asking the company to withdraw
from South Africa. In the intervening
years, church investors have requested
that companies operating in South Africa
take a variety of actions, including dis-
closure of information, an end to expan-
sion and new investment, withdrawal of
operations from South Africa, and an end
to loans to the Republic of South Africa.

This brief is excerpted from a long-
er paper by Father Charles Dahm, O.P.,
outlining the reasons why many church
investors oppose US. investment in
South Africa. Father Dahm is chairperson
of the Illinois Committee for Responsible
Investment, whose membership is com-
prised of 20 Catholic and Protestant church
organizations in Illinois.

Introduction

A growing number of American in-
stitutions oppose loans to and investment
in South Africa by U .S . corporations.
Churches, universities, unions, and civic
groups are demonstrating their opposition
by, among other things, initiating share-
holder resolutions seeking corporate with-
drawal, removing funds from banks lend-
ing there, and selling stock in corpora-
tions operating in South Africa . U .S . cor-
porations, along with the government of
South Africa, have objected to these ac-
tions with the following claims:

—foreign investment has improved condi-
tions for blacks in South Africa;

— the South African economy offers
good opportunities for sound investment;

—blacks in South Africa want foreign in-
vestment;

—U .S . investment in South Africa is not
significant ; and

—not investing in South Africa is a "po-
litical decision" which belongs to the U.S .

government and not to private cor-
porations.

Churches and other groups main-
tain that the facts fail to support these
arguments, and the documentation is
presented here for each one.

I . Foreign investment has not
improved conditions for blacks

in South Africa

— Social and political conditions. Social
conditions are hardly better now for
blacks than they were decades ago . For-
eign loans to the South African govern-
ment and investment in private industry
wind up supporting the economic and
political system of apartheid — the offi-
cial policy of racial discrimination and
white supremacy.

Under apartheid, blacks are as-
signed to remote rural reservations called
bantustans . Although blacks (including
coloreds and Asians) constitute 84 per-
cent of the population, they are allotted
by whites only 13 percent of the land.
This land, most of which is of poor qual-
ity, is scattered throughout the country
in 81 separateeparate and non-contiguous seg-
ments . Even in these remote reserva-
tions, white South Africans control the
police, most sources of public funds, and
most private enterprises.

During recent years, while private
foreign investors argued for their positive
effect on the black majority, the South
African government has accelerated the
program of forcing blacks into these terri-
tories . Blacks can enter white areas only
for purposes of work, and their presence
there is strictly controlled by police
through a system of "passbook" identifi-
cation . Arr'average of 250,000 Africans
are arrested for pass law violations each
year .

Apartheid not only guarantees that
blacks and whites are separated, but it as-
sures white supremacy . Africans are
barred from equal access to housing,
schooling, medical care, job opportunities
and the like.

While education for whites is free,
blacks must pay — and this in a country

where blacks, the vast majority, earn
about 30 percent of the wages paid in the
nation while whites earn 70 percent . 3
The government spends approximately 15
times more for a white student than for a
black . Black education is so inferior and
opportunities so limited that two-thirds
of the black students drop out by sixth
grade, and only 0 .3 percent of those who
actually begin elementary education com-
plete high school . Nearly all whites, on
the other hand, finish higher education . 4

While the South African govern-
ment does not publish data on the condi-
tions of health among Africans, it is esti-
mated that about half of the babies born
in the bantustans die before the age of
one .

Blacks face rigid barriers not only
in education and health but also in public
accommodations, transportation, pen-
sion, entertainment, job placement and
promotion and in being able to establish
businesses for themselves . Blacks enjoy
no right of assembly, organization, and
most importantly, the vote.

Blacks are kept from exercising
their human rights by a barrage of repres-
sive laws and by a notoriously effective
security police . Abuses such as the death
in prison of black leader, Steve Biko, in
September 1977, resulted in a unanimous
vote by the United Nations to impose an
arms embargo against South Africa . But,
since Biko's death, several additional
black leaders have died "mysteriously" in
government prisons . Virtually all govern-
ment critics, black and white, are banned
or under arrest . The Christian Institute
and other religious organizations opposed
to apartheid as well as all major black
publications and several community de-
velopment projects in black townships
have been outlawed.

— Economic conditions. One of the key
arguments of American investors in South
Africa is that continued investment helps
blacks, first economically and then po-
litically . The argument takes two form?
that benefits "trickle down" to blac.';,
and that the American presence car set
an example and create increments' pro-
gress toward a more just society.

Somehow, the alleged trickling
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down celebrated in the United States has
failed to work in South Africa . In its
most important industry — mining — a
study at Capetown University showed
that earnings of blacks in South African
gold mines bought more in 1911 than in
1970 . 5 But much of the current Ameri-
can expansion in South Africa — a new
$50 million operation by Union Carbide,
a new $100 million joint investment by
Phelps Dodge and Consolidated Gold-
fields, and a new $125 million investment
by Kennecott Copper — is in mining.

Despite 30 years of trickling down,
the African wages are miserably low, and
they have not gained against inflation.
The officially reported average wages of
Africans in all sectors of the economy re-
main below the Poverty Datum Line
(PDL), the minimum income estimated
by the government as essential to survive
in South Africa .

G
The Financial Mail

commented, "It is generally conceded
that if any kind of reasonable living
standard is to be reached, a family's in-
come must be 150 percent of the
PDL . . . ." 7

In recent years some blacks have
advanced in the economy by obtaining
skilled jobs, but the South African De-
partment of Labor says that the propor-
tion of black Africans in almost every
skilled category declined between 1975
and 1977 . The proportion of blacks in
administrative, executive and managerial
positions, for example, dropped from 2 .9
percent to 0 .5 percent . Meanwhile,
black unemployment rose over 25 per-
cent in 1978, while that for whites de-
clined under 1 percent . 9 at .

0

Between 1970 and 1976, the aver-
age real monthly earnings of blacks in
manufacturing increased 52 percent
(from 52 to 70 rand), while that for
whites rose only 1 1 percent (from 307 to
340 rand) . But the gap between average
white and average black wages grew from
225 rand a month to 261 . 1 ° In mining,
according to Business Week, "Whites in
mines [in 1976] average $1,027 per month,
compared with $124 for blacks — a gap of
$903 against 1974's gap of $722 ," 11

Some U.S . companies, although
the: have increased their investment,
have trickled down unemployment . Cal-
tex is ax example . During a period of eco-
nomic expansion between 1962 and
1977, Calex (jointly owned by Texaco
and Standad Oil of California) reduced
the proportion of blacks in its labor force
from 32 .3 ?ercent to 24 percent . Nor was
this change the resClt of white expansion.
The labor force actually dropped 18 .6
percent rrom 2,400 people to 1,953.
That kind of reduction is one of the hid-
den benefits to American companies of
increased capital investment .

A close look at the claim that U.S.
companies provide an American example
shows why it is mistaken . U .S . companies
in South Africa employ a miniscule
70,000 blacks out of a total black labor
force of 8,000,000 . Meanwhile, U .S . in-
vestment provides capital and technology
that benefit the racist government and its
policies and programs.

Let us inspect the "better working
conditions" Americans have provided for
the few South African blacks . These con-
ditions, under the so-called "Sullivan
Principles" (equal employment guidelines
proposed by Dr. Leon Sullivan, a black
director of General Motors), include:
non-segregation of facilities ; equal and
fair employment practices ; equal pay for
equal work ; training programs ; an in-
crease in the number of blacks and other
non-whites in management and supervis-
ory positions ; and improvement in the
quality of employees' lives outside the
work environment in such areas as hous-
ing, transportation, schooling, recreation
and health facilities.

The litmus test of the effectiveness
of even these drastically limited "prin-
ciples" is whether the American compa-
nies are willing, as the principles require,
to defy South African law . Clearly, they
are not . Borg-Warner, Motorola and Inter-
national Harvester, all endorsers of the
principles, have stated they have no
blacks supervising whites . The compa-
nies are far more afraid of offending the
powerful "host" government than of of-
fending powerless blacks . Their own
racist policies are explained away as an
observance of proper decorum, as if they
themselves had no direct interest at stake.
American companies, however, cannot es-
cape the fact that their profits derive from
a stability caused by and sustained only by
a system of white oppression against blacks.

The U.S. Ambassador to South
Africa wrote in a confidential memo to
the State Department in March 1977 that
while U .S . affiliates feel they are doing a
good job in South Africa, confidential
meetings with black workers suggest
otherwise . Ambassador Bowdler wrote,
"Most of these workers complained of in-
adequate training, job reservation, lack of
union status, arbitrary promotions, abuse
by South African foremen and job inse-
curity . . . . Most liaison committee mem-
bers agreed that [their] company acted
basically like a South African creation
despite the best intentions of American
management ." 14

A Senate Foreign Relations sub-
committee reflected this position also
when it reported in January 1978 : "The
net effect of American investment has
been to strengthen the economic and mil-
itary self-sufficiency of South Africa 's
apartheid regime ." 15

I I . The South African economy
is not a sound investment.

Since 1975, South Africa has had
its worst recession in 40 years . The ac-
companying decline in foreign investment
during this period further cooled the
economy and aggravated unemployment.
In 1978, for example, one out of every
five machines stood idle, and the automo-
tive indusir0y operated at 60 percent
capacity.

In 1977, South Africa had a net
loss of $1 .2 billion in foreign capital due
to a variety of factors, such as a drop in
the rate of return to investors, increased
political risk, and ceilings on foreign
credit exposure . Total U .S . investment in
South Africa grew only 5 .5 percent in
1976, down from an average of 24 per-
cent for the three previous years . In 1967
direct investment accounted for 67 .8 per-
cent of South Africa's gross foreign liabil-
ities . By 19717t had diminished to only
45 .2 percent . In 1977, South Africa
raised only $33 .2 million in the interna-
tional bond and Eurocurrency markets, a
mere 3 percent of the 1976 figure .

e
The

South African government devalued the
rand twice in 1975, and in January 1979,
responding to a massive flight of capital,
set its rand free to float against other cur-
rencies.

South Africa now has a new prob-
lem with the recent political changes in
Iran. Since the fall of the Shah, Iran,
which had been providing about 90 per-
cent of South Africa's oil, has discontinued
sales to South Africa . 20

The economic slowdown has seri-
ous political ramifications, which in turn
have a dampening effect on the invest-
ment climate . In 1978, the University of
Delaware's political risk index described
South Africa as a moderate risk, but pre-
dicted that by 1980 it would be a pro-
hibitive risk and by 1984, at the top of
the prohibitive risk list.

The state has tried partially to fill
the vacuum left by private capital and in-
sulate itself against possible economic
sanctions by increasing investment in gov-
ernment corporations . Public (parastatal)
corporations accounted for only 6 per-
cent of the new gross domestic fixed in-
vestment between 1950 and 1960, 8 per-
cent in 1965, 11 percent in 1970, and 17
percent in 1975 . Conversely, the private
enterprise share of gross domestic fixed
investment fell from 6521percent in 1950
to 49 percent in 1975 . 21 This growth of
the public sector reflects South Africa's
staunch commitment to apartheid.

The uncertainty of South Africa 's
economic future has caused some interna-
tional lenders to limit their investment in
South Africa . Some major U .S . banks,
such as Citibank in New York and First
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National Bank in Chicago, declared in
early 1978, after a few years of heavy
lending, that currently they were not
making loans to the South African gov-
ernment or parastatals (even though they
continued to lend to private companies
there) . In 1979, Merrill Lynch, the largest
brokerage firm in the world, stated its in-
tention not to underwrite further govern-
ment bonds or make new loans to South
Africa until social and economic condi-
tions changed . These are bad omens for
South Africa, which now needs new long-
term loans in order to pay back previous
loans and support economic expansion.

In June 1978, the London Econo-
mist said that without foreign loans, the
South African economy will not grow
and will not be able to absorb the ex-
panding black population . South Africa,
it wrote, "is sitting on a time bomb of
rising unemployment, hence of discon-
tent and revolution-fodder . " Officials in
South Africa estimate a future growth
rate of 5 .5 percent in order to absorb the
workers coming into the job market . Al-
though predictions indicate a growth rate
in 1979 that will surpass the 2 .5 percent
rate of 1978, there is little evidence that
5 .5 percentnt will be reached in the near
future .

III . Blacks in South Africa
do not want foreign investment.

To oppose foreign investment in
South Africa is a federal offense punish-
able by death . Leaders, therefore, must
state their positions cautiously . Bishop
Desmond Tutu, General Secretary of the
South African Council of Churches said
in an interview in 1978:

We ask our friends to apply eco-
nomic pressure . . . . Our last chance
for peaceful change lies in the inter-
national community applying po-
litical, diplomatic nd especially
economic pressure . 23

Although he did not call for eco-
nomic sanctions, he added:

Any black leader who calls for eco-
nomic sanctions is already guilty of
treason under the Terrorism Act
and subject to five years in prison
or death . We have said as much as
we can possibly say . We hope we
have reasonably irltelli ent friends
overseas who will know what we're
saying . 24

When asked about withdrawaluf
U .S . corporatio; `;` Dr . Nthato Motlana,
chairman of the Soweto Committee of 10
who was recently released from prison,
carefully stated :

If I said that the only way to bring
change would be total economic
sanctions, I would be liable to go to
jail . So let 's just be cagey . Let 's just
say that I support ` pressures, ' and
leave it at that . 25

Bishop Manas Buthelezi, a leader of
the Black People's Convention, stated:

There is no doubt that if South
Africa suffers, the black people will
suffer as well . But we must remem-
ber that even when a country goes
to war, it does so knowing that
some of its citizens are going to die
in the process . The same thing ap-
plies here . We know that there will
be suffering, but we realize that it is
by suffering that something better
may happen . We don't mind taking
the consequences . 26

The Christian Institute in South
Africa wrote in 1976:

The argument that economic
growth can produce fundamental
change has proven false . Many
black organizations have opposed
foreign investment in South Africa,
and this would be the opinion of
the majority of South African
blacks if their voices could be
heard . 27

Even U .S. Ambassador Bowdler
wrote to the State Department in 1977:

Among black youth and more mili-
tant groups, as well as some busi-
nessmen, any foreign investment is
viewed as propping up the South
African economy and its social
system. They argue that jobs pro-
vided are , marginal compared to
numbers suffering from apartheid .

m

The more conservative South
African Council of Churches, representing
some 15 million members, urged foreign
firms in July 1978 to "radically revise"
their investment policies since they "have
largely been used to support the prevail-
ing patterns of power and privilege . " 29

IV . U.S . investment in South Africa
is significant.

Almost every major U .S . corpora-
tion does business in South Africa . Ap-
proximately 350 U .S . corporations have
opei-ai-iOns there, while thousands more
are involved through agents and distribu-
tors . U.S . direct investment in South
Africa now represents approximately 37
percent of total U .S . investment in all
Africa . American companies have at least

$1 .665 billion of direct investments in
South Africa, comprising 17 percent of
all direct foreign investments there . 30

By 1970, over 50 percent of U.S.
investment was in manufacturing, 10 per-
cent in mining and 25 percent in petrole-
um . Manufacturing contributed a larger
proportion of South Africa's gross domes-
tic product (22 .1 percent in 1974) than
any other sector . Its growth has in part
been promoted biy American expertise
and technology. At the end of the
1960s, the official Fanzen Commission
indicated that 40 percent of South
Africa's manufacturing was controlled by
foreign interests .32

A relatively few U .S . corporations
control most of U .S . investment . As of
1973, three-fourths of U .S . direct invest-
ment in South Africa was in the hands of
12 companies . 33 Three of the oil compa-
nies — Caltex, Mobil, and Exxon — con-
trol about 44 percent of the country's
petroleum products market . General Mo-
tors, Ford and Chrysler control at least
one-third of the auto market, and it is
estimated that 70 percent of the com-
puter market is controlled by U .S . firms.
IBM stands as the single largest supplier
and servicer of data-processing equipment
in the country . Estimates of its market
share range from 38 percent to 50 per-
cent . At least one-third of all IBM's busi-
ness in South Africa is with the South
African government, and U .S .-marketed
and serviced computers are in use in at
least 18 government agencies, including
the departments of Defense, Prisons,
Atomic Energy, and the Interior (which
enforces the apartheid laws) . 34

Foreign capital enters South Africa
through three major paths : direct invest-
ment, long-term loans, and short-term
loans and trade credits . Until the late
1960s, direct foreign investment ac-
counted for two-thirds of South Africa's
foreign obligations . This situation
changed in the 1970s when foreign loans
became increasingly important . The rising
price of oil imports to South Africa, the
declining markets for South African ex-
ports in a world suffering from economic
recession, and increasing government
spending on arms required to assure white
supremacy, created even greater demands
for foreign capital.

More than 50 U .S . banks helped to
prop up South Africa during this period.
By the end of 1976, South Africa's debt

mentoreign lenders had reached $7 .6 bil-
h Uh , more than double the $2 .7 billion
outstanding in 1974 . Loans by U .S . banks
provided nearly one-third of these credits
— $2 .27 billion — or nearly triple that
supplied by them two years earlier . 35 This
increase was roughly equivalent to the
amount of foreign exchange required to
cover South Africa's defense and oil im-
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port costs for the same years . 36 After
1976, foreign long-term lending declined,
largely as a result of economic and polit-
ical factors explained above . South
Africa, however, compensated for this
loss by increasing its reliance on short-
term trade related loans from foreign
banks . U.S. banks hastened to supply
these funds, and simultaneously, the U .S.
replaced Great Britain as South Africa's
number one trading partner.

Between 1970 and 1976, the aver-
age net inflow of new capital was about
$1 billion per year, an average annual
contribution of over 13 percent to gross
domestic investment . The average net in-
flow of foreign capital into the United
States, meanwhile, contributes between 1
percent and 2 percent of gross domestic
investment.

These figures understate the total
contribution of foreign business because
they refer only to new foreign capital
brought into the country each year . They
exclude profits foreign corporations make
in South Africa and then reinvest there.
For example, from 1973 to 1974, the
shares, premiums and undistributed prof-
its from foreign firms in South Africa to-
talled more than $5 billion, with most re-
invested there . In many years, these re-
tained earnings plowed back into the
South African economy will equal or ex-
ceed the amount of new foreign capital
flowing in from outside the country . In
such cases the total foreign contribution
to gross domestic investment will be
double the figures cited above . 38

Nor do these figures suggest the
special qualitative importance of U .S . in-
vestment, its concentration in major sec-
tors of the economy, or its domination
by a significant but limited number of
strategic firms . Research by British econ-
omist John Suckling attempted to quanti-
fy the importance of technological in-
puts . He estimated that about 60 percent
of the growth in South Africa's gross
domestic product between 1957 and
1972 could be ascribed to "technological
change," two-thirds of which was the re-
sult of new technology entering 3t~he coun-
try through foreign investment.

In a strongly worded article in No-
vember 1977, the Financial Mail asked
the question "Who Cares about Foreign
Investment?" and concluded:

We do . For without it South Afri-
cans can forget about better living
standards . . . .It would be highly
unrealistic to expect the Republic
to buck the world trend and chalk
up fast growth without the aid of
foreign funds . Yet fast growth we
must have . . . .We must have 5 per-
cent or more . And for that we must
have foreign capital . It is really as
simple as that .

V. U.S. investment in South Africa
is not "apolitical . "

U.S. investors argue that they are
essentially "apolitical" and as "guests" in
a country, they cannot offend the "host
government ." In fact, U.S . investors in
South Africa are immersed in politics
whether they like it or not . When General
Motors sells vehicles or Mobil sells petro-
leum to the police and military, the po-
litical consequences are clear . When Citi-
bank makes a loan to the government or
Union Carbide confesses that it would be
taken over by the government if it tried
to leave, their political involvement is ob-
vious . Bishop Tuto, General Secretary of
the South African Council of Churches
stated in 1978:

They know their money is not neu-
tral . Wherever their money is
needed, they have considerable lev-
erage . Even the Chamber of Com-
merce in South Africa has begun to
say to the government, "If you ex-
pect us to operate economically, we
cannot continue to work under
these regulations ." To stand on the
fence is as political as jumping
either way because 'ou are siding
with the status quo .4

In summary, there is mounting evi-
dence that U.S . investment in South
Africa acts in a political fashion, consti-
tutes a financial risk, and has not measur-
ably improved conditions for the black
majority . As church organizations, uni-
versities, and other U .S . investors contin-
ue to pressure companies on these issues,
it becomes clear that the responsibility
for the effects of U .S . corporate involve-
ment in South Africa remains in the
hands of corporate officials and the
American people . In the words of Steve
Biko :

While it is illegal for us to call for
trade boycotts, arms embargoes, or
withdrawal of investments under
current South African law, America
is quite free to decide what price
South Africa must pay for main-
taining obnoxious policies . 41
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